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Section 1 

1 Executive Summary  
1.1 Ofcom is the independent regulator and competition authority for the UK 

communications industries. Ofcom undertook this research to develop its 
understanding of the radio advertising industry and the competitive constraints faced 
by suppliers of radio advertising airtime. In particular Ofcom was interested in 
understanding the extent to which pricing in radio advertising markets appears to be 
affected by other media.   

1.2 The Competition Commission last examined the provision of radio advertising in May 
2003. Since this time the radio and advertising industry has developed in a number of 
ways which may have affected the competitive landscape. These developments 
include: 

•  a decline in commercial radio advertising revenue; 

• the BBC’s increased market share of radio listening; 

• the growth in DAB digital radio penetration; 

• online and outdoor advertising growth; and  

• a decline in press circulation. 

This research allows Ofcom to examine the radio advertising industry in the light of 
these changes. 

1.3 Ofcom conducted a survey based programme of qualitative and quantitative 
research. The research allowed Ofcom to analyse which media appear to impose the 
strongest competitive constraint on the pricing of radio advertising. In addition, it 
outlines the drivers of demand for radio advertising, the decision-making process for 
media purchasing, advertisers’ attitudes towards radio in the context of other media 
options, and the impact on the demand for radio advertising following an increase in 
the relative price of radio advertising. 

1.4 In its submissions to the OFT in relation to recent radio mergers, Ofcom has defined 
two separate radio advertising markets; direct and indirect.  

• Direct radio advertising occurs where the advertiser purchases airtime by 
approaching the sales teams at individual radio stations separately.  

• Indirect radio advertising occurs where an advertiser uses a media buying 
agency to manage its purchase of advertising on radio stations via a radio 
group’s advertising sales house.  

In  this research the constraints faced by suppliers of direct radio advertising and 
indirect radio advertising have been assessed separately. 

1.5 Findings from the analysis of direct radio advertising include:  

• The pricing of direct radio advertising appears to be constrained by press 
advertising. As a result, a hypothetical monopoly supplier of direct radio 
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advertising would not find it profitable to raise prices by 5-10% for a sustained 
period of time. This result appears to be robust to a range of sensitivity analyses. 

• Evidence suggests that direct radio advertisers perceive radio and press 
advertising as interchangeable. 

1.6 Findings from the analysis of indirect radio advertising include:  

• Television, online and press advertising pose the strongest competitive 
constraints on the pricing of indirect radio advertising.  

• An increase in the price of indirect radio advertising would result in media buying 
agencies moving budgets away from radio to a range of alternative media. These 
alternative media taken together appear to collectively constrain the pricing of 
indirect radio advertising. As a result, a hypothetical monopoly supplier of indirect 
radio advertising would not find it profitable to raise prices by 5-10% for a 
sustained period of time. 

• Media buying agencies appear to have a degree of countervailing buyer power, 
and therefore, would be likely to try and negotiate down any attempted increase 
in the price of indirect radio advertising. 

1.7 The conclusions of this study are intended to act as a starting point for Ofcom in 
cases where an understanding of the radio advertising industry and the competitive 
constraints faced by radio advertising is required. In the context of a complaint, 
dispute, market review or in providing submissions to the OFT in relation to mergers 
the precise scope of the relevant product and geographic market would need to be 
assessed based on the specific circumstances and facts of the particular case in 
question.  
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Section 2 

2 Introduction 
2.1 Ofcom is the sectoral regulatory authority for the radio industry. As sectoral regulator, 

Ofcom has a number of competition related functions and duties:  

2.1.1 Ofcom has concurrent powers with the OFT under the Competition Act 
1998 (the "Competition Act") to deal with anti-competitive agreements and 
conduct by applying Article 81 and Article 82 of the EC Treaty and the 
Chapter I and Chapter II prohibitions of the Competition Act;  

2.1.2 Ofcom also has powers to make a market investigation reference to the 
Competition Commission where it has reasonable grounds for suspecting 
that a feature or combination of features of the market in the UK prevents, 
restricts or distorts competition; 

2.1.3 In addition, Ofcom has powers to use conditions in various licences under 
the Broadcasting Act 1990 and 1996 (the "Broadcasting Acts") to ensure 
fair and effective competition in the provision of licensed services and 
connected services; 

2.1.4 More generally, Ofcom has a number of duties under the Communications 
Act 2003. It is Ofcom's duty to further the interests of consumers in relevant 
markets where appropriate by promoting competition, and to have regard in 
carrying out its duties to a number of elements as relevant in the 
circumstances, including the desirability of promoting competition in the 
relevant markets; and 

2.1.5 Although the OFT has responsibility for merger control in the UK, Ofcom 
may also be asked by the OFT to provide it with Ofcom’s views on a 
merger or proposed merger in areas where Ofcom has sector specific 
knowledge. 

2.2 It is important for Ofcom to have a strong evidence base for all areas of its remit. 
Hence Ofcom has undertaken this study in order to allow it to develop a robust, 
evidence-based understanding on how purchasing decisions regarding advertising in 
radio are made, what factors influence that decision and the extent to which pricing in 
radio advertising markets appears to be constrained by other media.   

2.3 In order to understand these issues, Ofcom undertook a detailed, survey-based 
programme of qualitative and quantitative research.1 The research sought to 
understand the drivers of demand for radio, the media purchase decision-making 
process, the attitudes towards radio in the context of other media, and the extent to 

                                                 
1 In the absence of available market data on pricing and switching, the analysis has been conducted 
using evidence from a market research survey. The SSNIP (small but significant non-transitory 
increase in price) test methodology adopted by Ofcom necessitated asking respondents what their 
reactions would be to a hypothetical industry-wide price increase. Survey responses given to 
hypothetical questions should be treated with caution and the methodological limitations of Ofcom’s 
approach are set out in section 7.9. The results are presented acknowledging this fact. The research 
also measured attitudes and behaviours of radio advertising purchasers, which appear to be 
consistent with responses given to the SSNIP test questions. In conducting analysis in the context of 
a specific case, Ofcom would ideally where possible seek to use available information on actual 
switching behaviour alongside any survey results. 
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which other media constrain the price of radio advertising, including how advertisers 
and media buyers (on behalf of their advertising clients) would react to an increase in 
the relative price of radio advertising. The research gathered the data required to 
allow Ofcom to analyse what media appear to impose the strongest competitive 
constraint on the pricing of radio.2  

2.4 The provision of radio advertising was last examined by the Competition Commission 
in May 2003 in the context of the proposed merger between Scottish Radio Holdings 
plc, GWR Group plc and Galaxy Radio Wales and the West Ltd3 and more recently 
by the OFT in the context of the proposed merger between Capital Radio plc and 
GWR Group plc4 in December 2004 and the acquisition by Emap plc of Scottish 
Radio Holdings plc5 in August 2005. Ofcom has taken the opportunity to undertake 
this project outside the context and associated statutory time limits of a merger 
investigation, enabling Ofcom to conduct its research and analysis over a longer 
timeframe.  

2.5 The radio advertising industry in the UK has undergone a number of developments 
since the Competition Commission last examined the provision of radio advertising in 
May 2003 which may have contributed to a change in the competitive landscape. 
Some of the key factors include, but are not limited to: 

2.5.1 the increasing listening share of the BBC relative to the commercial radio 
sector; 

2.5.2 a decline in commercial radio advertising revenue; 

2.5.3 the increasing development and penetration of DAB digital radio; 

2.5.4 the growth in online and outdoor advertising; and 

2.5.5 a decline in press circulation. 

2.6 The conclusions contained in this report are intended to constitute Ofcom’s starting 
point in cases where an understanding of the competitive constraints faced by radio 
advertising is required - whether in the context of a complaint, dispute, market review 
or in providing submissions to the OFT in relation to mergers. The conclusions do not 
propose to define the boundaries of the relevant product market.  The precise scope 
of the relevant product market for direct and indirect radio advertising would need to 
be assessed based on the specific facts and circumstances of the particular case 
being examined. 

                                                 
2 We have analysed the constraint imposed on the pricing on radio by other media by applying the 
hypothetical monopolist test. This test is a useful economic tool which considers whether a 
hypothetical monopolist supplier of the product or group of products in question (in the present case 
radio advertising airtime) would find it profitable to raise prices by a small but significant proportion for 
a sustained period of time. If this course of action is shown to be unprofitable for the hypothetical 
monopolist, this suggests that the product or group of products in question place a competitive 
constraint on the price of radio advertising airtime. This test is also known as the SSNIP test (small 
but significant non-transitory increase in price). This is further explained in section 5.1. 
3 The Competition commission report can be found at: http://www.competition-
commission.org.uk/rep_pub/reports/2003/479radio.htm 
4 The OFT decision can be found at: http://www.oft.gov.uk/NR/rdonlyres/5BCB63D8-3F5F-47AD-
B5BE-63834E977AFC/0/capital.pdf 
5 The OFT decision can be found at: http://www.oft.gov.uk/NR/rdonlyres/0A5349EE-0001-454A-860F-
C4E03326F0F9/0/Emap.pdf and Ofcom’s statutory assessments can be found at: 
http://www.ofcom.org.uk/media/news/2005/08/nr_20050808  
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2.7 This report does not assess the constraints faced by suppliers of radio advertising in 
one area from suppliers of radio advertising and other forms of media in different 
geographic areas. The constraints faced by suppliers of radio advertising from 
suppliers of radio advertising in other areas and from alternative media may vary 
across the country and across regions. This report does not attempt to reach a view 
on the scope of the relevant geographic market.  

2.8 A view on the product and geographic scope of the relevant market will, of course, 
need to be formed on a case by case basis by reference to the specific facts or 
circumstances of the particular case at hand.  

2.9 Throughout this report a distinction is made between the two distinct methods 
through which radio advertising is sold: direct (or local) radio advertising, and indirect 
(or national) radio advertising. Direct advertising refers to the situation where the 
advertiser purchases airtime by approaching the sales team at each individual 
station, separately station by station. Indirect advertising refers to the situation where 
an advertiser employs the services of a media buying agency to manage its 
purchases of advertising on individual stations or clusters of stations, purchasing this 
airtime through a single point of sale (the radio group’s advertising sales house). 

2.10 The rest of this report is structured as follows:  

2.10.1 Section 3 provides a background description of radio advertising; 

2.10.2 Section 4 describes how trading in radio advertising takes place;  

2.10.3 Section 5 sets out the arguments why direct and indirect radio advertising 
are in separate relevant product markets; 

2.10.4 Section 6 describes Ofcom’s method of analysis;  

2.10.5 Section 7 sets out Ofcom’s approach and findings from the quantitative 
‘hypothetical monopolist’ test analysis in respect of direct radio advertising, 
combined with the findings from other quantitative and qualitative survey 
evidence; and 

2.10.6 Section 9 presents the same analysis as Section 8 but in relation to indirect 
radio advertising.  

2.10.7 The appendices contain some of the detail of Ofcom’s hypothetical 
monopolist test analysis conducted for direct and indirect radio advertising. 

2.10.8 The market research reports based on the surveys conducted by 
independent market research consultancies are included as supporting 
documents. Supporting document volume 1 contains Harris Interactive’s 
market research report on direct and indirect radio advertising. Supporting 
document volume 2 contains Human Capital’s market research report of 
indirect advertising.  
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Section 3 

3 Background to radio advertising 
3.1. Brief overview of the advertising industry 

3.1 Advertising is an important market as it constitutes one of the major means of funding 
for the media industry. The advertising industry also plays an important role in the 
economy, as it provides one of the means for companies in different sectors to 
compete with each other for consumer spend.  

3.2 Total advertising expenditure has increased over time, and it now constitutes a non-
negligible share of UK GDP. In 2005, total advertising expenditure was almost £18 
billion6, or around 1.6% of GDP.  

3.3 Although press and TV remain the two major media in terms of total advertising 
expenditure, the mix of advertising media has been changing over time and new 
media have come into play.  

3.4 As shown in Table 1 below, media such as direct mail, outdoor, radio and cinema 
have gained market share of total display advertising expenditure to the detriment of 
press and TV advertising. Internet advertising, which first appears in advertising 
statistics in the second half of the 1990s, has experienced very strong growth.  

Table 1: Total display advertising7 expenditure in the UK, percentage of UK total  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Advertising statistics yearbook 2006 
Note: includes production costs  
 
3.5 On the supply side, there is a range of market players. While some players are only 

present in one medium, others have interests across different media (e.g. Emap 
across press and radio). 

3.6 On the demand side, advertising is purchased by businesses across different sectors 
of the economy and products, such as consumables, durables, retail, government or 
services markets. 

                                                 
6 At current prices, including display and classified advertising, and production costs. Total advertising 
expenditure excluding classified advertising and including production costs was over £13 billion in 
2005. 
7 The Advertising Association defines display advertising as all advertising excluding press classified 
advertising. 
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3.7 The media choice of advertisers appears to be driven by four key factors:  

3.7.1 the campaign objectives;  

3.7.2 the ability of individual media to reach the target audience;  

3.7.3 the media coverage/reach (e.g. whether specific geographic reach or 
national); and 

3.7.4 the campaign budget.  

3.8 Ability to reach the target audience and suitability to campaign objectives appear 
from the research to be the two major drivers for the choice of media. Campaign 
objectives can dictate target audience, geographic coverage and budget. Budget is 
not always a primary consideration for advertisers (although it can be for smaller 
businesses), although the media must be cost-effective.8 

3.2. Overview of radio advertising  

Trends in radio advertising spend  

3.9 As shown in Table 1 above, radio accounts for a small share of total advertising 
expenditure (just under 4%) following consistent increases in radio’s share of total 
display advertising expenditure in the late 1990s. Table 2 below shows that between 
1995 and 2005, radio advertising revenues more than doubled, growing from £296 
million to £579 million.9 

Table 2: Total display advertising10 expenditure in the UK, £million 
 

 

 

 

 

 

 

Source: Advertising statistics yearbook 2006 
Note: includes production costs  
 

The supply of radio advertising 

3.10 The number of commercial radio stations has almost doubled in the last ten years. 
There were 280 analogue commercial radio stations in 2005. However, a degree of 
consolidation has also taken place over the last few years, notably with the mergers 

                                                 
8 Supporting document vol 1. For a description of the methodology of this research see section 6. 
9 The Advertising Statistics Yearbook 2006, current prices. 
10 The Advertising Association defines display advertising as all advertising excluding press classified 
advertising. 
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between GWR/Capital and Emap/SRH. Therefore, audiences today are more 
fragmented across radio stations (but not across radio groups).  

3.11 The major radio groups in the UK by share of radio advertising revenues are GCap, 
Emap/SRH and Chrysalis. As shown in table 3 below, together they account for 
almost 75% of UK radio advertising revenues.   

Table 3: Share of UK radio advertising revenues 2005* 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   
 
*Based on gross broadcasting revenue (GBR) 
Source: Ofcom 
 
3.12 Commercial radio stations derive the majority (around 86%)11 of their total revenues 

from the sale of airtime to advertisers and sponsors. As shown in table 4, advertising 
airtime sales account for approximately 86% of total net advertising revenue (NAR), 
with the remainder mostly accounted for by sponsorship and promotions.  

                                                 
11 Source: Ofcom 
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Table 4: Commercial radio station net advertising revenues 
 
 
 
 
 
 
Source: Ofcom 
NAR = Net advertising revenue 
 
3.13 Commercial production revenues are a very small proportion of the industry total.12  

3.14 Ofcom does not regulate the amount of airtime that radio stations can offer to 
advertisers. However, standard industry practice involves setting a “ceiling” for the 
number of minutes of advertising to be broadcast per hour: 9-12 minutes per hour is 
standard across the industry (although recently GCap has reduced the supply of 
radio advertising minutage by up to half on its London’s station Capital FM). This 
ceiling is driven by listeners’ reluctance to tolerate too much advertising, especially 
given the constraint imposed by the BBC which airs no advertising. This ceiling 
includes minutes of sponsorship and promotion airtime as well as “traditional” 
advertising. 

3.15 Radio stations sell advertising airtime in two ways: either on a cost per thousand 
(CPT) basis, or as “spot” advertising. CPT refers to the cost for each thousand 
people that hear a 30 second advertisement at a certain time (e.g. a cost for each 
thousand people that hear a 30 second advertisement during next Monday’s 
breakfast show). Stations also sell spot advertising which gives a total cost to a 
particular period of airtime (e.g. 30 seconds during next Monday’s breakfast show). 

3.16 Sponsorship and promotion (S&P) are relatively new commercial activities in radio. 
Industry revenue from these sources is growing quickly. Sponsorship tends to involve 
a higher level of presenter participation than is the case for traditional advertising. As 
a result, sponsorship tends to build a stronger relationship with the audience, and is 
often used by large advertisers on a long-term basis for brand building purposes. 
Promotions tend to be much shorter, typically lasting for a week or a weekend, and 
are more focused on immediate sales generation. S&P tends to be sold on the same 
basis as standard advertising, either on a CPT or spot basis.  

3.17 While analogue radio generates the majority of commercial radio advertising 
revenues13, the digital radio advertising market is still in its infancy, given the current 
relatively low listenership to digital services. However, the industry expects that 
revenues from digital services will increase over the coming years once penetration 
of digital radio sets and listening to digital services reach higher levels. Digital radio 
advertising is bought and sold on the same basis as analogue radio advertising. 
RAJAR14 captures all listening without differentiating between listening on analogue 
or digital. Consequently for many stations, analogue and digital radio advertising are 
effectively being sold together. 

                                                 
12 RAB, July 2004 
13 In 2005, national and non-national commercial analogue radio net advertising revenues accounted 
for around £440 million while digital only net advertising revenues accounted for less than £4 million 
(source: Ofcom). 
14 RAJAR (Radio Joint Audience Research Limited) is a company that operates a single audience 
measurement system for the UK radio industry – BBC, UK licenced and other commercial stations. 
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The demand for radio advertising 

3.18 Radio advertisers range across different sectors of the economy. In 2005, the top 
radio spending sectors were motors, entertainment and media, and retail15.  

