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Introduction

The measurement of Public Service Broadcasting (PSB) is an emotive topic. Partly this
reflects the difficulties involved PSB is a multi-dimensional concept, which poses
some significant challenges in its definition, measurement and valuation. But it may
also reflect the high stakes at play in the PSB arena.

After all, we currently spend around £3 to £4 billion of public funds (1) on the
provision of PSB in the UK each year. There is a clear public interest in ensuring that
this money is spent effectively and in asking whether too much (or too little) is
being spent compared with the benefits being delivered. There are also some
powerful interest groups with a stake in the outcome of any such assessment, from
the many producers, administrators and managers who depend on PSB funding for
their own livelihoods and who are likely to have a vested interest in keeping the
funding taps turned fully on, to those who feel that their commercial interests are
threatened by the continued existence of the PSB sector.

In this paper, we argue that it is possible to take a considered and systematic
approach to the measurement and valuation of PSB. Indeed, such an approach is an
essential part of effective public policy in broadcasting, and should underpin key
decisions about the scale and scope of PSB in the changing broadcasting market. We
divide our approach into three parts:

e Defining PSB we need to begin with an agreed position on the aims and
objectives of PSB and the interventions needed to ensure that they are
provided

e Measuring its delivery once the aims and objectives have been defined, we
suggest a coherent approach to tracking or measuring the extent to which
the current broadcasting sector and the PSBs within it are delivering to their
remits

e Assessing the value produced as well as measuring its delivery, we need to
be able to compare the benefits of PSB with the costs of provision in order to
assess how effectively we are spending public funds.

We illustrate our approach with the results of pilot studies which have been carried
out by the Independent Television Commission over the past two years, and which
are being further developed by Ofcom as part of its PSB review. In particular, we
present the outcome of a detailed study into the benefits and costs of the key PSB
obligations imposed on ITV licensees.

! Directly or indirectly, with the precise amount depending on how we value the radio
spectrum being used by public service broadcasters.



Defining PSB

Policy makers and academics over the years have tried to produce an objective and
widely-agreed definition of PSB. Broadcasters themselves have also done much to
advance rationales for public service broadcasting which, unsurprisingly, often serve
mainly to support their own existence. But it sometimes seems as if little progress
has been made. The economist R H Coase (2) noted almost 40 years ago that
broadcasting policy developed in a world in which ignorance, prejudice and mental
confusion, encouraged rather than dispelled by the political organisation, exert a
strong influence on policy making . In 1999, the Davies report the most recent
major government review of the funding of the BBC (3) concluded that it would be
too ambitious in its six months to establish a new definition of the role of public
service broadcasting, although it did conclude that we may not be able to offer a
tight new definition of public service broadcasting, but we nevertheless each felt we
knew it when we saw it .

In particular, we seem to have fallen in to a rather sterile debate between those who
argue that PSB is all about market failure and those who argue that PSB should be
rooted in cultural and social objectives, which have little to do with the effective
operations of markets.

The market failure extremists argue that consumer sovereignty should be the key
to policy making in broadcasting. Individuals are seen as being the best judges of
their own well-being. In an effectively operating market, well-informed consumers
will be able to express their preferences, acting individually or together, and
suppliers will compete to satisfy those preferences. Resources will be allocated
efficiently to their highest valued uses. To the extent that broadcasting markets
might not work effectively, then some intervention may be needed but this is likely
to be increasingly limited and narrowly scoped. Indeed, some of the key consumer
market failure arguments advanced over the years in support of public intervention
in broadcasting are now much less persuasive broadcasting is no longer a pure
public good, for example, as conditional access technology allows consumers to be
excluded from services they have not paid for; and consumers have access to a vast
amount of information about the programmes and services available to them, which
reduces the problem of insufficient information, once felt to be a significant market
imperfection. In a multichannel world, with a mix of pay and advertiser-funded
services, the market will provide for most direct consumer demands.

Those who would take the opposite approach argue that broadcasting is too
important to be left to the market it has an unrivalled influence on our cultural
identity, our way of understanding ourselves and the world in which we live, and on
our ability to participate effectively in a democratic society. Given this, we cannot
afford to rely solely on commercial provision, especially in the areas of news and
current affairs. Rather, we need regulatory and institutional measures to ensure that
high quality, independent and challenging programmes and services are available to
all, free of commercial and political influence.