3.19 Radio advertisers also range in size from the Central Office of Information (COI) and 
Procter and Gamble who spend millions of pounds every year on radio advertising, to 
small local advertisers who spend less than one hundred pounds per year.  

3.20 Table 5 below shows the radio advertising expenditure of the top ten radio 
advertisers in 2005. The top ten radio advertisers accounted for over 15% of total 
radio advertising expenditure in 2005. 

Table 5: Top 10 radio advertisers in 2005 
   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Advertising Statistics Yearbook 2006 
 
3.21 Evidence from the Harris Interactive and Human Capital market research reports 

(see supporting documents vol 1 and vol 2) suggests that radio’s major distinctive 
characteristics appear to be its wide audience/high penetration and its ability to be 
target specific audience demographics and/or specific geographic regions. Other 
appealing characteristics include, among others, the frequency of opportunities to 
hear, the instant impact, the status symbol for local companies or the speed, short 
lead times and relatively low cost of advertising production.16 The potential drivers of 
demand for radio advertising set out above are explored in more detail in the  

                                                 
15 Advertising Statistics Yearbook 2006 
16 Supporting document vol 1 and supporting document vol 2. For a description of the methodology of 
this research see section 6.  
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Section 4 

4 Trading radio advertising 
4.1. Direct and indirect radio advertising 

4.1 There are two principal routes to market for advertisers seeking to purchase radio 
advertising airtime:  

4.1.1 “direct advertising”, where an advertiser approaches the sales team at each 
individual station, separately station by station. The industry typically refers 
to this type of purchase as “local advertising” as it is the approach generally 
used by local advertisers who wish to advertise on one or a small number 
of specific local stations.  

4.1.2 “indirect advertising”, where an advertiser employs the services of a media 
buying agency to manage its purchases of advertising on individual stations 
or clusters of stations, purchasing this airtime through a single point of 
sale17 (the radio group’s advertising sales house). This is called “national 
advertising” by the industry as it is the method typically used by large 
advertisers who wish to advertise their product generally to customers 
across large parts of the country.  

Market size – direct and indirect radio advertising 

4.2 Indirect radio advertising accounts for a larger share of total radio advertising 
revenues than direct advertising. Table 6 below shows the split of radio advertising 
revenues for direct and indirect radio advertising.  

Table 6: Direct and indirect radio advertising – net advertising revenues* (NAR) 
 
 
 
 
 
 
 
Source: Ofcom 
* Net advertising revenue excludes S&P and commissions 
 

4.2. The sale and purchase of radio advertising airtime 

4.3 Figure 1 is a stylised representation of the process by which radio advertising is sold. 
The role of each element in the process is discussed in greater detail below.  

                                                 
17 Though it should be noted that the advertiser will generally still pay a different price for airtime on 
each individual station that it buys from. 
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Figure 1: The radio advertising sales process 

 
 
Source: Ofcom 
 
The advertiser 

4.4 The advertiser is the primary source of a radio station’s income. As explained in 
paragraph 3.19, radio advertisers range substantially in size. Table 5 in Section 3 
shows the advertising spend for the top 10 radio advertisers in 2005.18 

4.5 As described above, direct advertisers will tend to deal directly with their local radio 
station. Indirect advertisers will tend to employ the services of an advertising agency 
to manage their purchases of advertising on individual radio stations or clusters of 
stations, who would then purchase the airtime through the radio group’s advertising 
sales house.19 

4.6 Advertisers determine their overall advertising budget. Direct advertisers also decide 
how much of it they wish to spend on radio. For indirect advertisers this decision is 
likely to be made jointly with, or solely by the planners at an advertising agency, 
although some indirect advertisers will have more influence on the media mix than 
others. 

Creative agencies 

4.7 Indirect advertisers typically employ the services of creative agencies to take a lead 
role in developing the creative and branding strategy for an advertising campaign as 
well as designing and producing the advertisement. Creative agencies may also 
contribute to the formulation of an advertising client’s media strategy, together with 

                                                 
18 Table 5 shows that the Central Office of Information and Proctor and Gamble spent £33million and 
£5 million in 2005 respectively. 
19 The above does not hold true in all cases for national advertisers. In some cases, even though a 
large advertiser may use an agency to purchase the airtime, it may also have a direct relationship with 
a radio group’s sales house. For example, the sales house may pitch for business direct to an 
advertiser, who will then use a media buying agency to purchase the airtime from the sales house.  
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the media planners at media buying agencies, where certain creative ideas work 
better in one medium than another.  

Media buying agencies  

4.8 Indirect advertisers also generally appoint the services of a media buying agency to 
ensure that all elements of its advertising campaign are delivered in the most cost-
effective way. The advertising client typically issues a media brief to the selected 
agency who responds with a media plan capable of satisfying the campaign 
objectives and a proposal for executing this plan in the most cost-effective way by 
buying the most appropriate media mix. Account executives and media planners 
liaise with the client and offer specialist advice and expertise as to how the client’s 
campaign objectives and target audience can be most effectively delivered. This 
typically includes advice as to the mix of advertising spend on different media. The 
relative levels of influence exercised by the client and the media buying agencies 
differ depending on the size, budget and sophistication of the advertiser with larger 
advertisers typically playing a greater role in the development of the media strategy 
and decision on the media mix. The process is iterative and subject to ongoing 
revisions and amendments to reflect changing market conditions. 

4.9 Factors influencing the chosen media mix include, but are not limited to:  

4.9.1 the campaign objectives;  

4.9.2 the target audience; 

4.9.3 the target geographic coverage; 

4.9.4 the client business requirements; 

4.9.5 the product type; 

4.9.6 the relative prices of different media; and 

4.9.7 the availability and characteristics of different media. 

4.10 Once a media mix has been chosen, media buyers purchase advertising from media 
providers. Many agencies have Heads of particular media, who are responsible for 
the purchase of advertising and who typically negotiate agency-wide, client-specific 
or ad-hoc campaign by campaign deals with media providers where the agency 
enters into such agreements. In some agencies, the Heads of particular media are 
asked to provide advice by account executives and media planners before a final 
decision on the media mix is reached. 

4.11 The overall media mix for a media buying agency is based on the sum of media 
mixes for all the individual campaigns across that agency’s portfolio of clients. 

4.12 Media buying agencies may also in some cases contribute to the development of the 
advertising client’s creative strategy.  

4.13 The formulation of media and creative strategies is therefore typically a collaborative 
exercise involving the indirect advertiser, the creative agency and the media buying 
agency. 
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4.14 As discussed above, smaller advertisers are unlikely to have the option of using a 
creative and/or media buying agency. This is for two reasons. First, it is not generally 
economically viable for agencies to take on the business of smaller, local advertisers 
as they commit relatively lower budgets towards media advertising than larger, 
national advertisers. Second, agencies tend to enter into advertising deals that are 
more sophisticated than the typical needs and requirements of smaller advertisers.  

The sales house 

4.15 A radio sales house is a single point of contact from which the radio group sells the 
airtime of a number of stations. The media buyer may buy airtime on one or more of 
the stations represented by the sales house. This provides convenience and a level 
of sophistication for a media buyer, and provides the individual radio station with 
more bargaining power than it would have if it sold advertising separately. A number 
of sales houses (such as GCap’s Opus) sell advertising on behalf of third party 
stations in addition to that of their own stations.  

The radio station 

4.16 A radio station can sell airtime on its own behalf, or its airtime can be sold from a 
central sales house (if a relationship exists either within the group or externally). As 
discussed above, smaller local advertisers are likely to demand spot advertising, and 
are more likely to deal directly with individual stations. Individual radio stations have 
their own sales staff and may also have some in-house creative staff. This provides 
the stations with flexibility and allows them to simplify the radio advertising process 
for smaller or less sophisticated advertisers as they can offer them a complete radio 
advertising solution, including for example the production of the advertisement, at 
one point of contact. Larger advertisers usually purchase airtime through media 
buying agencies, and therefore have no direct relationship with the individual radio 
station. 

4.3. Pricing of radio advertising 

4.17 The radio advertising price-setting process is relatively complex. Most radio groups 
or stations publish a form of “rate card” setting out list prices and reflecting differing 
levels of demand for particular stations and particular time periods. Although the 
structure of the rate card varies across the industry, there are a number of common 
demand factors which tend to be reflected in the rate card. These are: 

4.17.1 station or grouping of stations; 

4.17.2 season or month; 

4.17.3 day of week; 

4.17.4 time of day; and 

4.17.5 early or late booking. 

4.18 The amount paid for a slot on a station or grouping of stations will vary according to a 
number of factors including the size of the audience (as tracked and measured by 
RAJAR); the level of demand for advertising in the relevant catchment area (or 
Measured Coverage Area (MCA)); and the particular demographic that a station is 
targeting. Although over 90% of advertising airtime is traded on the basis of “all 
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adults”20, in practice the demographics of a particular station’s listenership will have 
an influence over the price charged for that station’s advertising airtime. For example, 
a station that targets a particular demographic which is highly valued by advertisers, 
would be likely  to command higher advertising prices for that specific demographic 
than a station targeting all adults.  

Negotiation of discounts on published rate card prices 

4.19 While rate card prices are published by radio stations and radio sales houses and are 
therefore available as a source of information on prices, the rate card prices are not 
the actual prices paid by advertisers for radio airtime.21 This is because discounts off 
the rate card price are generally negotiated between the seller and the buyer. The 
size of the discount offered, in absolute and relative value terms, will depend on the 
relative bargaining power of the two parties to the transaction and on the method 
through which the advertising is purchased (i.e. direct or indirect). Although the 
starting price on individual stations is essentially the same for either route, as 
explained in paragraph 5.6 the final price paid by indirect advertisers will typically be 
lower than that paid by direct advertisers. 

4.20 The more “important” an advertiser is, the bigger the discount it is likely to receive. 
Importance is not simply a matter of revenue from each advertiser as, for example, a 
local advertiser that advertises 52 weeks a year may be very important to specific 
local stations. 

4.21 Direct advertisers, who do not use a media buying agency, tend to negotiate for 
themselves. However, indirect advertisers tend to use the services of a media buying 
agency to negotiate on their behalf.  

4.22 Research indicates that negotiations between media buying agencies and radio 
group sales houses may lead to a number of different types of deals for radio 
advertising airtime: 

4.22.1 supra-agency deals covering all the media buying activity carried out by a 
media buying holding group (e.g. Group M) with a specific sales house; 

4.22.2 agency-wide “umbrella” deals lasting for a deal round (one year)  and 
covering all media buying activity carried out by an agency with a specific 
sales house (such arrangements tend to take the shape of informal 
commitments as opposed to formal contractual agreements); 

4.22.3 client-specific agency deals covering all the media buying activity 
conducted by an agency with a specific sales house on behalf of a 
particular client; and 

4.22.4 ad-hoc deals negotiated between a media buying agency and a sales 
house on an individual campaign by campaign basis.22 

4.23 Research suggests that the two major types of deals concluded between media 
buying agencies and sales houses are: 

                                                 
20 Defined as individuals of 15 years old or older (“15+”). 
21 This is supported by research which suggests that “all participants in the qualitative research felt 
that they could negotiate radio advertising prices and get a good deal”, see supporting document vol 
1. For a description of the methodology of this research see section 6. 
22 See supporting document vol 2. For a description of the methodology of this research see section 
6. 
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4.23.1 volume deals where the agency commits to spending a certain amount of 
money with the specific sales house over the period of the deal; and 

4.23.2 share deals where the agency commits to spending a certain proportion of 
its total radio advertising expenditure with the specific sales house over the 
period of the deal.23 

4.24 Larger media buying agencies tend to be able to negotiate bigger discounts for their 
clients because of the buying power conferred by the number of clients and value 
and share of spend that they represent. However, media buyers do not always 
negotiate for all of their clients together as they can sometimes secure a better deal 
for a large individual client by negotiating for them separately. Qualitative evidence 
indicates that media buying agencies will often (although not always) negotiate a rate 
up-front for radio advertising, based on projected radio advertising spend volume or 
share of spend, thereby eliminating the need to negotiate separately for each 
individual radio campaign.  

4.25 Direct advertisers usually perceive that they negotiate a deal from the ‘standard’ rate 
card price, sometimes based on a relationship with the stations or because they 
perceive the station really wanted their business.24  

4.26 The discounts offered by stations or sales houses may take a number of forms 
including, but not limited to: 

4.26.1 percentage discounts on the listed rate card price; 

4.26.2 volume discounts based on the number of slots purchased; 

4.26.3 percentage discounts on the cost on an advertiser’s last campaign or share 
of annual spend; 

4.26.4 discounts based on a spend volume commitment over a set time period; 
and 

4.26.5 discounts for early bookings.  

4.27 Research suggests that many advertisers are not quoted a standard rate card price 
prior to negotiations and many of those that do negotiate down from a listed rate card 
price are not aware of the value of the discount agreed. Prices are also often 
communicated to advertisers or media buyers face-to-face (rather than on a written 
contract), further demonstrating the lack of reliance on a standard rate card. 25 

Bundling and parallel negotiation of advertising prices for clusters of stations 

4.28 Even if sales houses sell the airtime of a cluster of radio stations together, prices are 
negotiated separately for each radio station within that cluster. Nevertheless, the 
price for each individual radio station tends to be set in parallel and the airtime on the 
individual stations is sold as a bundle.  
 

 

                                                 
23 Supporting document vol 2. For a description of the methodology of this research see section 6. 
24 Supporting document vol 1. For a description of the methodology of this research see section 6. 
25 Supporting document vol 1. For a description of the methodology of this research see section 6. 
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Section 5 

5 Direct and indirect radio advertising 
market definition 
5.1 In previous competition cases relating to the consideration of radio mergers, the 

Competition Commission (CC) has found that local and national radio advertising 
constitute separate relevant product markets. 

5.2 In its submissions to the OFT in relation to recent radio mergers, Ofcom has defined 
separate relevant product markets for direct and indirect radio advertising.26 Ofcom’s 
discussions with stakeholders in the past have indicated that the types of advertising 
bought under each of these two routes to market have separate and distinct product 
characteristics and different costs, and that switching between both routes would be 
costly.  

5.3 The characteristics of indirect and direct advertising include: 

5.3.1 Indirect advertisers: 

a) typically buy a more sophisticated product; 

b) buy radio advertising as part of nationwide cross-media campaigns which 
typically cover many stations, with radio in some cases being used to 
complement the messages delivered by other media; 

c) buy airtime through media buying agencies and radio group advertising sales 
houses; agencies and national sales houses provide a cost-effective way of 
purchasing across numerous stations, providing a number of value added 
services to indirect advertisers; the extensive use of annual contracts gives a 
degree of buying power to the indirect advertisers/media buying agencies relative 
to radio advertising sales houses/radio stations; and 

d) the prices they pay are typically based on commercial impacts delivered, i.e. a 
CPT basis27. 

5.3.2 Direct advertisers 

e) do not normally run sophisticated cross-media campaigns, therefore using 
agencies is unlikely to be cost-effective for direct advertisers; agencies are 
typically not interested in providing services to such local advertisers either as it 
is not cost-effective.  

f) typically target a relatively small geographic area using one or a small number of 
stations only;  

g) buy spots28 of airtime rather than commercial impacts; and 

                                                 
 
27 CPT refers to the cost for each thousand people that hear a 30 second advertisement at a certain 
time (e.g. a cost for each thousand people that hear a 30 second advertisement during next Monday’s 
breakfast show). 
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h) do not generally make use of annual contracts with radio stations. 

5.4 Switching between direct and indirect purchases is theoretically possible. However, 
in practice this is relatively rare because of the presence of barriers to switching. A 
direct buyer switching to indirect purchasing to avoid a price increase applied to 
direct advertisers only might in principle gain from the lower prices for airtime paid by 
a media buying agency. However, Ofcom has been informed in the past that this 
benefit is likely to be more than offset by the fees and commission that the agency 
would be likely to charge the advertiser (if, indeed the advertiser were to be accepted 
as a client at all) to cover the additional costs of servicing small advertisers. The 
indirect channel is in general designed to deal with large scale advertisers. 

5.5 Similarly, if an indirect advertiser was to switch to the direct route to market in order 
to avoid a price increase applied to indirect advertisers only, it is likely to have to 
contract separately with a large number of stations, which is likely to lead to high 
transaction costs. In addition, the indirect buyer may lose the benefit of the 
bargaining power that the agency has through contracting across numerous stations 
at once. Therefore, even if faced with a price increase, it appears that the 
advantages derived from purchasing advertising through a media buying agency and 
dealing with a station’s sales house would outweigh the disadvantages arising from 
the price increase, and thus switching to the direct channel would be unlikely. The 
direct channel is in general appropriate for smaller scale advertisers.29  

5.6 Ofcom has examined separately the discounts to rate card prices received by direct 
and indirect advertisers. This analysis has indicated that indirect advertisers 
generally receive larger discounts than direct advertisers30. The difference in 
discounts suggests that radio stations may be able to price discriminate between 
different buyers to some extent. At the limit, this could mean that there are in fact 
distinct markets for each individual buyer. However, assessment on the basis of 
individual buyer markets is unlikely to be practical or appropriate. In addition, Ofcom 
considers that differential discounts are more accurately characterised as 
countervailing buyer power, reflecting the ability of individual advertisers to negotiate 
prices.  

5.7 A further consideration is that it does not appear to be possible to arbitrage between 
routes. If advertising is purchased directly, the radio station is likely to be able to 
identify what advertiser will be using the airtime. For the reasons set out in paragraph 
5.4 there are barriers that are likely to make it difficult for a direct advertiser to use 
advertising airtime purchased by media buying agencies.  

5.8 The analysis of supply-side substitution between the two routes is not likely to be 
relevant because most commercial radio stations supply both direct and indirect 
advertising. As such, any supply-side constraint that could exist is already likely to be 
present in the market. The exception to this are those national stations that only 
provide national advertising airtime. In theory, these national stations could supply-
side substitute and provide advertising airtime to direct advertisers. However, in 
practice, for these stations the ability to provide a constraint from the indirect radio 
advertising market to the direct radio advertising market is likely to be limited. In 

                                                                                                                                                     
28 Spot advertising gives a total cost to a particular period of airtime (e.g. 30 seconds during next 
Monday’s breakfast show). 
29 We note that some buyers purchased radio advertising directly and indirectly according to Nielsen 
media data (e.g. the COI). 
30 After reflecting the fees and commission payable to media buying agencies (estimated by Ofcom to 
be about 5%), the difference between the cost of buying through the two channels was reduced. 
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order to be an effective supply-side substitute, these stations would have to charge 
direct advertisers for the commercial impacts local to their business. If a national 
station were to charge in this way, it would not be charging these advertisers for the 
commercial impacts achieved outside of the local areas targeted by the advertisers. 
As such, national radio stations would be likely to have to forego revenues if they are 
to provide an effective supply-side constraint to the direct radio advertising market.   

5.9 Therefore, Ofcom takes the view that given the evidence it currently has regarding 
the likely switching costs between direct and indirect radio advertising, and the 
different prices paid for both routes (which suggests that radio stations may be able 
to price discriminate between both routes), direct and indirect radio advertising 
constitute separate relevant product markets. This conclusion is consistent with 
previous OFT and CC findings. 
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Section 6 

6 Method of analysis  

6.1 Analysing competitive constraints - Description of standard test  

6.1 Market definition is carried out by competition and regulatory authorities in order to 
identify the range of products that constitute the relevant economic market, for the 
purposes of informing competition assessments and regulatory interventions. 
Markets are defined according to two dimensions: the relevant product market and 
the relevant geographic market.  

6.2 This report however does not attempt to reach a definitive view on the scope of the 
relevant market. A view on the relevant market will need to be formed by taking 
account of the specific facts or circumstances of the particular case at hand.  

6.3 Instead, this report is concerned with the constraints that other media place on the 
pricing of radio advertising. This report does not assess the constraints faced by 
suppliers of radio advertising in one geographic area from suppliers of radio 
advertising in different geographic areas31. 

6.4 In assessing the constraint imposed on the pricing of radio advertising by other 
media it is customary to apply the Hypothetical Monopolist Test or SSNIP (small but 
significant non-transitory increase in price) test.32 This test starts from the narrowest 
feasible set of interchangeable products (the focal product) and considers whether a 
hypothetical monopolist supplier of the focal product in question would find it 
profitable to raise prices by a small but significant proportion (typically 5-10%) for a 
sustained period of time (typically one year). This will depend both on the response 
and competitive constraint imposed by consumers and suppliers. Hence, the SSNIP 
test analyses whether consumers would be willing and able to switch to alternative 
products (demand-side substitution), and whether alternative suppliers who do not 
currently produce the focal product in question would be willing and able to start 
supplying it in a relatively short time frame (supply-side substitution). 

6.5 From a theoretical point of view, one would apply the SSNIP test by asking whether a 
hypothetical monopolist of (direct or indirect) radio advertising could profitably raise 
prices by 5-10%. If, in response to the price increase, the reduction in sales of the 
product would be large enough that a hypothetical monopolist would not find it 
profitable to impose such an increase in price, then one would add to the product 
group the product that is the next-best substitute for radio advertising (e.g. TV 
advertising). 

6.6 The SSNIP question would then be asked for a hypothetical monopolist controlling 
the expanded product group (i.e. radio advertising and TV advertising). This process 
would continue until a group of products was identified such that a hypothetical 
monopolist over that group of products would profitably impose a SSNIP. The 
relevant product market would normally be considered to be the smallest group of 
products that satisfies this test. 

                                                 
31 For the rationale as to why we are only considering the product market in this report please see 
section 7. 
32 See OFT guideline on market definition for more details – Market Definition: Understanding 
Competition Law, Office of Fair Trading. 
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6.7 However, this approach is difficult to apply in practice, as it would require the SSNIP 
test question to be applied to increasingly hypothetical scenarios and to be repeated 
to interviewees possibly several times. Therefore conducting successive SSNIP tests 
to incrementally add candidate substitute products to the relevant product market 
would have been feasible but would have been unlikely to provide considered 
responses. As already explained above, Ofcom’s approach identifies the products 
which appear to pose the strongest competitive constraint on (direct and indirect) 
radio advertising, but does not conclude on the issue of market definition. 

6.8 The effect of the hypothetical monopolist’s price increase on its profits will depend 
on: 

6.8.1 the gain in sales revenue on units of output for which customers pay the 
higher price: the more sales volume is retained, the more likely it is that the 
price increase is profitable; 

6.8.2 the loss in sales volume of the product as a result of switching away 
following the price increase: the more sales volume lost, the more likely it is 
that the price increase is unprofitable; 

6.8.3 the effect on the hypothetical monopolist’s costs: if the price rise results in a 
lower sales volume and hence a lower level of production, then this will 
lead to cost savings. The smaller the cost savings that result from the loss 
of sales volume, the more likely it is that the price increase will be 
unprofitable. 

6.2 Lack of transparency and consistency of price and volume data  

6.9 Although a number of techniques are in principle available to define relevant markets, 
the choice of technique will in practice depend on the availability of data. Most of the 
standard empirical or econometric techniques and tests require the availability of a 
consistent time-series of price and volume data. However, as discussed in Section 
4.3 there is a general lack of transparency and visibility around actual radio 
advertising prices and volumes due to the fact that contracts are generally 
commercially negotiated bilaterally on a case by case basis. This means that there 
are no readily available, accessible or consistent measures of prices and volumes 
over time. As a consequence, econometric techniques and tests typically used for 
market definition are difficult to apply in practice. These issues are discussed further 
below. 

Lack of transparency and consistency of price data 

6.10 For the reasons explained below, transparent and consistent price data is not 
available: 

Deviation between published rate card and actual prices paid 

6.11 As explained in section 4.3, most radio groups or stations publish a form of rate card 
setting out list prices and reflecting differing levels of demand for particular stations 
and time periods. However, while rate card prices are available as a source of 
information on prices, the rate card prices are not the actual prices paid by 
advertisers for radio airtime. This is because discounts off the rate card price are 
generally negotiated between the seller and the buyer.  
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Negotiation of discounts on published rate card prices 

6.12 Section 4.3 explained that discounts may take a number of different forms (e.g. 
percentage discounts on the listed rate card price, volume or share of spend 
discounts, etc), and that the size of the discount offered, in absolute and relative 
value terms, will depend on the relative bargaining power of the two parties to the 
transaction and on the method through which the advertising is purchased (i.e. direct 
or indirect), with the cost to advertisers that purchase advertising indirectly being 
typically lower than advertising on the same station sold to direct advertisers. As 
noted in section 4.3, awareness by advertisers of the exact value of discounts agreed 
appears to be low. 

Bundling and parallel negotiation of advertising prices for clusters of stations 

6.13 Section 4.3 explained that even when advertising is being purchased from a cluster 
of stations, the negotiation process will typically involve the agreement of a price on 
each individual station. Nevertheless, the negotiation sets the price for each 
individual station in parallel and the advertising on the individual stations is sold as a 
bundle. This practice further contributes to the difficulty in comparing, on a like-for-
like basis, prices paid for advertising on different stations. For example, it may be that 
lower prices for individual stations achieved on the purchase of a bundle of stations 
by a media buying agency reflect larger discounts secured by the media buying 
agency on account of the size of the overall budget it allocates to that radio sales 
house. In this case, prices negotiated for stations belonging to different clusters may 
not be directly comparable as account would need to be taken of the impact on 
separately negotiated prices of the parallel nature of the negotiation process.  

Aggregate demographic measure 

6.14 Radio commercial impacts are generally sold on the basis of “all adult” listeners (see 
section 4.3) rather than audience sub-demographics as is the case for television 
advertising. However, as the radio station audience is likely to have a particular 
demographic profile, an advertiser may target a particular audience demographic or 
combination of demographics by approaching radio stations or clusters of radio 
stations that attract those audience demographic profiles33. Therefore, although 
prices are set as all adults across radio stations, a radio station with a more valuable 
demographic group will be able to command a higher premium. Prices for “all adults” 
across stations are therefore not comparable on a like-for-like basis as the underlying 
product is differentiated across stations. 

Lack of transparency and consistency of volume data  

6.15 As explained in section 3.2, airtime on radio is generally sold either on a CPT basis, 
or as spot advertising. The CPT is established in relation to the number of 
commercial impacts achieved in the previous period. The actual number of impacts 
achieved in the end may actually be different from the number of impacts purchased 
in advanced. Therefore, it is likely to be difficult to relate exactly the price or CPT paid 
for radio advertising airtime to the price implied by the volume of commercial impacts 
actually achieved (which may differ for a given advertising budget if the volume of 

                                                 
33 A radio station’s audience profile is defined as the station’s total survey area (TSA), i.e. the 
coverage area within which a radio station’s audience is measured by RAJAR. A station or group of 
stations’ TSA is used as a proxy for the advertiser’s target audience area which is not directly 
observable. 
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commercial impacts acquired deviates from the volume of commercial impacts 
delivered). 

6.16 When advertising is sold on a spot basis, the price relates to a particular period of 
airtime (e.g. 30 seconds during next Monday’s breakfast show). The same 30 second 
spot may achieve different number of impacts on different days or weeks. 

6.17 Therefore, the fact that the number of impacts advertisers pay for does not 
necessarily match the number of impacts actually obtained and that the number of 
impacts may vary in different days or weeks makes it difficult to compare volumes, 
and to relate the price to the volume of impacts actually obtained for a given 
advertising budget.   

Conclusion 

6.18 Quantitative techniques using time series of historic price and volume data required 
for the market definition exercise are difficult to apply in practice because there is not 
a unique and transparent relationship between the price and volume data associated 
with direct and indirect radio advertising transactions, and this data is not available in 
a consistent, standardised or comparable way. The lack of a transparent pricing 
structure resulting from the standard practice of negotiating discounts on dynamic 
rate cards further limits the comparability of any price data that may be recorded by 
industry players.  

6.19 Because of these factors, Ofcom has had to take a different approach to obtaining 
pricing and volume data for its analysis of the competitive constraints faced by 
suppliers of direct and indirect radio advertising. In particular, rather than using 
revealed preferences based on actual historic data since this data is not available in 
a sufficiently consistent way, Ofcom has adopted the approach of using stated 
preferences. In particular, Ofcom has carried out primary research in order to assess 
what media buying agencies and advertisers state that they would do in the event of 
particular relative price changes between (direct and indirect) radio advertising and 
other media. 

6.20 Section 6.3 discusses this market research approach and methodology in more 
detail.  

6.3. Qualitative and quantitative primary research 

6.21 In order to allow Ofcom to fully understand the attitudes and behaviours of radio 
advertising buyers, Ofcom commissioned a market research programme. 

6.22 The economic analysis necessitated asking respondents about their intentions in a 
hypothetical situation, where the price of radio advertising increased. 

6.23 Stated intentions from survey research should be treated with caution, especially 
where the hypothetical situation is an unusual or unfamiliar one. Because of this the 
research programme consisted of both qualitative and quantitative research, which 
sought to understand how best to ‘frame’ the hypothetical question and also to 
understand the influencing factors in the purchase decision so that an assessment 
could be made on the consistency of the responses to hypothetical questions with 
respondents’ attitudes and actual behaviours.  

6.24 The first phase of the research was completed in April 2005. Subsequent analysis of 
the survey data found that the sample sizes of indirect radio advertisers achieved on 
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the key questions feeding into the economic SSNIP test model were too small to be 
able to conduct meaningful and robust analysis34. 

6.25 Because of this Ofcom designed a second phase of research, specifically to examine 
the preferences and behaviours of indirect radio advertisers. This research was 
conducted amongst a sample of media buying and/or advertising agencies – the 
sample had a coverage equivalent to over 80% of the indirect radio advertising 
market in terms of spend value and can be considered as representative of the 
market as whole. 

6.26 The second phase of the research was conducted between March and May 2006.  

6.4. Sampling and approach 

6.27 This section explains the approach and sample sizes of the surveys used for the 
direct and the indirect ratio advertising SSNIP test analysis, and how those samples 
were created. 

Phase 1 – survey used for direct radio advertising SSNIP test analysis 

6.28 In the first phase of market research interviews were conducted with 500 
organisations that buy radio advertising. 331 of these were direct advertisers and the 
remainder were indirect advertisers (clients) and advertising or media buying 
agencies. 

6.29 In the first instance, the sample was created by fieldworkers listening to the radio and 
noting down the names of advertisers. However, as this provides only a ‘snapshot’ in 
time of radio advertisers, other sampling methods were also used.  Additional 
samples of advertisers were acquired from a database of purchasing decision-
makers (Business Pool – from Wegner Direct marketing), a list of the highest 
spending radio advertisers (Source: Mediatel) and a sample of companies that had 
advertised on the radio in the last two years (source: Nielsen media). Where the 
records did not contain addresses or telephone numbers the list of company names 
was sent to Dun & Bradstreet for matching with telephone numbers. 

6.30 The sample was typed into electronic format and all other sample sources were 
supplied in electronic format and loaded onto Harris Interactive’s CATI35 system. This 
system randomly selected companies for interview within each quota cell.36  Where 
the interviewer failed to make contact with a respondent, repeated attempts (up to 10 
times) were made to secure an interview. Once contact was made with a company, 
the person responsible for the company’s advertising and media spend was selected 
for interview. 

6.31 As the precise profile of the ‘universe’ of direct radio advertisers is unknown (and 
changing) sample quotas for direct advertisers were not set. As a test for 
representativeness, the sample spend profile was compared to the spend profile of 
direct radio advertisers on Nielsen media’s database. The sample appears to be 
representative of UK direct radio advertisers, with the following exceptions: 

                                                 
34 The sample source used did not allow identification of whether advertisers were classified as direct 
or indirect prior to fieldwork. During fieldwork, it became apparent that the approach was an inefficient 
way of achieving a robust sample of indirect radio advertisers. 
35 Computer Assisted Telephone Interview 
36 Quotas were set as follows: 450 radio advertisers, 25 media-buying agencies, 25 advertising 
agencies 
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6.31.1 the very highest spending direct radio advertisers are not represented by 
the survey.  The Nielsen media database suggests that 11 advertisers 
account for 12% of spend – these 11 businesses are not represented by 
the survey; It may be that these high spending direct radio advertisers act 
and behave more like indirect advertisers; and 

6.31.2 analysis also suggests that the survey under-represents the very lowest 
spenders (£0-£1000 per annum).  The Nielsen media database suggests 
that these account for 2% of the direct radio advertising market spend, so 
this under-representation would have a negligible impact on the overall 
spend representativeness and subsequently the SSNIP analysis. 

6.32 An analysis of the sample profile shows that those who revealed their budget and 
those who answered the SSNIP test question were similar in profile to the entire 
sample (see Annex 9). This suggests that the conclusions are valid as a broad rule 
across the market.  

Phase 2 – survey used for indirect radio advertising SSNIP test analysis 

6.33 The research consisted of a series of face-to-face interviews with Heads of Radio 
and others at all the “top-spending” media-buying agencies. The interviews were 
conducted using a mixture of qualitative and quantitative research techniques. This 
enabled the capture of quantitative data in an environment that allowed the 
interviewer to:  

6.33.1 ensure the respondent had a full understanding of the questions asked; and  

6.33.2 better understand the motivations behind the answers given. 

6.34 The research questionnaire / discussion guide was designed with input from: 

6.34.1 Ofcom; 

6.34.2 The Institute of Practitioners in Advertising; 

6.34.3 Human Capital. 

6.35 Two pilot interviews were conducted with a media agency to identify issues and hone 
the questionnaire. 

6.36 Nielsen media’s database was used as a sample frame and in total 28 media-buying 
agencies participated in the research. These included: 

6.36.1 The 18 agencies (including PHD) that make up the top 80% of the market 
when ordered by spend; 

6.36.2 Five agencies within the group accounting for 80%-90% of radio spend; 

6.36.3 Five agencies within the group accounting for 90%-100% of radio spend, 
including two relatively small independents. 

6.37 The respondents themselves included: 

6.37.1 Heads of Radio (or equivalent) at each agency; 

6.37.2 Four planners; 
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6.37.3 Four Chief Executives or Managing Directors. 

6.38 A large single radio advertiser, which uses one agency to handle its radio account 
independent of other media, was also interviewed. 

6.39 The profile of media buying agencies is such that some of the highest spending 
agencies could have a significant impact on overall market dynamics by their own 
actions. For this reason a census style approach was adopted to ensure that all of 
the highest spending agencies making up the top 80% of spend were included in the 
research. This meant that the sample slightly over-represented higher spending 
agencies; weighting has been applied to the data to compensate for this. 
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Section 7 

7 Competitive constraints on direct radio 
advertising 
7.1. Quantitative survey SSNIP test 

7.1 The purpose of this SSNIP test analysis is to formulate a robust, evidence-based 
view on the starting position Ofcom would adopt when approaching a market 
definition exercise in relation to direct radio advertising in the context of a complaint, 
dispute, market review or submission to the OFT. The conclusions drawn from this 
survey-based analysis in relation to the competitive constraints on the pricing of 
direct radio advertising are intended to act as a starting point and any definitive view 
on the scope of the relevant product market for direct radio advertising in the context 
of a particular case would be formed by reference to the specific facts or 
circumstances of that particular case. The methodological limitations of this survey-
based approach are set out in section 7.9 below. 

7.2 Ofcom has not considered the geographic scope of the relevant market or the 
geographic constraints on suppliers of direct radio advertising as part of this analysis. 
The sale of direct radio advertising tends to be conducted at a regional or local level. 
To the extent that there are variations in the conditions of competition prevailing in 
different geographic areas, the scope of the relevant geographic market may vary on 
a case by case basis. A view on the boundaries of the relevant geographic market in 
the context of a complaint, dispute, market review or submission to the OFT would 
need to be based on the specific circumstances and facts of the case in question.  