? Coase (1966)
* DCMS (1999)



Can a common framework be used which brings these two seemingly diametrically
opposed approaches together?

We think that this is possible. The market failure extremists, while appearing to take
an objective approach to the subject, dodge a major question: are short-term
consumer decisions, taken in a market with as powerful an influence on all our lives
as has broadcasting, likely to deliver a socially optimal long-term outcome? If the
answer is no, then policy makers need to think about precisely what that socially
optimal outcome should be and devise interventions to help achieve it which go
beyond correcting pure market failures. Those who argue the case for wider social
and cultural goals dodge an equally difficult question about funding and priorities
just how much intervention is needed and in what form to achieve their stated aims?
To answer this question, policy makers need to understand what the market, left to
itself, would provide.

Whichever starting point is adopted, the conclusions are the same: it is important to
develop some regulatory policy consensus thinking about both a desirable longer-
term outcome for broadcasting (this in the end will be a value judgement, informed
by some clear thinking about the sort of society we want to live in) and an
understanding of what a market-based system might provide (given that markets are
usually better at allocating resources and satisfying consumer needs than command
and control systems, even those which come in the guise of a PSB). Policy decisions
can then be made in the light of the desirable outcome, informed by an
understanding of likely market developments.
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A research-based view

Identifying a desirable outcome requires making value judgements about the
importance of specified social goals for example, of the quality and type of news
provision, encouraging social cohesion, and so on. Many of these aspects are
captured in Clause 264 of the 2003 Communications Act, which describes the
fulfilment of the purposes of PSB as including (amongst other things) fair and well-
informed debate and comprehensive and authoritative coverage of news and
current affairs ; and programmes that reflect the lives and concerns of different
communities and cultural interests and traditions within the United Kingdom .

While any interested party could produce a list of such desirable outcomes, a key
missing dimension is an understanding of what the general public thinks the
priorities for PSB should be. This is not a new idea. The Peacock report (4) advanced
the idea that consumers may have a considered view about the provision of aspects
of broadcasting which they themselves might not directly consume in amounts
sufficient to secure their commercial delivery, but which they would nevertheless like
to see available for others to use, or for themselves to use at some stage in the
future. Just as there is widespread support for the public funding of galleries,
museums, theatres and other sports and arts facilities, so Peacock argued, there is
likely to be public support for some aspects of PSB. It is an important challenge for
policy makers to establish the depth and breadth of this support for wide scale
public funding of broadcasting can only survive in the longer term if there is a
democratic will for it to survive. If popular support for the BBC dips below a
threshold level, for example, then the long-term survival of the licence fee which
depends on an acquiescent public will be called into question. At the ITC, some
research has already been carried out to determine the extent to which the public
can separate their own personal programming likes and dislikes from their support
for citizenship or social/cultural programming. This research shows that social
benefits such as protecting the public (from rogue traders, etc.) and inclusion
(delivering something of value to everyone irrespective of background and social
circumstance) are regarded as being more important to viewers than many of the
personal benefits that they were presented with.

If it is thought that the general public on its own is unlikely to have enough
information on which to form a view about the desirable longer-term nature of
broadcasting, similar research can be carried out amongst opinion formers and other
interested groups (parents and teachers, for example, could be asked about the
importance of different aspects of children s and educational programming).

By taking these steps, it should be possible to construct a research-based view of the
broadcasting world we would like to see in the UK, which, subject to appropriate
debate and challenge, would help establish a more robust starting point for an
assessment of PSB in future.

* Peacock (1986)



Understanding the market

The second part of the equation is a clear view of how the broadcasting market
might develop over the next few years. Informed by this analysis, we can then start
to identify the nature and scope of intervention that might be needed to secure the
desirable outcome referred to above.