7.3 Ofcom recognises that commercial radio broadcasting is a two-sided market. 
Commercial radio stations acquire content and programming in order to attract 
listeners and then sell these listeners to advertisers by providing advertisers with 
advertising airtime. However, as discussed in section 7.5 below, while Ofcom 
acknowledges the competitive interactions between the two-sides of the market, 
Ofcom has, for the purpose of this study, focussed its analysis (of the competitive 
constraints on the pricing of direct and indirect radio advertising) on the provision of 
radio advertising to direct and indirect advertisers and not on the provision of radio 
broadcast content to listeners. 

7.4 This section describes the methodology adopted for carrying out the quantitative 
SSNIP test analysis for the purpose of informing the identification of the competitive 
constraints on the pricing of direct radio advertising. As described in section 5.2, 
price and quantity data is not available in a sufficiently consistent way from the 
market. In addition, in the context of its submissions to the OFT in relation to the 
Capital/GWR merger and the acquisition by Emap of SRH, Ofcom made data 
requests to the consolidating parties to inform its assessment of the relevant markets 
affected by these concentrations. The information received in response to these data 
requests was insufficient for Ofcom to conclude definitely on (i) the competitive 
constraints faced by suppliers of direct and indirect radio advertising and (ii) the 
scope of the relevant product markets affected by these two concentrations.  

7.5 Given the lack of transparency and consistency of available market data, Ofcom 
commissioned a survey to collect qualitative and quantitative evidence to enable an 
assessment of the extent to which direct radio advertising is constrained by other 
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media and therefore to establish the potential scope of the relevant product market 
for direct radio advertising, in particular, whether the relevant product market could in 
general be expected to be narrow (direct radio advertising only) or broad (wider than 
direct radio advertising and including one or more other media). Ofcom considered all 
potential alternative media as part of the survey process.  

7.6 As discussed in section 5.1, the purpose of a product market definition is to identify 
the set of products that are interchangeable or substitutable from the perspective of 
customers and suppliers and that therefore impose a competitive constraint on each 
other. As such, the market definition exercise defines the boundaries within which the 
competitive process takes place. 

7.7 In order to inform the competitive constraints on the pricing of direct radio advertising, 
Ofcom has conducted a SSNIP test (or hypothetical monopolist test). The SSNIP test 
identifies close demand-side and supply-side substitutes that impose a competitive 
constraint on the hypothetical monopoly supplier of a given product or set of products 
(see Section 5). This study focuses on demand-side substitutability (i.e. the 
competitive constraint imposed by customers switching to alternative products in 
response to a SSNIP). 

7.8 As with the discussion in Section 7 above about supply-side substitution between 
direct and indirect radio advertising markets, Ofcom considers that any scope for 
supply-side substitutability from other media advertising into direct radio advertising 
would be extremely limited. This is because supply-side substitution is unlikely to 
occur within any reasonable timeframe in response to an increase in the price of 
direct radio advertising. New entry into commercial radio is constrained by the 
availability of spectrum and frequencies and by Ofcom’s existing licensing regime. 
Although new digital technology will make more efficient use of the spectrum 
available, spectrum is still a scarce commodity. A potential entrant would only be able 
to apply to Ofcom for a licence in response to an advertisement by Ofcom of a new 
licence that had become available. The potential entrant would only be permitted to 
broadcast a service and therefore sell advertising airtime upon the approval of the 
application and the granting of a commercial radio licence by Ofcom. 

7.9 If two products are substitutes from a demand-side perspective, then they will be 
considered to be sufficiently close to be part of the same relevant product market 
even if supply-side substitution is not feasible. If supply-side substitution were in fact 
feasible, the scope of the relevant product market may, depending on the degree of 
competitive pressure, be broadened to encompass any supply-side substitutes but 
would remain at least as wide as the two demand-side substitute products. 
Therefore, the presence of any supply-side substitution would tend to broaden rather 
than narrow the scope of the relevant product market defined from a demand-side 
perspective.  

7.10 Ofcom has conducted a SSNIP test analysis on the quantitative survey data in order 
to identify and measure the degree of demand-side substitutability and competitive 
constraints existing in relation to direct radio advertising. Ofcom has combined the 
results of the SSNIP test set out below with the analysis of the qualitative and other 
quantitative survey findings to reach a conclusion on the likely constraints faced by 
suppliers of direct radio advertising and on the preliminary view Ofcom would adopt, 
in the absence of any information of the specific facts and circumstances of a 
particular case, in relation to the scope of the relevant product market definition for 
direct radio advertising. 
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7.2. Survey SSNIP question  

7.11 In the quantitative survey phase of the market research, direct advertisers were 
asked how they would respond to the following question: 

“If you were to run this campaign again and the cost of the radio 
advertising was 5% more, and everything else, for example, the 
number of slots or the audience coverage, was exactly the same, 
which of the following would you be most likely to do?” 

7.12 The question was then repeated also for a 10% increase in the price of direct radio 
advertising. 

7.13 Respondents fell into the following categories: 

7.13.1 “continuers” fully absorbing the 5% (or 10%) price rise and therefore 
spending more on direct radio advertising for the same volume of airtime 
(these respondents are stating that they have an inelastic demand for direct 
radio advertising, i.e. total expenditure on direct radio advertising rises as 
the price increases37); 

7.13.2 “continuers” spending the same amount on direct radio advertising but 
purchasing fewer slots, shorter slots or less airtime (these respondents are 
stating that they have a unit elastic demand for direct radio advertising, i.e. 
total expenditure on direct radio advertising remains constant as the price 
increases); 

7.13.3 “partial switchers” that switch a proportion of their direct radio advertising 
budget away to other media but the amount or proportion substituted away 
is unspecified;  

7.13.4 “full switchers” that switch all their direct radio advertising budget away to 
other media; and 

7.13.5 those that answered “don’t know”. 

7.14 The first category consists of respondents who do not switch away from radio and 
who are profitable to the hypothetical monopolist following the SSNIP, while the 
fourth category of respondents corresponds to customers that are unprofitable 
following the SSNIP. The third category of respondents, i.e. the partial switchers, in 
general cause a loss to the hypothetical monopolist. However they may lead to an 
increase in revenue under the conservative assumption that they increase their 
spend on the proportion of their budget that is not switched away. Ofcom has 
adopted this conservative assumption in its analysis. Finally, the second category of 
respondents would have no impact on the net profitability of the hypothetical 
monopolist under a zero marginal cost assumption. If this assumption is relaxed to 
allow for cost savings associated with a reduction in the volume of advertising airtime 
sold then this second category of respondents would contribute positively to this net 
profitability. This is summarised in table 7 below. 

                                                 
37 Note that if a large proportion of respondents fell into this category, this would imply that the 
hypothetical monopolist radio station was not profit-maximising because it would be operating on the 
inelastic segment of the demand curve for direct radio advertising where direct radio advertising 
revenue could be increased by raising the price.  
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Table 7: Impact of different categories of respondents on hypothetical monopolist’s 
profitability 
 
 
 
 
 
 
 
 
 
 
7.3. Survey SSNIP test results by category of respondent 

7.15 Table 8 below summarises the responses to the 5% and 10% survey SSNIP test 
question by setting out the number and proportion of direct radio advertisers falling 
under each response category. 

Table 8: Summary of responses to the direct radio advertising survey SSNIP test 
question broken down by category of respondent* 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*based on a sample size of 182 direct radio advertisers that answered the survey SSNIP test 
question. 
Note: there is a slight discrepancy between the sum of the numbers in each category and the total 
presented due to the fact that a few advertisers said they would switch their radio budget to multiple 
media, but did not specify which proportion would be transferred to each media. 
 
7.16 Table 9 below sets out, for both the 5% and 10% SSNIP tests, the mean direct radio 

advertising budget spent on the last campaign featuring radio for each category of 
respondent and the proportion of the total sample direct radio advertising expenditure 
on the last campaign featuring radio accounted for by each category of respondent. 
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When reporting their annual media budgets and media budgets on the last campaign 
featuring radio, advertisers were asked to exclude production costs. 

Table 9: Mean direct radio advertising budget spent on the last campaign featuring 
radio and proportion of total direct radio advertising expenditure on the last campaign 
accounted for by each category of respondent* 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*based on a sample size of 182 direct radio advertisers that answered the survey SSNIP test 
question. 
**where the total pre-SSNIP direct radio advertising expenditure on the last campaign featuring radio 
for the sample of 182 direct advertisers is £1,070,244. 
 
7.4. Methodology 

7.17 Ofcom has carried out a SSNIP test analysis on a sample of 182 direct radio 
advertisers who  provided a value for the direct radio advertising budget of their last 
campaign (featuring direct radio advertising) only 38. 

7.18 In addition to the analysis of the competitive constraint imposed by press advertising 
on the price of direct radio advertising, Ofcom has also considered the degree of 
competitive constraint imposed by other media such as direct mail, magazines, 
outdoor and television as part of this analysis.  

                                                 
38 Ofcom has also undertaken its SSNIP analysis using a smaller sample of 150 advertisers who 
provided a value for the direct radio advertising budget of their last campaign featuring direct radio 
advertising and a value for their direct radio advertising budget over the last 12 months. The larger 
sample of 182 advertisers is inclusive of the smaller sample. Results do not vary significantly between 
the different samples so all results presented in this section are based on the larger, more robust 
sample of 182 direct radio advertisers. 
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Switching to media other than press 

7.19 Only small proportions (no more than 4%) of the sample of direct radio advertisers 
claimed that they would switch to any individual media other than press. The sample 
sizes of switchers was therefore so small that robust analysis could not be conducted 
to test whether other media could act as a competitive constraint on the price of 
direct radio advertising.   

7.20 Indicative analysis of the profile of those that claimed they would switch to direct mail 
does not suggest claimed switching is concentrated within any particular industry 
sector. The only noticeable common aspect of these companies is that five of the six 
companies have between 10 and 49 employees at that site. 

7.21 Six of the seven companies that claim they would switch to magazines are in the 
retail sector and all have less than 25 employees. Three of the seven companies 
have not advertised in the last year.  Of the two companies who claim they would 
switch some advertising to outdoor media, both are in the transport, communications 
and utility sector.  The actual number of switchers claiming to switch to TV in the 
sample is too small to conduct such analysis. 

7.22 With such small samples of switchers, analysis cannot be robustly conducted that 
could be considered as applicable across the UK profile of advertisers.  

Profile of switchers to press 

7.23 The profile of switchers has been compared to the entire sample to ensure that no 
high-spending outlier has had an overtly strong impact on the analysis. While the 
profile of switchers does cover a broad range of spend categories this is reflective of 
the market profile. 

Calculation of SSNIP test profitability 

7.24 Tables throughout this section report the net profitability to the hypothetical monopoly 
supplier of direct radio advertising from switching to press advertising (both 
local/regional and national press advertising) following the SSNIP. Negative figures 
(shown in red) imply that the SSNIP test is unprofitable and therefore that press 
advertising constitutes a binding competitive constraint on direct radio advertising, 
suggesting that press and direct radio advertising are likely to be in the same 
relevant product market.  

7.25 Ofcom has calculated the net profitability of the SSNIP to the hypothetical monopolist 
as: 

7.25.1 the gain in revenue on sales to advertisers who spend more on direct radio 
advertising; 

plus 

7.25.2 the gain in revenue on continued sales to partial switchers to press (i.e. the 
x% increase in price is applied to the proportion of partial switcher budget 
that is not transferred to an alternative media by partial switchers to press); 

plus 
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7.25.3 the gain in profits from cost savings (if any) achieved as a result of reduced 
advertising sales activity;  

minus 

7.25.4 the loss in revenue from partial and full switchers switching some or all of 
their direct radio advertising budget to press.  

7.26 Ofcom has calculated the profitability of the SSNIP based on respondents’ direct 
radio advertising expenditure on their most recent campaign that included direct radio 
advertising (and not, for example, on their annual direct radio advertising budget). 
Radio advertising expenditure excludes advertisement production costs. 

7.27 As mentioned above, partial switchers did not specify how much or what proportion 
of direct radio advertising expenditure they would switch to other media in response 
to a SSNIP. To cover all possibilities Ofcom has therefore run a number of scenarios 
for the purpose of the SSNIP test allowing the proportion of partial switchers’ 
expenditure switched to other media to vary from 0% to 100%. This is applied 
uniformly to all partial switchers. 

7.5. Assumptions underlying SSNIP test analysis 

7.28 This section presents a preliminary discussion of the key assumptions underlying the 
SSNIP test analysis. Each assumption is treated in more detail later in the report.   

Marginal cost assumption 

7.29 In order to calculate the net profitability of a SSNIP, it is necessary to take into 
account the cost savings achieved, if any, from the lower volume of advertising 
airtime supplied following the switching away from radio in response to the price 
increase. For the purpose of the base case SSNIP test analysis, it is assumed that 
the marginal cost of supplying direct radio advertising airtime is zero. The reasons for 
making this simplifying assumption are set out below. 

7.30 Radio stations incur a number of different categories of costs associated with a 
number of different activities39. Nevertheless, the costs that are related to the 
provision of advertising airtime are likely to fall mainly within a sub-set of the overall 
staff costs of the radio station.40 The sale of advertising will only account for a 
proportion of the overall staff costs of the radio station as many employees of the 
radio station will not be involved in the advertising sales business, for example 
presenters and much of the senior management (although a proportion of the latter’s 
staff costs may be attributed to advertising sales activity to the extent it is relevant, 
this share of costs is unlikely to be avoidable in the event of a reduction in advertising 
sales activity). 

                                                 
39 The major categories of costs incurred by radio stations are:  

• general and administration (e.g., staff costs, legal and professional costs, Ofcom licence fees 
and commercial rent on buildings/premises);  

• engineering (e.g. transmitter operating costs and studio maintenance); 
• programming (e.g. copyright/royalty fees, commercial production and content rights); 
• marketing and promotion; and 
• audience research.  

40 A share of overhead costs, such as commercial premises rent, may also be allocated to advertising 
sales activity. However such common costs are unlikely to be avoidable unless many staff would be 
laid off in response to a given reduction in advertising sales activity such that less commercial office 
space were required. 
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7.31 For the purpose of the SSNIP test analysis, the relevant marginal cost to be 
considered is the cost that the supplier avoids by supplying one less “unit” of the 
product in question or, in the absence of suitable data on volume measures of 
advertising airtime, the costs that are avoided by supplying airtime to one less 
advertiser. In the case of a radio station supplying direct advertising, it is unlikely that 
costs such as commercial rent can be avoided, unless incremental reductions can be 
made. Depending on the magnitude of switching by advertisers in response to a price 
increase, the only avoidable costs from supplying one less unit of advertising airtime 
(or one less advertiser) are likely to be advertising sales staff costs. These are the 
labour costs associated with managing, administering and processing advertising 
contracts as well as the bonuses awarded to advertising sales staff.41  

7.32 Although it is possible that as a radio station’s portfolio of advertisers reduces (and 
therefore as advertising sales activity reduces), fewer members of staff are required 
to manage that portfolio, the survey data indicates that a percentage of switchers 
only switch a proportion of their direct radio advertising budget away. If this is the 
case in practice, such a “partial switcher” would require sufficient staff in the radio 
station’s sales division to manage its remaining advertising requirements.  

7.33 On the assumption that a radio station’s advertising sales staff costs account for a 
relatively low proportion of its total costs42, this would indicate that the marginal cost 
of providing direct radio advertising is likely to be low, if not close to zero.  

7.34 Furthermore, any reduction in advertising sales staff costs that is achieved through 
reduced sales volumes may be limited by the requirement to continue providing 
advertising to partial switchers and those that do not switch at all. It may therefore not 
be unreasonable to assume, as a simplifying assumption for the base case SSNIP, 
that the marginal cost of supplying direct radio advertising is zero. 

7.35 A further consideration is that if an advertiser switches away from a radio station, that 
station will have to fill the vacant airtime (unless it decides to reduce its daily airtime, 
which would incur an opportunity cost). It is likely that filling this airtime with non-
advertising content would incur additional costs. This increase in cost may be 
referred to as the ‘cost effect’ arising as a result of a reduction in the volume of 
advertising airtime. Depending on the nature and cost of the content used to fill the 
airtime released by the switching advertiser, these additional costs could cancel out 
the cost savings achieved from reduced advertising sales activity.  

7.36 Vacant airtime may be filled, for example, by incurring additional royalty payments on 
musical material or by simply extending the duration of existing programming, e.g. 
more discussion or commentary from the presenter. The cost of the latter is not likely 
to be significant and, given the marginal nature and limited duration of the airtime 
slots made available as a result of advertisers switching away, it may be expected 
that the latter, relatively costless course of action would be adopted by a radio station 
supplying direct radio advertising43.  

7.37 The zero marginal cost assumption in the base case is a simplifying assumption. 
Ofcom has carried out a sensitivity analysis (described in section 6.7 below) to relax 

                                                 
41 Advertising sales staff costs may also include advertisement production costs in cases where a 
radio station is contracting with smaller direct radio advertisers that cannot afford to purchase the 
services of an advertising or media buying agency or that do not have an in-house production unit. 
42 Ofcom’s analysis from a sample of commercial radio station licence applications indicates that 
advertising sales staff costs account for approximately 10% of total radio station costs. 
43 For the purpose of the SSNIP test analysis, the cost savings net of any additional costs incurred to 
fill any vacant airtime slots have not been explicitly modelled. 
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this assumption by allowing for cost savings achieved from (a) reduced licence fees 
and royalties payments and (b) reduced advertising sales activity (i.e. a reduction in 
advertising sales staff costs) following the SSNIP.  

Competitive price level assumption 

7.38 Current prices paid by the direct radio advertisers in the quantitative survey sample 
are assumed to be at the competitive level. This is a key requirement for the results 
and conclusions of a SSNIP test to hold. A concern arises if the test is applied on 
actual prices and those prices are above competitive levels. This is because in such 
a case consumers or customers may be prepared to switch to alternative products 
which they would however not regard as substitutes if the price of the product in 
question was at the competitive level (this is known as the ‘cellophane fallacy’).  

7.39 The cellophane fallacy may occur where, for example, the supplier of a product is 
exercising considerable market power such that it is pricing above competitive levels. 
As prices increase, consumer demand becomes more elastic. Further price 
increases could be offset by a reduction in quantity demanded. In other words, if the 
price paid by consumers is above competitive levels, further price increases could 
induce them to purchase an alternative product. Therefore the application by a 
hypothetical monopolist of a SSNIP to the price of that given product would likely be 
unprofitable. It would then be wrongly concluded that the pricing of this given product 
is constrained by substitute products and the market would be defined as being 
broader than it actually is. 

7.40 In practice, determining the competitive price level is difficult. Hence, the existing 
price level is sometimes relied on but if it is believed that the existing price level is 
above the competitive level then caution should be applied in interpreting the results 
of the SSNIP test, and other accompanying evidence should also be taken into 
account. 

7.41 Section 6.8 below considers the qualitative and quantitative evidence supporting the 
reasonableness of the assumption that the current prices of direct radio advertising 
are at, or at least not significantly above, the competitive level. 

Price discrimination 

7.42 The prevalence of bilateral negotiations between radio stations and direct advertisers 
and the differential discounts agreed between the two may suggest that radio 
stations are able to effectively price discriminate between customers. A condition for 
a provider with a degree of market power to engage in first or third degree price 
discrimination is the ability of that provider to identify the willingness-to-pay of 
different customers or to identify distinct groups of customers that share similar 
demand characteristics. 

7.43 While price discrimination between different direct radio advertisers may arise in 
some cases, indicative analysis conducted by Ofcom (see Annex 9) suggests that 
there are no systematic or statistically significant differences between the profile of 
switchers within its survey sample of direct radio advertisers and the profile of the 
sample of direct radio advertisers as a whole. This indicates that the direct radio 
advertisers most likely to switch away from radio (either partially or fully) may not 
necessarily be identifiable and distinguishable from those direct radio advertisers with 
a lower propensity to switch.  
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7.44 Moreover, in some cases, it may be appropriate to characterise the ability of direct 
radio advertisers to negotiate more or less favourable discounts on the price of direct 
radio advertising as a reflection of the relative degree of bargaining power of different 
direct radio advertisers, rather than as the ability of the radio station to price 
discriminate. 

7.45 Therefore, for the reasons set out above, while Ofcom recognises the potential for 
price discrimination in the provision of direct radio advertising to occur in some 
cases, Ofcom has not explicitly adapted its SSNIP test methodology to take this into 
account for the purpose of this analysis of competitive constraints on the pricing of 
direct radio advertising. Ofcom would, however, undertake further analysis of this 
point in the context of a particular case to test whether price discrimination, if 
relevant, affected the results of the analysis set out in this report. 

Two-sided market 

7.46 The radio medium is a two-sided market providing a service to consumers and to 
advertisers. To the extent that, holding everything else constant, (i) the audience of a 
radio station increases as the volume of advertising airtime broadcast by that station 
decreases, and (ii) an increase in the audience of a radio station increases the value 
of that station’s airtime to advertisers, then a reduction in the volume of advertising 
airtime on a given radio station may generate a ‘price effect’ that may offset to some 
degree the decrease in profit resulting from some advertisers switching away form 
radio. This is because the reduction in the volume of advertising airtime on a given 
radio station may, if it stimulates an increase in audience, increase the relative 
attractiveness of that station to advertisers. The higher price that may be charged by 
that station to advertisers for its relatively more valuable advertising airtime would 
tend to increase the profitability of the radio station thereby offsetting to some degree 
the decrease in profitability brought about by some advertisers switching away.  

7.47 A thorough analysis of the impact of the two-sided nature of radio on the SSNIP test 
results would require an estimation of (i) the increase in audience resulting from the 
decrease in advertising airtime sales following the price rise, and (ii) the price 
premium that radio stations would be able to command as a result of that increase in 
audience. It appears in principle that the effect on audience that may be brought 
about by the decrease in sales of radio advertising airtime resulting from a 5-10% 
price increase may be small. However the data necessary for such analysis is not 
currently available, and would require at least a survey to be conducted among radio 
listeners. 

7.48 The two-sidedness of the market has another implication. This report analyses only 
the effect on the hypothetical monopolist’s profits from an increase in the price of 
airtime to advertisers. But the audience, or listeners, constitute another group of 
customers (the second side of the market). Listeners pay an implicit price for listening 
to the radio. To the extent that having to listen to advertising is a nuisance, one might 
consider this nuisance as the price that listeners pay for listening to the radio. 
Estimating the implicit price paid by listeners is difficult. Although one may undertake 
a survey to ask radio listeners which amount of money they would be ready to give 
up in order to avoid, for example, ten minutes of advertising which interrupts radio 
programmes, the translation of lost time into monetary value is likely to present 
challenges.  

7.49 The SSNIP test on this second side of the market might be conducted by asking 
listeners whether they would reduce their radio listenership if a hypothetical radio 
monopolist increased by 5-10% the airtime devoted to advertising (i.e. the implicit 



Radio Advertising Market Research 
 

37 

price paid by listeners).44 One could then proceed to estimate the loss of listenership 
by the hypothetical monopolist, and from this to assess the loss in advertising 
revenues resulting from diminished listenership and reduced ability to charge a 
premium to advertisers for advertising airtime.  

7.50 A quantification exercise on the listeners’ side would be complex. Ofcom has not 
conducted such an analysis in the context of this report. This report only analyses the 
effect on the hypothetical monopolist’s profitability of an increase in the price of direct 
radio advertising airtime to advertisers. 

7.6. Base case SSNIP test results 

7.51 Table 10 below shows the net profitability of the SSNIP to the hypothetical 
monopolist expressed as a proportion of the pre-SSNIP aggregate direct radio 
advertising revenues of the sample of 182 direct radio advertisers. The net 
profitability of both the 5% and 10% SSNIPs is negative, regardless of the 
assumption made on the proportion of direct radio advertising revenue transferred 
away to press by partial switchers. A negative net profitability indicates that the 
pricing of direct radio advertising is constrained by press advertising. The analysis 
indicates that direct radio advertising appears to be constrained by press advertising.  

Table 10: Net profitability of a SSNIP to the hypothetical monopolist from switching to 
press 
 
 
 
 
 
 
 
 
 
* expressed as a % of pre-SSNIP total direct radio advertising revenue 
**based on a sample size of 182 direct radio advertisers 
 
7.52 As discussed in section 5.4.1, the profile of those direct radio advertisers that 

revealed the value of their budget spent on their last advertising campaign that 
included radio and answered the SSNIP test question was similar to the profile of the 
entire sample. This suggests that the conclusions drawn from the application of the 
SSNIP test to the sample of direct radio advertisers that participated in the SSNIP 
test are valid and can be generalised as a broad rule across the population of direct 
radio advertisers.  

7.7. Sensitivity analysis 

7.53 In order to test the robustness of the base case SSNIP test results presented in 
section 6.6 above, Ofcom has constructed a set of scenarios departing from the base 
case model by varying the assumptions underlying this base case.  

7.54 Ofcom has conducted the following sensitivities: 

                                                 
44 It may be that the marginal implicit price paid by listeners for additional advertising airtime may 
increase as more advertising minutage is added (i.e. the relationship between the marginal implicit 
price and the volume of advertising airtime may not necessarily be linear). For example, a 1% 
increase in the volume of advertising airtime may increase the cost faced by a listener by 1% but a 
10% increase may increase this listener cost disproportionately more. 
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-6%

0%

Percentage of direct radio advertising budget transferred to 
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7.54.1 Inclusion of the additional gain in revenue for the hypothetical monopolist 
from partial switchers to other media (i.e. not just partial switchers to press);  

7.54.2 Different values for direct advertisers’ average budgets; 

7.54.3 Different number of partial and full switchers;  

7.54.4 Price increases lying between 5-10%; and 

7.54.5 Inclusion of possible cost savings.  

7.55 Each of these sensitivities is briefly explained below. More detail is included in 
annexes 1-7. 

Inclusion of additional gain in revenue for hypothetical monopolist from partial 
switchers to other media  

7.56 The “standard” methodology Ofcom has adopted for calculating the net profitability of 
the SSNIP to a hypothetical provider of direct radio advertising set out in section 6.4 
isolates the effect of the competitive constraint imposed by press only and represents 
the conventional approach used to assess the substitutability of a given product or 
group of products on a pairwise basis, in this case press only. An alternative 
methodology could be adopted to take into account, in addition to the gains listed in 
section 6.4, the gain in revenue on sales to partial switchers that switch a proportion 
of their initial radio advertising budget to an alternative media other than press (e.g. 
outdoor billboards or magazines).  

7.57 This “partial switcher to any media” methodology would overstate the net profitability 
accruing to the hypothetical monopolist and therefore provides, all else being equal, 
a form of upper bound on the profitability of the SSNIP test and therefore on the 
degree of competitive constraint imposed by press advertising on direct radio 
advertising. 

7.58 Under this methodology, the net profitability of a SSNIP to the hypothetical 
monopolist supplier of direct radio advertising is negative, regardless of the 
proportion of direct radio advertising budget transferred to any other media by partial 
switchers. This suggests that even under the “partial switcher to any media” 
methodology, direct radio advertising appears to be constrained by press advertising. 
The results are robust to the inclusion of the gain in revenue from partial switchers to 
other media (as well as press). 

7.59 Annex 1 contains further detail on this sensitivity analysis. 

Different values for the average budgets 

7.60 The direct radio advertising budgets used to calculate the gain in revenue from sales 
to customers who do not switch away from radio and the loss in revenue on foregone 
sales to customers who switch away are based on data collected through a survey. 
Due to the fact that Ofcom is using sample rather than population data, there is a 
sample error margin associated with the total and average direct radio advertising 
expenditure (on the most recent campaign featuring radio) of all possible sub-
categories of respondents. Ofcom has therefore carried out a sensitivity analysis to 
test the sensitivity of the survey value based results to different values for the 
average direct radio advertising budgets of the different categories of respondents 
defined and listed in section 6.2 above.  
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7.61 Ofcom has constructed extreme case scenarios by calculating survey sample error 
margins (consisting of a lower and upper bound of a 95% confidence interval) on the 
average radio advertising budgets of the different categories of respondents (i.e. 
continuers spending more on radio, continuers spending the same on radio, partial 
switchers and full switchers): 

7.61.1 more profitable case: the average radio advertising budget of continuers 
is assumed to be higher than in the survey and the average radio 
advertising budget of switchers to press is assumed to be lower than in the 
survey45. This corresponds to the weakest possible constraint from press 
advertising46; 

7.61.2 central survey case: this scenario corresponds to the use of the radio 
advertising budgets stated in the survey; and 

7.61.3 less profitable case: the average radio advertising budget of continuers is 
assumed to be lower than in the survey and the average radio advertising 
budget of switchers to press is assumed to be higher than in the survey47. 
This corresponds to the strongest possible constraint from press 
advertising48. 

7.62 This sensitivity analysis shows that a hypothetical monopolist supplier of direct radio 
advertising would find it unprofitable to attempt a SSNIP, even under the more 
profitable case and regardless of the proportion of direct radio advertising budget 
transferred to press by partial switchers. This suggests that even under the more 
profitable case, direct radio advertising appears to be constrained by press 
advertising.  

7.63 Annex 2 contains further detail on this sensitivity analysis. 

Different number of partial and full switchers 

7.64 The use of stated intentions (based on survey responses to hypothetical scenarios) 
rather than revealed behaviour (based on actual observed behaviour) for direct radio 
advertisers may overstate (or understate) actual switching behaviour. A discrepancy 
between stated and revealed preferences may arise for a variety of reasons. For 
example, a respondent may not have previously encountered the hypothetical 
commercial scenario presented to it and its response may therefore under certain 
circumstances be speculative by nature (e.g. if a respondent required time to 
formulate a fully informed rational decision or in the absence of the reality of 
competitive commercial pressures). 

                                                 
45 The average radio advertising budget of continuers is assumed to be at the upper bound of the 
error margin on the average direct radio advertising budget for continuers spending more on radio 
and the average radio advertising budget of switchers to press is assumed to at the lower bound of 
the error margin on the average direct radio advertising budget for partial switchers to press. 
46 More and less profitable cases are extreme cases that are very unlikely to materialise (see annex 2 
for more details) 
47 The average radio advertising budget of continuers is assumed to be at the lower bound of the error 
margin on the average direct radio advertising budget for continuers spending more on radio, while 
the average radio advertising budget of switchers to press is assumed to be at the upper bound of the 
error margin on the average direct radio advertising budget for partial switchers to press. 
48 More and less profitable cases are extreme cases that are very unlikely to materialise (see annex 2 
for more details) 
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7.65 Ofcom has therefore conducted a sensitivity analysis to establish the sensitivity of the 
base case SSNIP test net profitability results to changes in the switching rate for 
partial and full switchers (i.e. the number of partial and full switchers respectively as a 
proportion of the total number of respondents in the survey sample). The partial 
switcher rate is varied first (holding the full switcher rate equal to the survey full 
switcher rate) and subsequently the full switcher rate is varied (holding the partial 
switcher rate equal to the survey partial switcher rate).   

7.66 This sensitivity shows that the base case SSNIP test results appear to be robust to 
variations in the partial switcher rate and full switcher rate and therefore robust to any 
stated intentions bias. 

7.67 In particular, varying the partial switcher rate (holding the full switcher rate constant) 
the SSNIP is only profitable (negligible profitability) if:  

7.67.1 the survey partial switching rate overstates the actual switching rate;   

7.67.2 the more profitable case scenario is assumed (i.e. the weakest  possible 
constraint exercised by press advertising); and 

7.67.3 the price of direct radio advertising increases by 5% (under a 10% price 
increase the SSNIP is always unprofitable). 

7.68 Varying the full switcher rate instead (holding the partial switcher rate constant), the 
SSNIP test only delivers a positive net profitability if:  

7.68.1 the survey full switcher rate substantially overstates actual switching 
behaviour (i.e. the actual full switcher rate would be substantially lower than 
the full switcher rate implied by the survey responses); or 

7.68.2 the more profitable case scenario is assumed (i.e. the weakest possible 
constraint imposed by press advertising). 

7.69 It is important to note that the “more profitable” and “less profitable” cases are 
extreme cases relying on extreme assumptions.49 They would therefore be very 
unlikely to materialise. The more profitable case does however provide a statistically 
significant upper bound, all else being equal, on the net profitability of the SSNIP to 
the hypothetical monopolist.  

7.70 Annex 3 contains further detail on this sensitivity analysis. 

Price increases lying between 5 and 10% 

7.71 The survey asked direct advertisers how they would respond to a 5% and to a 10% 
price increase. Ofcom has conducted sensitivity analysis in order to assess how the 
net profitability of a SSNIP to the hypothetical monopolist would vary if a price 
increase lying within the 5-10% range, but other than 5% or 10%, were to be applied 
to the price of direct radio advertising. Ofcom only undertook this sensitivity under the 
“partial switcher to any media” methodology because under the “standard 

                                                 
49 An indicative analysis of the sample profile in terms of identifiable characteristics (e.g. types of 
advertising purchased, business location, target audience, turnover, etc) shows that those direct radio 
advertisers that switched to press in response to the 10% SSNIP were similar in profile to the entire 
sample of direct advertisers. Although this evidence is only indicative, it suggests that the more 
profitable case is less likely to occur in practice. 
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methodology” the SSNIP test is unprofitable with both a 5% and a 10% price 
increase.  

7.72 The results appear to be robust to variations in the price increase imposed. A positive 
net profitability only arises under the more profitable and under the “partial switcher 
to any media” methodology:  

7.72.1 where the SSNIP price increase is less than 7% and partial switchers are 
assumed not to switch any budget away from radio (the latter is an extreme 
assumption contrary to this group of respondents’ stated behaviour; thus 
the base case result appears robust); and 

7.72.2 where the SSNIP price increase is less than 6% and partial switchers are 
assumed to switch 50% of their radio advertising budget away from radio. 

7.73 It should be noted in addition that, as discussed in paragraph 7.69 above, the more 
profitable case is an extreme case that is unlikely to materialise. 

7.74 Annex 4 contains further detail on this sensitivity analysis. 

Inclusion of cost savings 

7.75 This sensitivity relaxes the previous assumption of zero marginal costs (explained in 
paragraph 7.29 to 7.37) by taking into account any reduction in avoidable costs 
resulting from a reduction in the volume of direct radio advertising supplied post-
SSNIP. In some cases, it is possible that such cost savings may offset a post-SSNIP 
net revenue deficit (i.e. where the gain in revenue on sales to customers who do not 
switch away from radio is exceeded by the foregone revenue from sales to 
switchers).  

7.76 There are two types of avoidable costs associated with the supply of direct radio 
advertising: 

7.76.1 avoidable costs that are directly related to the level of revenue generated 
by a radio station; and 

7.76.2 cost savings related to reduced advertising sales activity. 

Avoidable costs that are directly related to the level of revenue generated by a radio 
station  

7.77 Radio stations incur two sets of costs that are levied as a fixed proportion of the net 
broadcasting revenue they generate (where net broadcasting revenue is composed 
of net advertising revenue and net sponsorship revenue): 

7.77.1 the annual Ofcom licence fee; and 

7.77.2 a set of royalty payment fees. 