In its PSB review, Ofcom will be conducting in-depth research and analysis of future
trends in the UK broadcasting sector. Based on existing research, however (such as
the Bournemouth Media School scenario analysis Future Reflections), it seems
plausible that the focus of concern may be in the following areas:

e Concentration: the likely emergence of a few powerful, possibly foreign-
owned commercial players will pose questions about effective competition in
the market, undue political influence, plurality of views, and a possible risk to
UK-originated productions

* Fragmentation: as audiences and revenues continue to fragment over the
multitude of digital channels, there is likely to be an increasing risk to
investment in content, and possibly a threat to quality

e Undersupply of certain types of programmes: a combination of market
imperfections and the existence of externalities or merit good
characteristics amongst certain types of programmes means that these
programmes, e.g. those with an educative element, may not be supplied in a
sufficient quantity by the market.

Each of these concerns may call for different types of intervention. The policy toolkit
could range from institutional solutions (such as the BBC), through regulatory rules
(for example rules to ensure a certain proportion of UK originations is shown), to
specific targeted interventions, e.g. the identification of specific programming types
(such as news) and programme attributes (such as impartiality) which need to be
supported and sustained by various means, including direct funding. The toolkit
might also include interventions to foster particular market characteristics that are
felt to be important for example, universal availability of certain services, or
competition across public service broadcasters for the provision of certain
programme types.



Is this still PSB?

The overall aim of this analysis would be to have a clearly-defined and agreed set of
aims and outcomes for UK broadcasting. The extent to which the system as a whole
is delivering these outcomes can then be measured and assessed. In effect, we are
identifying the public interest in broadcasting and asking what public action is
needed to protect that interest.

PSB as it is currently thought about in the UK is arguably a sub-set of this overall
public interest. Alongside, for example, healthy competition, a thriving commercial
broadcasting sector, and robust investment in programmes, we may wish to identify
particular types of content which need special protection, and perhaps particular
institutions which have a special responsibility for delivering that content.

With such an approach, there is no problem in recognising that there is much of
value produced by wholly commercial broadcasters. But alongside the commercial
sector, it may be in the public interest to sustain strong public broadcasters catering
for a wide range of audiences through a variety of different types of programming.



Measurement of delivery

Once we know what we are looking for, we can set about putting in place effective
systems for measuring its delivery, with a focus in particular on those organisations
charged with special responsibilities. Indeed, this is a fundamental part of the
regulatory process: the Communications Act requires Ofcom to conduct annual
statistical reviews of the whole broadcasting market, and periodic major reviews of
the main PSBs and the extent to which they are meeting the purposes of public
service broadcasting. These reviews are intended to be considerably more fact-
based than has previously been typical of regulatory studies in the broadcasting
sector, such as the annual ITC reports on the commercial PSBs.

A number of concerns are raised when we come to developing a framework to
measure delivery:

e Inadequacy of available indicators how can harder-to-define aspects of PSB
such as quality and innovation be measured? (This leads to the aphorism that
if you could measure quality it would just be quantity .)

< Distortions caused by the use of indicators once measures have been
identified, broadcasters might overly focus on those indicators at the expense
of the underlying performance that the indicators are attempting to measure.
This leads to fears about the dangers of a return to box-ticking .

e Use of too many indicators there is a danger that by specifying indicators
for everything that could conceivably be measured, the real story will get lost
under the mass of indicators. This would be exacerbated if attention were to
focus primarily on those indicators that are easiest to measure rather than
more difficult ones that might be more revealing.

Notwithstanding the challenges that these issues raise, we believe that it is possible
to conduct a useful and systematic review of the broadcasting sector to assess how
effectively different aspects of PSB are being delivered. Key to a successful analysis is
the recognition that indicators are only useful if they contribute to the overall
assessment or narrative. So the indicators used must be clearly linked to key
questions or aspects of broadcasting which are important PSB aims or objectives.
They should be thought of as clues or pieces of evidence in constructing the story.
These indicators will include measures of output (how much is being produced),
impact (how many people are watching, and how much they are appreciating the
programmes) and efficiency (how cost-effective it is to reach the audiences).