7.78 The annual Ofcom licence fee is charged to licensed radio station operators and is 
calculated as a percentage of qualifying revenue.50 Radio stations are also charged a 
set of royalty fees, such as royalties for music played by radio stations for artists and 

                                                 
50 For more details see table 12 on page 13 of Ofcom’s Tariff Table 2005/06 issued on the 31st March 
2005 (http://www.ofcom.org.uk/consult/condocs/socp/tariff/tariff_2005_06.pdf). 
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composers, royalty fees for music played by radio stations on behalf of record 
companies, or royalties specifically for music used in adverts.   

7.79 Based on actual top band rates, the total cost to the hypothetical monopolist 
associated with licence and royalty fees would amount to 11.5% of total advertising 
revenue. As this charge is directly proportional to the total level of advertising 
revenue generated by the hypothetical monopolist, any loss in net revenue following 
the SSNIP will result in a cost saving in the shape of reduced licence and royalty fees 
and any increase in revenues following the SSNIP will result in additional costs being 
payable. Further detail on the model assumptions regarding licence and royalty fees 
is included in annex 5. 

7.80 This analysis shows that the cost savings associated with reduced licence and 
royalty payments are relatively low. They account for 12% of the total cost savings 
required for the hypothetical monopolist to breakeven, i.e. for the price rise to 
become profitable. Therefore Ofcom’s conclusions are not affected by the inclusion 
of revenue related cost savings. 

7.81 Annex 5 contains further detail on this sensitivity analysis. 

Cost savings achieved from reduced advertising sales activity  

7.82 As discussed in section 6.5, the only category of avoidable costs directly associated 
with the supply of direct radio advertising is likely to consist of advertising sales staff 
costs51.  

7.83 Aside from advertising sales staff costs, the Ofcom licence fee and royalty payments, 
there is no evidence to suggest that any of the other cost categories incurred by radio 
stations supplying direct radio advertising would be avoided as a direct result of a 
reduction in the volume of advertising sales52.  

7.84 In order to estimate and quantify the magnitude of cost savings achieved directly as a 
result of the reduced volume of advertising sales in response to the SSNIP, Ofcom 
has estimated a volume-related measure for the marginal cost of supplying a unit of 
advertising airtime. Aggregating the marginal costs saved across all units of 
advertising airtime no longer supplied provides an estimate of the cost savings 
achieved.  

7.85 A number of volume measures for advertising airtime may be used, including a 
standard 30 second advertising slot (’30 second slot’) or the delivery of a commercial 
impact. Due to practical difficulties associated with reconciling the volume of 

                                                 
51 This is because, while a marginal reduction in the volume of advertising airtime sales may not 
warrant the laying off of an advertising sales employee (or a change from a full-time to a part-time 
post), it is reasonable to assume that advertising sales staff costs may fall in response to a sufficiently 
large and lasting reduction in the volume of advertising sales. It may be that a proportion of other 
types of staff costs (e.g. senior management costs) may be directly attributable to advertising sales 
activity but the extent to which such staff costs may be avoidable following a reduction in the volume 
of advertising sales is likely to be very limited. 
52 It seems more appropriate to treat costs associated with engineering (e.g. transmitter operating 
costs and studio maintenance), commercial premises, marketing, promotion, audience research and 
content rights as fixed or sunk costs that are not avoided as a result of reductions in the volume of 
advertising sales. Commercial production and legal and professional costs are likely to be shared 
across a range of radio station activities (e.g. in-house programme production or the negotiation of 
transmission contracts) and are therefore unlikely to be fully or directly avoided following a reduction 
in the volume of advertising sales. 
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commercial impacts acquired by direct radio advertisers with the realised audience 
figures achieved during that advertising airtime, Ofcom considered it more practical 
to use a 30 second slot as the unit measure of advertising airtime volume. 

7.86 Due to the lack of information available on the specific nature of the cost function 
faced by a supplier of direct radio advertising, Ofcom considered it practical to use 
the average avoidable cost (‘AAC’) of supplying a 30 second slot as a proxy for the 
marginal cost of supplying a 30 second slot. As explained in annex 5, this is a 
conservative assumption.  

7.87 The methodology Ofcom has adopted for testing the robustness of the base case 
SSNIP test results to the inclusion of cost savings associated with reduced 
advertising sales staff costs consists of:  

7.87.1 calculating the AAC per 30 second slot required for the hypothetical 
monopoly supplier of direct radio advertising to breakeven (i.e. the AAC per 
30 second slot required to overturn the base case SSNIP test results or 
‘critical AAC’); 

7.87.2 estimating  the actual AAC per 30 second slot; and 

7.87.3 comparing the critical AAC with the estimated actual AAC – if the estimated 
actual AAC falls short of the critical AAC, then it can be concluded that the 
cost savings achieved are not sufficiently large to overturn the base case 
SSNIP test results. 

7.88 Each of the three stages of the proposed methodology is discussed in greater detail 
in annex 6. 

7.89 The base case SSNIP test results are robust to the inclusion of cost savings 
achieved directly as a result of reduced advertising airtime sales activity.  

7.90 The 10% SSNIP is always unprofitable even after the inclusion of cost savings from 
reduced advertising airtime sales activity. Even under the more extreme assumptions 
(i.e. the more profitable case, partial switchers transferring 100% of their direct radio 
advertising budget to press (thereby maximising cost savings) and an average supply 
of 5 minutes of advertising airtime per hour), the estimated actual AAC does not 
account for more than 14% of the critical AAC required under the 10% SSNIP for the 
base case SSNIP test results to be reversed. 

7.91 The 5% SSNIP is also unprofitable after the inclusion of cost savings under the 
central survey case and irrespective of the proportion of direct radio advertising 
budget transferred to press by partial switchers. The estimated actual AAC is 
substantially lower than the critical level of AAC required for breakeven (the former 
accounting for less than 5% of the latter).  

7.92 Under the 5% SSNIP, the inclusion of cost savings makes the price increase 
profitable (i.e. the estimated actual AAC exceeds the level of AAC required to reverse 
the base case SSNIP test results) only if: 

7.92.1 the more profitable case is assumed (i.e. the weakest possible competitive 
constraint imposed by press advertising; and 

7.92.2 partial switchers transfer over 20% of their direct radio advertising budget to 
press; and 
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7.92.3 it is assumed that the hypothetical monopolist radio station supplies on 
average 10 minutes of radio advertising airtime per hour. 

7.93 It is important to highlight that, as explained in paragraph 7.69, the more profitable 
case is an extreme case which would be very unlikely to arise.  

Cost savings achieved from reduced advertising sales activity and revenue related 
cost savings 

7.94 Ofcom has calculated the critical average avoidable cost (‘AAC’) of supplying a 30 
second slot following the same methodology as described in paragraph 7.87, but 
including also revenue related cost savings. In this case, the estimated actual AAC of 
supplying a 30 second slot as a proportion of the critical AAC is virtually the same as 
when revenue related cost savings are excluded (results reported in paragraphs 7.90 
to 7.93). This is because the cost savings associated with reduced licence and 
royalty payments are relatively low (see paragraph 7.80). 

7.8. Competitive price level  

7.95 The validity of the SSNIP test results relies on the assumption that the prices for 
direct radio advertising are at, or at least not significantly above, the competitive level 
prior to the imposition of the SSNIP. The way the price for direct radio advertising is 
negotiated may provide support to the assumption that the prevailing price level is 
near the competitive level. As set out in section 4.3 above, it is standard industry 
practice for discounts on a radio station’s rate card to be negotiated between the 
direct radio advertiser and the radio station. The widespread application of discounts 
may provide evidence of a strong competitive dynamic being present in the market, 
although this has to be weighed against the lack of transparency of this negotiation 
process. In addition, Ofcom notes that the number of radio stations has increased 
significantly over the last ten years. Nevertheless, as the geographic dimension of 
direct radio advertising markets is likely to be regional or local, the degree of 
competition across different geographic markets may vary.  

7.96 Ofcom has attempted to perform a high level profitability analysis to understand 
whether the assumption that current prices are at, or at least not significantly above, 
the competitive level is likely to be reasonable. This analysis is high level and 
preliminary, and does not prejudge the view that Ofcom may reach on the profitability 
of the sector with a more detailed and rigorous analysis. Further, it should be noted 
that as the geographic dimension of direct radio advertising markets is likely to be 
regional or local, any view on whether prices are at the competitive level or not in the 
market for direct radio advertising would require an analysis of profitability with 
respect to that particular geographic market.  

7.97 For this high level profitability analysis Ofcom has calculated the return on sales 
(ROS)53 as a measure of profitability, i.e. the ratio of operating profit to turnover. 
Ofcom has undertaken this analysis with data that is currently readily available.  

7.98 Radio groups range in size and activities they undertake: while some focus on the 
radio sector, other are also involved in publishing, TV, etc. In this analysis Ofcom has 
focused on the profitability of radio groups’ radio activities. 

                                                 
53 Alternative measures (such as return on capital or the internal rate of return) calculate profitability 
with respect to assets. We could not calculate the internal rate of return due to data limitations. As 
radio is a sales driven business and is not very capital intensive we have chosen to apply ROS. A 
more detailed profitability analysis may use a range of measures. 
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7.99 Data on the profitability of individual lines of the radio business (e.g. direct radio 
advertising only) was not available.54 Hence for this high level profitability analysis 
Ofcom has used aggregate profit data (i.e. aggregate profit earned as a result of all 
radio activities, including direct as well as indirect advertising, sponsorship, 
promotions, advertisement production, etc). Ofcom’s analysis is therefore based on 
the assumption that direct radio advertising is not more profitable than other radio 
activities (e.g. indirect advertising, sponsorship, etc).  

7.100 Ofcom’s high level profitability analysis is described in annex 7. This analysis shows 
that the aggregate profitability of direct radio advertising does not appear to be an 
outlier when compared to the profitability of a set of companies in other sectors with 
similar capital intensity and risk. Ofcom has also undertaken a review of UK 
competition law decisions relating to the assessment of advertising markets and to 
the application of profitability analysis which appears most relevant to this case 
(summarised in Annex 7). 

7.101 A limitation of this high level profitability analysis is that, if some radio stations incur 
costs inefficiently, then prices could be above competitive levels despite profitability 
not appearing much higher than in other sectors. However, determining whether that 
is the case would be difficult and is beyond the scope of this report. 

7.102 Due to the limitations highlighted above and in annex 7, Ofcom has only been able to 
take a high level view (but nonetheless useful and informative) of radio advertising 
profitability.  

7.103 Hence, given the way radio advertising is traded, and on the basis of this high-level 
and preliminary profitability analysis, Ofcom has assumed that there is not a 
significant risk of the cellophane fallacy (see paragraph 7.38 above) arising in its 
SSNIP test analysis. However, as the geographic direct advertising market is likely to 
be local or regional, in the context of a particular investigation Ofcom would take 
account of the conditions of competition in the particular local or regional geographic 
market in reaching a final conclusion as to whether prices are likely to be above 
competitive levels.  

7.9. Summary of methodological limitations 

7.104 Table 11 below: 

7.104.1 sets out a summary of the methodological limitations encountered in 
relation to the direct radio advertising SSNIP test analysis;  

7.104.2 briefly describes the testing undertaken to address each methodological 
limitation; and  

7.104.3 concludes on the impact of each methodological limitation on the base case 
SSNIP test results. 

 

                                                 
54 Calculating the profitability of individual lines of business (e.g. local radio advertising) typically 
requires complex allocations of those costs that are common across the different lines of business, as 
well as identifying what costs can be directly attributed to the different radio activities. 
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Table 11: Methodological limitations of SSNIP test analysis 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
7.10. Additional market research results related to SSNIP test findings 

7.105 This section discusses the qualitative research findings which provide additional 
context for the interpretation of the quantitative SSNIP test findings. In particular it 
discusses the evidence on the interchangeability of direct radio and press 
advertising, and the relative cost of direct radio advertising. 

Interchangeability of direct radio and press advertising 

7.106 The survey evidence suggests that while different media exhibit unique and distinct 
characteristics, there is perceived to be, to varying degrees, a level of overlap 
between the attractiveness of different media to advertisers. Evidence indicates that 
57% of direct radio advertisers agree or strongly agree with the statement that “if 
radio costs increased, the direct radio advertiser would spend more of its budget on 
press advertising”.55 This may provide some support to the proposition that direct 
radio advertisers view press and radio advertising as “perceptual substitutes” given a 
budget constraint on advertising expenditure. 

7.107 Survey evidence suggests that direct radio advertisers often use radio alongside 
other media. This familiarity with the purchase of other media, suggests that, for the 
majority, barriers to purchasing alternate media to radio do not exist. For some direct 
radio advertisers, radio is used alongside press, bus backs or posters and direct 
marketing.56 Across the sample of direct radio advertisers, 78% use local or regional 

                                                 
55 Supporting document vol 1. 
56 Supporting document vol 1. 
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press and 17% use national press.57  This indicates that the likelihood of direct radio 
advertisers purchasing press advertising alongside radio is significantly greater than 
the use of other media, such as direct mail or outdoor media. Of those direct radio 
advertisers that used other media alongside radio in a recent advertising campaign, 
85% purchased local or regional press while 6% purchased national press.58  

7.108 A majority (55%) of direct radio advertisers said that, if they were to run their most 
recent campaign again and the use of radio were no longer a feasible option, they 
would use local or regional press in its place suggesting a perceptual substitutability 
between the two products for a large proportion of direct radio advertisers.59 This 
indicative finding is further supported by survey evidence indicating that 55% of direct 
radio advertisers agree with the statement that “they see press and radio advertising 
as interchangeable”.60 

7.109 While the additional survey evidence suggests that direct radio advertisers view 
press advertising as the next best alternative to direct radio advertising, this does not 
provide conclusive evidence that the price of radio advertising is or is not constrained 
by press advertising such that they are likely to be part of the same relevant product 
market.  

Relative cost of direct radio advertising 

7.110 Survey evidence suggests that direct radio advertisers often perceive radio to be the 
most cost-effective medium for reaching a given target audience with 12% citing cost 
effectiveness as a reason for using radio on its own (while 32% stated that radio best 
suited the campaign objectives and the brand or product being advertised and 27% 
stated that radio was the best way of reaching the target audience).61 Moreover, all 
respondents in the qualitative research felt that they could negotiate a good deal for 
the price of radio advertising.62 However, in contrast, more than half (56%) of direct 
radio advertisers feel that the cost of radio is already too high and 66% disagree with 
the statement that “radio is a cheap media”.63 

7.111 The survey evidence about direct radio advertiser perceptions of the cost of direct 
radio advertising indicates that views are mixed and sometimes contradictory. 

Conclusion on additional market research results related to SSNIP test 
findings  

7.112 While the evidence indicates that direct radio and press are perceived as 
substitutable and interchangeable by a majority of direct radio advertisers, this may 
be because press advertising is simply viewed as the next best alternative to direct 
radio advertising rather than because the pricing of direct radio advertising is 
constrained by press. The evidence does show that attitudes held by direct radio 
advertisers about radio advertising are not inconsistent with responses given to the 
hypothetical SSNIP test questions. 

                                                 
57 Supporting document vol 1. 
58 Supporting document vol 1. 
59 Supporting document vol 1. 
60 Supporting document vol 1. 
61 Supporting document vol 1. 
62 Supporting document vol 1. 
63 Supporting document vol 1. 
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7.11. Conclusion on constraints on the price of direct radio advertising 

7.113 The base case SSNIP test results indicate that the price of direct radio advertising 
appears to be constrained by press advertising. These results are robust to a range 
of sensitivity analyses. Therefore, the quantitative evidence would appear to suggest 
that in general it can be expected that the scope of the relevant product market for 
direct radio advertising may include at least press advertising64. 

7.114 While the balance of evidence appears to indicate that direct radio advertising is 
likely to be constrained by press advertising and therefore that in general the relevant 
product market for direct radio advertising is likely to include at least press 
advertising, this view on the scope of the relevant product market for direct radio 
advertising would only act as a starting position for Ofcom. In the context of a 
complaint, dispute, market review or provision of submissions to the OFT in relation 
to mergers where the definition of the relevant market for direct radio advertising is 
required, the precise scope of the relevant product and geographic market would 
need to be assessed based on the specific circumstances and facts of the particular 
case in question.  

 

                                                 
64 In order to test whether direct radio and press advertising constitute a separate relevant market, 
one would need to analyse whether a hypothetical monopolist of direct radio and press advertising 
would be able to increase prices by 5-10% permanently. The data from Ofcom’s survey does not 
allow this issue to be explored further. 
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Section 8 

8 Competitive constraints on indirect radio 
advertising 
8.1. Introduction to analysis of constraints on indirect radio advertising 

8.1 This section analyses the competitive constraints imposed by other media on the 
pricing of indirect radio advertising as well as other external constraints faced by 
suppliers of indirect radio advertising airtime. This report does not attempt to reach a 
view on the scope of the relevant market for indirect radio advertising. A view on the 
product and geographic scope of the relevant market would need to be formed by 
taking account of the specific facts or circumstances of the particular case at hand.   

8.2 The conclusions contained in this report are intended to constitute Ofcom’s starting 
point position in cases where an understanding of the competitive constraints faced 
by indirect radio advertising is required - whether in the context of a complaint, 
dispute, market review or in providing submissions to the OFT in relation to mergers.  

8.3 In order to identify and quantify the strength of the competitive constraints imposed 
by other media on the pricing of indirect radio advertising Ofcom has carried out a 
SSNIP test type analysis. As described in section 6.2, price and quantity data is not 
available in a sufficiently consistent format from the market. Therefore Ofcom 
commissioned a survey to collect qualitative and quantitative evidence to enable an 
assessment of the extent to which indirect radio advertising is constrained by other 
media. The survey sought to understand how the media mix is decided, how price is 
determined, factors explaining historical changes to the media mix and past reactions 
to changes in radio prices, as well as responses to a SSNIP test type question. 

8.4 This analysis has focused on the scope for substitutability between different media 
from a demand-side perspective. Ofcom’s view regarding supply-side substitution in 
radio advertising was discussed in Section 7.1.  

8.2. Survey SSNIP question 

8.5 In the quantitative phase of market research, media buying agencies were asked 
how they would respond to the following question: 

“Thinking about this hypothetical scenario in relation to your 
agency’s media expenditure over the last 12 months – and with the 
aim of trying to establish a general rule – which of the following 
options best describes how your agency would have reacted if the 
cost of buying radio had increased by 5%65 a year ago?” 

8.6 Respondents fell into the following sub-categories: 

8.6.1 agencies that maintain radio spend (and get fewer impacts); 

8.6.2 agencies that increase radio spend (i.e. fully absorbing the 5% price 
increase and receiving the same number of impacts); and 

                                                 
65 Respondents were asked how they would react to a 5% and 10% price increase. The order in 
which the price rises were presented alternated across respondents. 
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8.6.3 agencies that switch at least some of their radio spend away from radio: 

8.6.4 to a “direct substitute” (i.e. an immediate reallocation to an identified 
alternative media or media mix); 

8.6.5 “back into the pot” (i.e. a proportion of budget withdrawn from radio and 
reallocated in due course); 

8.6.6 to an “unknown direct substitute” (i.e. an immediate reallocation to an 
unidentified alternative media or media mix). 

8.7 Agencies that switched some of their spend to a direct substitute could switch all their 
spend to one media (e.g. TV only) or to a range of media (e.g. a proportion of spend 
switched to TV, a proportion to internet, etc). 

8.3. Key points from survey responses 

8.8 The survey responses to the SSNIP test question are shown in Table 12 below.  

Table 12: Survey responses to indirect radio advertising SSNIP test question 
(weighted)66 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Base: all agencies 
 
8.9 A few key points should be noted:  

8.9.1 no agencies said that they would fully absorb the price rise and increase 
radio spend; 

8.9.2 most agencies said they would switch at least some budget away from 
radio while some said they would maintain their initial level of spend on 
radio (acquiring fewer impacts); 

8.9.3 the budget taken away from radio by agencies that switch to an identified 
direct substitute was allocated to a range of alternative media (i.e. TV, 
internet, press, outdoor, cinema) individually or in combination; and 

                                                 
66 Section 6.1 explains how the results from the survey have been weighted. 
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8.9.4 a significant proportion of budget taken away from radio by agencies was 
switched “back into the pot” or switched directly to an unknown alternative 
media or media mix. The constraint imposed by this switching can’t be 
attributed to any individual media. This is discussed further below. 

8.4. Interpretation of categories of respondents 

8.10 Ofcom has interpreted the impact of the different categories of respondent on the 
hypothetical monopolist’s profitability as follows. 

8.11 Those agencies that maintain their radio spend (and get fewer impacts) in 
response to the price increase are considered to have no impact on the profitability of 
the hypothetical monopolist under a zero marginal cost assumption.67 They generate 
cost savings when this assumption is relaxed. 

8.12 Those agencies that increase their radio spend would be profitable to the 
hypothetical monopolist.68 However, it should be noted that no agencies said that 
their response to the price increase would be to increase their radio spend. 

8.13 Within the category of agencies that switch some radio budget away, some are 
considered to place a competitive constraint on the pricing of indirect radio 
advertising but others are not. 

8.14 Agencies that switch some radio budget to a known direct substitute are 
considered to constrain the hypothetical monopolist for the purpose of the SSNIP test 
analysis as they place a direct competitive constraint on radio that can be identified 
and measured.  

8.15 Agencies that switch to an “unknown direct substitute” and those that place 
switched radio budget “back into the pot” are not considered as part of the 
SSNIP test analysis of competitive constraints as the constraint imposed by this 
switching can’t be attributed to any particular media.  

8.16 Further, the constraint on the hypothetical monopolist from agencies that place 
switched radio budget “back into the pot” does not arise from a direct competitive 
constraint, but from agencies’ decision to ‘stop buying radio’. Therefore these 
agencies are not considered to constrain the hypothetical monopolist for the purpose 
of the SSNIP test analysis of competitive constraints. These agencies however would 
affect the overall own-price elasticity of demand for indirect radio advertising.  

8.17 The proportion of the budget that is kept in radio by agencies that switch some 
radio budget away can be profitable to the hypothetical monopolist (if the radio 
budget is increased, or if less impacts are purchased and initial radio budget is 
maintained under a positive marginal cost assumption (i.e. cost savings would be 
achieved in this case)) or neutral (if less impacts are purchased and initial radio 
budget is maintained under a zero marginal cost assumption (i.e. there is no change 
in revenue and no offsetting cost savings)). Assumptions made regarding the 
proportion of the budget that is kept in radio by agencies that switch some radio 
budget away are further discussed in paragraphs 8.23 to 8.26 below. 

                                                 
67 These agencies have a unit elastic own price elasticity of demand for indirect radio advertising 
airtime. 
68 These agencies have an inelastic own price elasticity of demand for indirect radio advertising 
airtime. 
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8.5. Methodology for analysing competitive constraints 

8.18 As explained in section 6.1, from a theoretical point of view, one would approach the 
issue of market definition by conducting successive SSNIP tests until the smallest 
group of products on which a hypothetical monopolist could profitably raise prices is 
identified. However, this approach is difficult to apply in practice, as it would require 
the SSNIP test question to be repeated to interviewees possibly several times. It was 
difficult already for agencies to answer the initial hypothetical indirect radio 
advertising SSNIP test question that was put to them in the survey (i.e. imagining a 
price increase across all radio group sales houses and radio stations). Therefore 
conducting successive SSNIP tests to incrementally add candidate substitute 
products to the relevant product market would not have been feasible. As explained 
in section 6.1, Ofcom’s analysis has sought to identify what alternative media appear 
to pose the strongest competitive constraint on indirect radio advertising. Ofcom’s 
analysis does not address the issue of product market definition.  

8.19 Given these limitations, Ofcom has explored different approaches to analysing the 
competitive constraints imposed by different media on the price of indirect radio 
advertising. Ofcom considered that a combinatorial approach would be suitable. 
Under such an approach Ofcom would analyse whether the constraint imposed by 
different combinations of alternative media would constrain the pricing of indirect 
advertising. Ofcom has adopted two different combinatorial approaches: 

8.19.1 collective constraint: Ofcom has analysed whether switching away to all 
identified media taken together is sufficient to constrain the price of indirect 
radio advertising; and 

8.19.2 pairwise comparison: Ofcom has analysed whether switching away to 
single identified media is sufficient to constrain the price of indirect radio 
advertising. 

8.20 The following paragraphs describe each of these approaches in detail. 

Collective constraint 

8.21 Figure 2 below shows which categories of respondents are considered profitable 
(green background), unprofitable (red background) or neutral (clear background) for 
the SSNIP test analysis under the collective constraint approach, in the absence of 
cost savings. 
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Figure 2: Profitability of different categories of SSNIP test respondents under the 
collective constraint approach, in the absence of cost savings 
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8.22 The net profitability under the “collective constraint” methodology for the 5% SSNIP 

test is calculated as: 

8.22.1 the gain in revenue from agencies that increase radio spend (calculated 
as their total 2005 radio spend*5%)69; 

plus 

8.22.2 the gain in revenue from the proportion of the budget of agencies that 
switch some radio budget away which is kept in radio (calculated as the 
proportion of their budget kept in radio which increases* 5%)  

minus 

8.22.3 the loss in revenue from the total budget switched to all identified media 
(i.e. TV, internet, press, cinema and outdoor).  

8.23 For the second element above, an assumption is made as to what proportion of the 
budget not switched away (by agencies who switch at least some budget away) 
increases spend in order to maintain impacts acquired (as opposed to getting fewer 
impacts). This is assumed to vary between 0%-100%. This is because the agency is 
making a decision on behalf of a portfolio of clients that may exhibit heterogeneous 
preferences for indirect radio advertising. Some advertising clients may increase their 
radio spend if radio is a particularly effective medium for achieving their campaign 
objectives while other advertising clients may decide to switch some or all of their 
radio spend away. Therefore, the proportion of budget not switched away (by 
agencies who switch at least some away) may be interpreted as a proxy measure for 
the proportion of clients within an agency’s portfolio that decide to increase their radio 
spend following the SSNIP.70However, it is reasonable to assume that the proportion 
of budget not switched which increases spend is small for two reasons. 

                                                 
69 Note that, in practice, no agencies said they would increase their radio spend. 
70 It may be that even if a proportion of clients within an agency’s portfolio decide to increase their 
radio spend, the value of radio spend switched away by that agency may outweigh the increase in 
radio spend from those clients, leading to an overall reduction in radio budget for that agency. 
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8.24 First, in the indirect radio advertising survey, no agencies said that their agency’s 
response would be to increase the radio budget. Those agencies that said that they 
would switch at least some budget away were not asked systematically whether the 
proportion of their budget that stays in radio would have experienced an increase in 
radio spend or would simply have obtained fewer impacts. However some agencies 
offered this information:  

8.24.1 at the 5% SSNIP, the budget kept in radio by agencies who switched some 
budget away represented 72% of total pre-SSNIP radio budget for those 
agencies. Of that 72%, 4% of budget would have increased radio spend, 
whilst 35% would have obtained fewer impacts; how the remaining 33% of 
budget would have responded was not stated; and 

8.24.2 at the 10% SSNIP, the budget kept in radio by agencies who switched 
some budget away represented 61% of total pre-SSNIP radio budget for 
those agencies. Of that 61%, 4% would have increased radio spend, whilst 
32% would have obtained fewer impacts; how the remaining 23% of budget 
would have responded was not stated. 

8.25 Second, as discussed in paragraph 8.23 above, an agency’s spend is composed of 
the spend of different clients. A client that switches a proportion of its budget away 
will not be expected to increase its radio spend on the proportion of the budget that is 
kept with radio, but rather to maintain the spend and get fewer impacts. A client that 
does not switch its spend away from radio at all may choose to increase radio spend 
(although it may also maintain spend and get fewer impacts).  

8.26 Therefore, in its analysis Ofcom has calculated the net profitability of the SSNIP test 
assuming that at least a proportion of the budget not switched away (by agencies 
that switch some budget away) is increased to allow for the possibility that those 
clients who do not switch any budget away at all increase their radio spend. 
However, for the reasons set out above, the proportion of the budget not switched 
away (by agencies that switch at least some budget away) that increases is likely to 
be small. 

Pairwise approach 

8.27 In the pairwise approach, Ofcom has analysed the constraint imposed by each single 
media separately (e.g. TV) in two ways: 

8.27.1 pairwise approach – less profitable case 

8.27.2 pairwise approach – more profitable case 

8.28 The approach followed under each of these is described in turn. 

Pairwise approach – less profitable case 

8.29 The following paragraphs describe the analysis that has been undertaken to test 
whether TV places a competitive constraint on indirect radio advertising under the 
less profitable case. The same analysis has been repeated for each other media to 
which respondents to the survey stated that they would switch some budget to. 

8.30 Under the pairwise less profitable case  approach, a gain in revenue for the 
hypothetical monopolist is only calculated from: 
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8.30.1 agencies that increase radio spend; and 

8.30.2 the proportion of budget not switched away by agencies who switch some 
budget to the single media under analysis (e.g. TV). 

8.31 Figure 3 below shows which categories of respondents would be considered 
profitable (green background), unprofitable (red background) or neutral (clear 
background), in the absence of cost savings. 

Figure 3: Profitability of different categories of SSNIP test respondents under pairwise 
less profitable case approach, in the absence of cost savings 
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8.32 The net profitability under the “pairwise less profitable case” methodology for the 5% 
SSNIP test is calculated as: 

8.32.1 the gain in revenue from agencies that increase radio spend (calculated 
as their total 2005 radio spend*5%)71; 

plus 

8.32.2 the gain in revenue from the proportion of the budget of agencies that 
switch some radio budget to TV which is not switched away from radio 
(calculated as their total budget not switched away from radio which 
increases * 5%); 

minus 

8.32.3 the loss in revenue from the total budget switched to TV.  

8.33 For the second element above, an assumption is made as to what proportion of the 
budget not switched away (by agencies who switch at least some) increases in 
response to the price rise in order to maintain impacts acquired. This is assumed to 
vary between 0%-100%. However, for the reasons set out in paragraphs 8.23 to 
8.26, that proportion is likely to be small. 

Pairwise approach – more profitable case 

8.34 The following paragraphs describe the analysis that has been undertaken to test 
whether TV places a competitive constraint on indirect radio advertising under the 
more profitable case. The same analysis has been repeated for each other media to 
which respondents to the survey stated that they would switch some budget to. 

                                                 
71 Note that, in practice, no agencies said they would pay the price increase. 
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8.35 Under the pairwise more profitable case approach, a gain in revenue to the 
hypothetical monopolist is calculated from: 

8.35.1 agencies that increase radio spend; and 

8.35.2 the proportion of budget not switched away by all agencies who switch 
some budget away from radio. 

8.36 Figure 4 below shows which categories of respondents would be considered 
profitable (green background), unprofitable (red background) or neutral (clear 
background), in the absence of cost savings. 

8.37 In this scenario the total gain in revenue to the hypothetical monopolist is larger than 
in the previous case and hence the SSNIP test is more profitable.  

8.38 Note that the example below relates to the assessment of whether TV places a 
competitive constraint on indirect radio. A similar reasoning has been followed to test 
whether other specific media place a competitive constraint on indirect radio. 

Figure 4: Profitability of different categories of SSNIP test respondents under pairwise 
more profitable case approach, in the absence of cost savings 
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8.39 The net profitability under the “pairwise more profitable case” methodology for the 5% 

SSNIP test is calculated as: 

8.39.1 the gain in revenue from agencies that increase radio spend (calculated 
as their total 2005 radio spend*5%)72; 

plus 

8.39.2 the gain in revenue from the proportion of the budget of agencies that 
switch some radio budget away from radio which is not switched away 
(calculated as their total budget not switched away from radio which 
increases * 5%);  

minus 

8.39.3 the loss in revenue from the total budget switched to TV.  
                                                 
72 Note that, in practice, no agencies said they would increase their radio spend. 
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8.40 For the second element above, an assumption is made as to what proportion of the 
budget not switched away (by agencies who switch at least some) increases in 
response to the price rise in order to maintain impacts acquired. This is assumed to 
vary between 0%-100%. However, for the reasons set out in paragraphs 8.23 to 
8.26, that proportion is likely to be small. 

Advantages and disadvantages of each methodology 

8.41 Table 13 below summarises each methodology and their advantages and 
disadvantages. 
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Table 13: Summary of methodologies 
 

 

 

 

 

 

 

 

 

 

 

 

*At the 10% SSNIP the bases are: TV (5 agencies, £81m initial radio spend); internet (4 agencies, 
£79m initial radio spend); press (4 agencies, £74m initial radio spend); outdoor (2 agencies, £32m 
initial radio spend); cinema (1 agency, £31m initial radio spend).   

*At the 5% SSNIP the bases are: TV (3 agencies, £45m initial radio spend); internet (2 agencies, 
£36m initial radio spend); press (3 agencies, £43m initial radio spend); outdoor (1 agency, £31m initial 
radio spend); cinema (1 agency, £31m initial radio spend). 

8.6 Methodology for analysing cost savings 

8.42 As a result of some budget switching away from radio or the purchase of fewer 
impacts, the hypothetical monopolist might be able to avoid some costs. Cost 
savings would have a positive impact on the profitability of a SSNIP. 

8.43 For the purpose of this analysis, it is assumed that a proportion of the hypothetical 
monopolist’s budget is sold through its own sales house, and another proportion sold 
through third party sales houses. This proportion reflects the current split in the 
industry73. It could however be the case that a hypothetical monopolist would own its 
own sales house, such that 100% of the indirect radio advertising revenue would be 
accounted for by sales through its own sales houses. 

8.44 It is assumed that when sales are made through the hypothetical monopolist’s sales 
house, the following types of cost might be avoided by the vertically integrated 
hypothetical monopolist indirect radio advertising supplier: 

8.44.1 sales house staff salary costs (assumed to be a positive function of the 
number of impacts sold); and 

                                                 
73 Ofcom analysis suggests that approximately 90% of total indirect radio advertising revenue is 
accounted for by sales through own sales houses, whilst 10% is accounted for by sales through third 
party sales houses. 
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8.44.2 sales staff commissions (revenue related). 

8.45 When sales are made through third party sales houses, it is assumed that the only 
type of cost affected (for the purpose of the profitability of the hypothetical monopolist 
radio advertising supplier) is the commission paid to the third party sales house, 
which is revenue related. 

8.46 The hypothetical monopolist is also assumed to save royalty fees and Ofcom licence 
fees, which are revenue related costs, on any advertising revenue foregone following 
the SSNIP. As in the direct radio advertising analysis, we assume that the total cost 
to the hypothetical monopolist associated with licence and royalty fees amounts to 
11.5% of total radio advertising revenue (see paragraph 7.79). 

8.47 We have calculated cost savings from: 

8.47.1 budget switched away: in this case cost savings are achieved as a result of 
saved staff salary costs, saved staff commission and saved third party 
sales house commission; and 

8.47.2 budget which maintains spend, gets less impacts: in this case cost savings 
only arise from reduced staff salary costs. Sales staff commission and third 
party sales house commission do not vary as they are revenue related. 

8.48 These cost savings are net of cost increases resulting from the proportion of the 
budget which increases in response to the price rise (for agencies that switch some 
budget away), which will face higher revenue related sales staff commission, third 
party sales house commission, royalty fees and licence fees. 

8.49 Annex 8 contains more detail on the calculation of these cost savings. 

8.7. Results from SSNIP test analysis of competitive constraints 

8.50 The results from applying each methodology to the survey data are discussed in turn. 
This analysis is based on the weighted data from the survey. A description of the 
methodology adopted for weigthing the data can be found in section 6.4.  