The next diagram shows one possible way of thinking about the different objectives
of PSB, as set out in the Communications Act. For each objective, it is possible to
devise measures that can then be tracked over time to build up a view of how
effectively they are being delivered, and to allow comparisons between broadcasters

and over time.
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By way of example, consider the provision of news programmes. To consider the
contribution of this genre towards range and balance, we might track the number of
hours of output on each channel, in total and in peak-time, and expenditure on the
provision of news. We might also measure the size of the audience for news
programmes on different channels by socio-demographic group, to determine the
extent to which the needs of different audiences are being met, as part of the
analysis of diversity. Cost-per-hour data for news programmes will give a proxy for
quality. We might also want to conduct content analysis to measure the relative
prominence given to regional, national and international stories; or to the focus on,
say, political or show business stories (different broadcasters news agendas may be
seen to have an impact on range, diversity and quality). Finally, to look at informed
democracy , we might use market research to monitor audiences views on the
extent to which news programmes promote fair and well-informed debate, are
comprehensive and authoritative, and are regarded as being accurate and impartial.
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An important additional dimension in the measurement of PSB must be the
efficiency with which it is delivered. We are concerned not just with what is
produced and consumed, but the resources used to produce and distribute it.
Measures such as amount spent per viewer for each hour of broadcast (across
different genres) can be useful here. This might enable us to monitor, amongst
other things, the comparative effectiveness of different broadcasters in producing
comparable type of programming.

The Ofcom review will mark the first instance such a comprehensive, evidence-based
analysis of PSB will be conducted across the entire sector, covering both the BBC and
the commercial players. This is a potentially powerful exercise, and should
significantly increase the extent to which broadcasters become accountable for
fulfilling the PSB purposes set out in the Act (and elaborated in the review).
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Assessing the value produced by PSB

Measurement of the delivery of PSB, as described above, will tell us about how
effectively PSBs are fulfilling the purposes set out in the Act. It will not, however, tell
us how much the various components of PSB are valued by viewers, nor will it show
whether the cost of the relevant PSB interventions is justified by the benefits
ultimately produced. Measuring the costs and benefits of PSB should be the final
part of our analysis. It is also possibly the most important, and almost certainly the
most difficult, part of the work.

Its importance stems from the fact that in the current political and economic climate
it is no longer excusable to justify such a major use of public funds as public service
broadcasting without hard evidence regarding the value for money delivered by that
expenditure. Few other forms of public spending have such an easy ride as PSB has
enjoyed in the past (arguably because few other forms of public intervention have
resulted in the provision of services that are as widely enjoyed as PSB programmes).

The difficulty of the work is due in large part to the intangible nature of the benefits
of PSB. As with many other publicly-funded services, such as defence and other
forms of arts funding, it is extremely difficult to translate the benefits provided by
PSB into a monetary value that could then be directly compared with a cost figure to
provide a net benefit (or net cost) to society of PSB interventions.

Nevertheless, after examining a number of different approaches that might be taken
to assess these benefits, we do think that powerful tools exist which can be deployed
to shed more light than previous studies have done on the relative strength of the
benefits of different components of PSB. This in turn may be used to inform
decisions as whether money is being spent on the right things.

ITV1 pilot study

As an indication of the approach that might be taken, the ITC has carried out a pilot
study that examines the costs and benefits of certain genre-specific PSB obligations
imposed on ITV1. The purpose of the project carried out with the help of
consultancy firms Human Capital and The Knowledge Agency was to calculate, for
the first time, detailed estimates of the opportunity costs incurred by ITV as a
consequence of its PSB programming obligations, along with an assessment of the
benefits of these programming obligations enjoyed by UK audiences in their capacity
both as consumers and as citizens.

This section describes the approach and results of the research, and concludes with a

look at what the study seems to be saying about the overall value of PSB
programming as currently delivered by ITV1.
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ITV1 s genre-specific obligations in 2002 are shown in the table below.

Genre Hours of programming ITV1 PSB obligations in
2002

Network Annual programme hours

News and Weather 365 (obligation)

Current Affairs 78 (obligation)

Religion 104 (obligation)

Children s (excl acquired) 391 (obligation)

Arts 39 (obligation)

Regional average across licensees

Regional News 342 (all programming)

Regional Current Affairs 29 (all programming)

Regional Other 290 (all programming)

Approach to calculating opportunity costs

At the heart of our approach lies a simple but fundamental formula for calculating
the opportunity cost to ITV1 of showing PSB programmes. This formula aims to
capture the true cost of PSB, which is not simply how much these programmes cost
to make. Rather, it is the margin (or contribution) generated by these PSB
programmes compared to what might have been shown if the PSB obligation did not
exist. More specifically, the opportunity cost of a PSB obligation is made up of:
< the additional production costs of the relevant PSB programmes that were
actually shown, compared to those of alternative non-PSB programmes that
might have been shown in their place; plus
< the net advertising revenue (NAR) foregone by showing the relevant PSB
programmes rather than more commercial non-PSB programmes.

All further references to the costs of PSB are to this notion of opportunity cost.

In order to complete the specification of this approach, we needed to take a view on
what types of programmes ITV1 might show if it were not under obligation to show
PSB programming. We deliberately developed a mechanistic rules-based approach,
based on the underlying principle that, in the absence of PSB obligations, ITV1 would
simply show more of the types of commercial programming that it already shows in
similar time slots. This approach has the merits, firstly, of simplicity (in conceptual
terms); secondly, of objectivity, in that it avoids the need for subjective or arbitrary
judgements; and thirdly, of being intuitively plausible (more so than other candidate
rules that we considered).

We thus created a stylised schedule that represented the types of programmes that
ITV1 actually showed in 2002, along with a series of alternative schedules showing
what might have been shown had each of the PSB obligations not existed.5 Using

° To give a simple numerical example, the stylised schedule might have shown that between
2-3pm on Mondays over the course of 2002, ITV1 showed 40% of light entertainment (LE),
40% acquired programming and 20% regional current affairs PSB programming (these figures

13




detailed data (provided by licensees to the ITC, along with BARB viewing data), we

then estimated average costs-per-hour and revenues-per-hour for each programme
genre, separately for each time of the day and each day of the week in the stylised

schedules.

Opportunity costs to ITV1

The results of this exercise are shown in the chart below, which shows the total
annual opportunity costs to ITV1 associated with each of the PSB genres. The chart
also shows the number of hours of programming each year stipulated by each of the
obligations.

Opportunity costs of PSB obligations by genre, £ million (2002)
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The most immediate conclusion is that regional programming emerges as by far the
greatest burden for ITV1. The explanation for this is relatively straightforward: this
type of programming is inevitably expensive compared to alternative commercial
programming given the regional variations required, with production costs incurred
separately in each region. Moreover, a high volume of hours is required to be
broadcast under the ITC s obligations (on average, the ITV regions each showed 660
hours annually across the three regional PSB genres). Moreover, regional news in
particular is broadcast at times in the day when significantly higher revenues could
be earned by showing more popular commercial programming. So both elements of
the opportunity cost formula extra cost of production and foregone advertising
revenue are significant when it comes to regional programming.

are purely illustrative, and are not intended to represent what ITV1 actually showed in that
time slot). To estimate what ITV1 might have shown in place of regional current affairs, if the
obligation to show those programmes had not existed, we constructed the alternative
schedule by simply removing the PSB programming and scaling up the remaining commercial
programming, to 50% LE and 50% acquired.
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The chart shows that the next most expensive genre is children s programming,
again due to a mixture of high opportunity costs-per hour and a large volume of
output. Interestingly, further analysis showed significant differences between the
costs associated with ITV1 s children s output in its two main slots: weekday
afternoons and Saturday mornings. The weekend programmes do not in fact impose
significant opportunity costs to ITV1, while the costs associated with weekday slots
are substantially higher than the all-week averages shown in the chart.

Turning to the other genres, network news and current affairs are relatively low-cost
genres. For news programmes, this reflects average programming costs that are low
compared to what might be shown in their place (particularly for the peak-time
bulletins). Also, audiences and hence revenues for network news remain relatively
high. For these reasons, the total annual opportunity cost of news provision remains
low despite the high volume of output.

The costs associated with religion and arts programmes are the lowest of all the
formal PSB obligations, due in part to their relatively low volume of output and to
their off-peak scheduling (primarily Sunday lunchtime and late evening respectively).

Having discussed the main results, it is important to highlight some of the most
important caveats to this work. The size of this list is an indication both of the
complexity of the task (and therefore the need to specify rules and simplifying
assumptions to make it manageable) and the care we have taken to be honest about
the limitations of the approach.

e First, as an overarching point, although we believe the methodology to be
robust and rigorously-applied, and the modelled data to be extremely
comprehensive, the results remain estimates based on a series of both
significant and minor assumptions.

e In particular, the results are highly dependent on the rule we applied for what
ITV1 would show if it were not faced with its PSB obligations. We also
considered alternative rules, such as replacing all PSB programming with
acquisitions. While we believe such alternatives to be less plausible, it is
important to realise that some of them would have generated substantially
different results.

e We did not model the impact of inheritance effects, whereby a change in
the schedule might have knock-on effects on the audiences of subsequent
programmes. This means, for example, that we did not capture the entire
potential benefit that ITV1 might enjoy, if it were able to drop its weekday
afternoon children s programmes, by reconstructing its subsequent early
evening schedule.

 We also did not model the impact of counter scheduling, whereby a change
in ITV1 s schedule might lead to a response by other broadcasters (and a
possible further response by ITV1). Whereas both this and the inheritance
effect would inevitably have some impact on the true opportunity costs, note
that these two effects will tend to work in opposite directions and thus cancel
each other out to some extent. This means that excluding them from the
model becomes less problematic.

e Our model was constructed to estimate the impact of removing each PSB
genre separately, for two reasons. Firstly, this enabled us to estimate the
costs for each individual genre. And secondly, this meant that the volume of
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programming being removed and inserted in each scenario would be much
smaller than if all the genres were removed at once. This in turn means that
the implicit assumption that average costs-per-hour and revenues-per-hour
for each genre remain constant as the volume of programming changes is
likely to be a reasonable simplification. This would not necessarily be the
case if we were to remove all the genres at once, and so adding up the
opportunity costs for each genre to reach an estimate of the total cost
imposed on ITV1 by all its PSB genre obligations taken together is likely to
give a less reliable estimate than those for the individual genres.

e Finally, our pilot study was limited to analysing genre-specific programming
obligations on ITV1. There are additional conditions that ITV licensees face,
but which we excluded from the scope of the study, such as the requirement
to maintain a network of regional production centres.

Assessing the benefits of PSB programming on ITV1

The approach that we adopted to analyse the costs of PSB was conceptually
straightforward, notwithstanding the laborious nature of such a data-intensive study.
Estimating the value of the corresponding benefits, by contrast, is a much trickier
task, as a couple of fundamental problems arise when it comes to determining an
appropriate methodology. The first problem is that benefits cannot be captured by a
simple formula, analogous to the one specified for the opportunity costs, which may
be evaluated by collecting and analysing relevant hard data. Rather, market research
tends to be the standard way to assess the benefits of PSB. And second, as noted
above, the value of the benefits cannot readily be expressed in monetary terms. The
benefits are typically assumed to confer some kind of utility (as economists would
say) on to consumers, and mapping utility on to a monetary scale is a far from simple
exercise.

Given these fundamental problems, we felt that it should be feasible at least to
calculate the relative benefits of different PSB genres how important is network
news compared to, say, children s programming. Of course, many studies in this
area have been conducted in the past, including those by the ITC. An example of the
types of results that are produced is shown in the next chart.
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Example of results from earlier ITC studies

Do you think ITV should have to show this type of programme?

Source: What Viewers Want, ITC, January 2001

Notice that in this example the results are highly clustered, with five of the eleven
genres generating scores of over 90%. This highlightswhat we believe to be an
important shortcoming of thistype of study. Because of the nature of the questions
that respondents face, there isno downside or cost to them agreeing (in this
instance) that ITV1 should show every type of programme, as a result of which there
will be a strong tendency for the percentage of “yes’ responsesto be very high.

Our ambition was to address thisissue by conducting research using a framework
that forces people to make actual choices between different genres and reveal their
real strength of preference between different PSB genres. Such an approach would
put people in a position where they realised that they could not have more of
everything for “free” and would therefore have to choose what was most important
to them.

In order to do this, we turned to a market research technique called conjoint
analysis. Thistechnique iswell-established in other areas of consumer products, and
is used to help manufacturers and other service providers understand consumers'
preferences over the attributes of products such as package holidays, bank accounts
and cars. It doesthis by offering respondents a series of simple trade-offs between
different levels of the attributes that make up the product. Using the classic example
of cars, these attributes might include number of doors, safety features, specification
of the in-car stereo, luxuriance of the interior, etc. The individual trade-offs are then
aggregated to reveal consumers' relative preferences about the attributes of the
relevant product.
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