8.51 Each table below shows: 

8.51.1 the net profit change resulting from the price increase expressed as a 
proportion of the total pre-SSNIP indirect radio spend; and 

8.51.2 the proportion of the budget not switched away (by agencies that switch 
some budget away) that would need to increase the radio spend in 
response to the price increase for the results to be overturned (i.e. for the 
SSNIP test to be profitable to the hypothetical monopolist). 

Collective constraint 

8.52 Table 14 below shows the collective constraint imposed by all identified media taken 
together. 
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Table 14: Constraint on hypothetical monopolist from all identified media 
 
 
 
 
 
 
 
 
 
 
 
 
 

8.53 At the 10% price increase, the price increase is always unprofitable. At 5% the price 
increase would only be profitable if more than 93% of budget not switched by 
agencies that switch away partially (or 91% if cost savings are taken account of) 
increases the spend on radio.  

8.54 For the 5% SSNIP result to be overturned, it would be necessary that a large 
proportion of budget not switched away from radio increases the radio spend. 
However, for the reasons set out in paragraphs 8.23 to 8.26, that proportion is likely 
to be small. 

8.55 On this basis, it appears that the price of indirect radio advertising is constrained 
overall by aggregate switching to a range of different identified media (but we cannot 
conclude whether any individual media is a sufficiently strong competitive constraint 
based on this methodology). 
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8.56 Table 15 below show the results of the SSNIP test under the pairwise less profitable 
case approach for the 5% and 10% price increase. Note that each row shows the 
results of repeating the analysis described above for each media separately. 
Therefore, the first line shows the constraint imposed by switching to press; the 
second line shows the constraint imposed by switching to TV; etc.  

8.57 As noted above, the sample base for this methodology is smaller than in the other 
two, so results should be treated with caution. 

8.58 Table 15 below shows the constraint imposed by each identified media in the less 
profitable case. 
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Table 15: Constraint on hypothetical monopolist from each identified media – less 
profitable case 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
8.59 The following points should be noted: 

8.59.1 the 5% price increase is always unprofitable in respect of TV, online and 
press; 

8.59.2 the 10% price increase is always unprofitable in respect of TV and online; 

8.59.3 for press, the 10% SSNIP would only be profitable if more than 80% of 
budget not switched away (or 78% taking account of cost savings) 
increased the spend in radio; and 

8.59.4 for outdoor and cinema, the results are overturned with a lower proportion 
of budget not switched increasing the spend in radio. 

8.60 For the press results to be overturned at the 10% SSNIP (they cannot be overturned 
at the 5% level), it would be necessary that a relatively large proportion of budget not 
switched (by agencies who switch some budget away) increases the spend on radio 
following the price rise. However, for the reasons set out in paragraphs 8.23 to 8.26, 
that proportion is likely to be small. Therefore, it appears on balance that the pricing 
of indirect radio advertising is constrained by TV, online and press under this 
methodology. 

-1.1%-2.7%-0.1%-0.7%TV – cost savings

100%0%100%0%

-1.3%-3.2%-0.2%-0.9%TV – no cost savings

100%0%100%0%

0.6%0%-0.1%0.4%0%-0.1%Outdoor – cost savings

100%12%0%100%13%0%

0.7%0%-0.1%0.4%0%-0.1%Outdoor – no cost savings

100%14%0%100%18%0%

-0.1%-1.6%-0.3%-0.8%Online – cost savings

100%0%100%0%

-0.1%-1.9%-0.4%-0.9%Online – no cost savings

100%0%100%0%

0.3%0%-1.2%-0.6%-1.1Press – cost savings

100%78%0%100%0%

0.3%0%-1.4%-0.7%-1.3%Press – no cost savings

100%80%0%100%0%

100%11%0%100%13%0%

0.4%

0.4%

100%

5% SSNIP

0%

0%

18%

-0.1%

-0.1%

0%

% of budget not switched which increases 
radio spend (all agencies who switch some 

away)

% of budget not switched which increases radio 
spend (all agencies who switch some away)

Net profit change (as a % of pre-
SSNIP radio budget)

10% SSNIP

-0.1%

-0.1%

0%

0%

0%

13%

Cinema – cost savings

Cinema – no cost savings

0.6%

0.7%

100%

-1.1%-2.7%-0.1%-0.7%TV – cost savings

100%0%100%0%

-1.3%-3.2%-0.2%-0.9%TV – no cost savings

100%0%100%0%

0.6%0%-0.1%0.4%0%-0.1%Outdoor – cost savings

100%12%0%100%13%0%

0.7%0%-0.1%0.4%0%-0.1%Outdoor – no cost savings

100%14%0%100%18%0%

-0.1%-1.6%-0.3%-0.8%Online – cost savings

100%0%100%0%

-0.1%-1.9%-0.4%-0.9%Online – no cost savings

100%0%100%0%

0.3%0%-1.2%-0.6%-1.1Press – cost savings

100%78%0%100%0%

0.3%0%-1.4%-0.7%-1.3%Press – no cost savings

100%80%0%100%0%

100%11%0%100%13%0%

0.4%

0.4%

100%

5% SSNIP

0%

0%

18%

-0.1%

-0.1%

0%

% of budget not switched which increases 
radio spend (all agencies who switch some 

away)

% of budget not switched which increases radio 
spend (all agencies who switch some away)

Net profit change (as a % of pre-
SSNIP radio budget)

10% SSNIP

-0.1%

-0.1%

0%

0%

0%

13%

Cinema – cost savings

Cinema – no cost savings

0.6%

0.7%

100%

-1.1%-2.7%-0.1%-0.7%TV – cost savings

100%0%100%0%

-1.3%-3.2%-0.2%-0.9%TV – no cost savings

100%0%100%0%

0.6%0%-0.1%0.4%0%-0.1%Outdoor – cost savings

100%12%0%100%13%0%

0.7%0%-0.1%0.4%0%-0.1%Outdoor – no cost savings

100%14%0%100%18%0%

-0.1%-1.6%-0.3%-0.8%Online – cost savings

100%0%100%0%

-0.1%-1.9%-0.4%-0.9%Online – no cost savings

100%0%100%0%

0.3%0%-1.2%-0.6%-1.1Press – cost savings

100%78%0%100%0%

0.3%0%-1.4%-0.7%-1.3%Press – no cost savings

100%80%0%100%0%

100%11%0%100%13%0%

0.4%

0.4%

100%

5% SSNIP

0%

0%

18%

-0.1%

-0.1%

0%

% of budget not switched which increases 
radio spend (all agencies who switch some 

away)

% of budget not switched which increases radio 
spend (all agencies who switch some away)

Net profit change (as a % of pre-
SSNIP radio budget)

10% SSNIP

-0.1%

-0.1%

0%

0%

0%

13%

Cinema – cost savings

Cinema – no cost savings

0.6%

0.7%

100%

-1.1%-2.7%-0.1%-0.7%TV – cost savings

100%0%100%0%

-1.3%-3.2%-0.2%-0.9%TV – no cost savings

100%0%100%0%

0.6%0%-0.1%0.4%0%-0.1%Outdoor – cost savings

100%12%0%100%13%0%

0.7%0%-0.1%0.4%0%-0.1%Outdoor – no cost savings

100%14%0%100%18%0%

-0.1%-1.6%-0.3%-0.8%Online – cost savings

100%0%100%0%

-0.1%-1.9%-0.4%-0.9%Online – no cost savings

100%0%100%0%

0.3%0%-1.2%-0.6%-1.1Press – cost savings

100%78%0%100%0%

0.3%0%-1.4%-0.7%-1.3%Press – no cost savings

100%80%0%100%0%

100%11%0%100%13%0%

0.4%

0.4%

100%

5% SSNIP

0%

0%

18%

-0.1%

-0.1%

0%

% of budget not switched which increases 
radio spend (all agencies who switch some 

away)

% of budget not switched which increases radio 
spend (all agencies who switch some away)

Net profit change (as a % of pre-
SSNIP radio budget)

10% SSNIP

-0.1%

-0.1%

0%

0%

0%

13%

Cinema – cost savings

Cinema – no cost savings

0.6%

0.7%

100%



Radio Advertising Market Research 
 

63 

Pairwise approach – more profitable case 

8.61 Table 16 below shows the results of the SSNIP test under the pairwise more 
profitable case for the 5% and 10% price increase. Note that each row shows the 
results of repeating the analysis described above for each media. Therefore, the first 
line shows the constraint imposed by switching to press; the second line shows the 
constraint imposed by switching to TV; etc.  

8.62 Table 16 below shows the competitive constraint imposed by each identified media in 
the more profitable case. 

 
Table 16: Constraint on the hypothetical monopolist from each identified media – 
more profitable case 
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spend on radio (or 24% and 29% respectively taking account of cost 
savings); 

8.63.3 for press, the price increase would be profitable only if more than 37% and 
23% of budget not switched (by agencies who switch some) increases the 
spend on radio (or 35% and 21% respectively taking account of cost 
savings); and 

8.63.4 outdoor and cinema would require lower proportions of budget not switched 
(by agencies that switch some) to increase the spend on radio for the price 
increase to be profitable. 

8.64 For the TV, press and online results to be overturned, it would be necessary that a 
relatively large proportion of the budget not switched (by agencies who switch some) 
increases the spend on radio. However, for the reasons set out in paragraphs 8.23 to 
8.26, that proportion is likely to be small. Hence, on balance it appears that the 
pricing of indirect radio advertising is constrained by TV and online under this 
methodology. 

Overall profitability of price increase 

8.65 As discussed above, agencies that place budget “back into the pot” and those who 
switch to an “unknown substitute” have not been taken account of for the analysis of 
the identifiable competitive constraints faced by the hypothetical monopoly supplier of 
indirect radio advertising. However, these agencies will affect the overall profitability 
of a price increase. Therefore, we have also calculated the net profitability to the 
hypothetical monopolist taking account of all switching, including switching to 
unidentified media (i.e. “back into the pot” and unknown media). Results are shown in 
Table 17 below. This approach reflects the own price elasticity of demand faced by 
the hypothetical monopoly supplier of indirect radio advertising and captures all 
constraints in the market (identified and unidentified). 

Table 17: Overall profitability of price increase to hypothetical monopolist 
 

 
 
 
 
 
 

 
8.66 The results shown in Table 17 above indicate that a price increase is unlikely to be 

profitable for the hypothetical monopolist.  

8.8. Additional market research results related to SSNIP test findings 

8.67 This section discusses other survey findings which provide further context for the 
SSNIP test analysis discussed above. The key issues discussed here are:  

8.67.1 the extent to which media buying agencies may exert countervailing buyer 
power vis-à-vis radio group sales houses;  

8.67.2 the survey evidence regarding media buying agencies’ past reactions to 
relative radio advertising price changes; and  
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8.67.3 media buying agencies’ attitudes towards price increases and towards 
alternative media. 

Buyer power 

8.68 It became apparent from the indirect radio advertising research that media buying 
agencies appear to have a degree of countervailing buyer power vis-à-vis radio 
group sales houses. Therefore, in the light of an attempt by radio group sales houses 
to increase prices, it appears that media buying agencies would at least attempt to 
resist and reverse the price increase. This is supported by a number of findings from 
the indirect radio advertising research.  

8.69 First, research indicates that most agency respondents found the SSNIP test 
scenario difficult to engage with on account of it being an unrealistic characterisation 
of the sales house-agency relationship74. According to the evidence, almost all 
agencies found it very hard to imagine a world in which all radio stations and radio 
group sales houses would be able to push through a price rise and sustain it for a 
non-transitory period of time.75 Notwithstanding the hypothetical nature of the SSNIP 
test scenario, the first reaction of most agencies to the SSNIP test question was to 
resist and attempt to reverse the price rise, despite the fact that the rules of the 
scenario stipulated that fighting or negotiating the price rise down was not an 
available option. Reasons given for such a reaction included an objection to an 
increase in the price of indirect radio advertising across all sales houses and the 
objectively unjustifiable nature of the price increase (i.e. the fact that the price 
increase was not reflecting an increase in the cost of supplying or quality of the 
product). In addition, it is the media buying agency’s function to negotiate prices with 
radio sales houses. 

8.70 Second, research suggests that there is a widely held belief that media buying 
agencies currently enjoy the balance of bargaining power in negotiations with sales 
houses and that they have no need to lock into long term deals, which supports the 
trend towards ad-hoc negotiations.76 

8.71 Third, agencies perceived a general trend towards increased competition faced by 
radio, resulting from both the growth in the number of media channels and 
improvements in the offerings provided by competing media channels.77 

8.72 Further evidence of potential countervailing buyer power being exercised by 
agencies is provided below in relation to past agency reactions to attempted 
increases in radio advertising prices. 

Past reactions to price increases 

8.73 According to the research, the consensus view across agencies was that radio 
advertising prices have not shifted significantly over the last few years and hence 
there is limited evidence of actual historical reactions to past changes in the price of 
radio advertising.  

8.74 However, stated reactions by agencies to (i) the recent alleged attempts by one radio 
group sales house to increase the price of indirect radio advertising and (ii) the 

                                                 
74 Supporting document vol 2. 
75 Supporting document vol 2. 
76 Supporting document vol 2. 
77 Supporting document vol 2. 
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strategic shift undertaken by GCap to reduce the number of minutes of advertising 
airtime supplied provide an indication of possible responses to price rises. 
Nevertheless, it should be noted that as these attempted potential price rises were 
not pushed through by all radio stations across the entire market (but just by a single 
radio group sales house), agencies still would have had the option of switching to 
another radio station or cluster of stations. This is different from the SSNIP test 
scenario where price rises would be imposed by all radio group sales houses in the 
market.  

8.75 Research indicates that most agencies said they had not accepted the price 
increases demanded by the radio group sales house and that they have largely 
succeeded in negotiating them back down. Similarly, most agencies also reported 
that they were finding it possible to buy around GCap in London using other radio 
stations or by switching away from radio to other media (although this was harder to 
do outside London).78 This evidence further suggests that media buying agencies 
have some degree of countervailing buyer power capable of constraining the pricing 
of indirect radio advertising79. 

Attitudes towards radio 

Sensitivity towards increases in the cost of radio 

8.76 Research suggests that agencies overall perceive radio to be cost effective 
compared to other media. When asked whether they agreed with this statement, 
agencies provided an average response of 3.9,(on a 1-5 scale where 1 was strongly 
disagree and 5 was agree strongly) with the highest spending agencies agreeing 
most strongly.80  

8.77 Agencies were asked to what extent they would spend more of their budget on other 
types of media if the cost of buying radio increased. The average response was 3.8 
(on a 1-5 scale where 1 was strongly disagree and 5 was agree strongly).81 This 
suggests that agencies would expect to switch some spend away from radio in the 
face of an increase in the price of radio.  

8.78 In contrast to the general view that some radio spend would be switched elsewhere 
in the event of an increase in the price of radio, some agencies also indicated that 
there will always be at least some clients whose needs require the use of radio and 
who will therefore be less price sensitive. For example, a newspaper requiring a short 
turn-around time to promote a weekend scoop (and who can’t advertise elsewhere in 
the press); retailers who have a new store opening; or an organisation that needs to 
communicate to drivers82. When asked whether they agreed that radio is always 
included in the media mix regardless of its cost, the average response provided by 
agencies was 2 (on a 1-5 scale where 1 was strongly disagree and 5 was agree 
strongly), suggesting that in general radio does not appear to be perceived as 
indispensable.83  

                                                 
78 Supporting document vol 2. 
79 Supporting document vol 2. 
80 Supporting document vol 2. 
81 Supporting document vol 2. 
82 Supporting document vol 2. 
83 Supporting document vol 2. 
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Alternative media 

8.79 Research suggests that although other media are generally perceived not to be able 
to exactly replicate the characteristics of radio, a variety of other media are seen as 
acceptable or practical substitutes. The alternative media most commonly mentioned 
by agencies were television, press, online and outdoor.84 Television, online and press 
are also the media that posed the strongest competitive constraint on the pricing of 
indirect radio advertising in the SSNIP test analysis described above.  

8.80 When asked to what extent they agreed that radio is interchangeable with other 
media, the average response given by agencies was 3.7 (on a 1-5 scale where 1 was 
strongly disagree and 5 was strongly agree), suggesting that most agencies consider 
other media as alternatives to radio.85 Research suggests that particular alternative 
media could replace radio under certain circumstances, depending on the specific 
requirements and objectives of the client.86 For example, the digitisation of outdoor 
advertising sites increasingly allows advertisers to target specific dayparts, one of the 
key characteristics of the radio medium. 

Conclusion on additional market research results related to SSNIP test 
findings  

8.81 Evidence from the research supports the findings from the SSNIP test that the pricing 
of indirect radio advertising appears to be constrained. The strong resistance to the 
price rise suggests that agencies may exert a degree of countervailing buyer power 
with respect to radio group sales houses. Anecdotal historical evidence provides 
examples of where an attempted price increase by a radio group sales house may 
have been reversed. While most agencies would switch at least some budget away 
from radio to a range of alternative media in response to an increase in the price of 
indirect radio advertising, there typically are clients within an agency’s portfolio for 
whom radio would still constitute the most suitable medium for meeting their 
requirements and achieving their objectives.  

8.82 The balance of Ofcom’s market research evidence would appear to indicate that 
indirect radio advertising is constrained by demand-side substitution to a range of 
alternative media and by the countervailing buyer power of agencies. 

8.9. Conclusion on constraints on the price of indirect radio advertising 

8.83 The SSNIP test analysis suggests that the pricing of indirect radio advertising is 
collectively constrained by a range of media taken together. The next best 
alternatives, ranked by the degree of the competitive constraint imposed, appear to 
be TV, online and possibly press advertising. This finding is robust to a range of 
sensitivity analyses. It should be noted that this result is different to the findings for 
the direct analysis where press was the major other media cited by switchers. This is 
likely to be correct intuitively in that national advertising campaigns on radio tend also 
to include advertising across many other media, e.g. TV, online and press. Therefore, 
depending on the nature of the campaign and the advertiser’s objectives, reducing 
spend on indirect radio and increasing spend on any one of these alternative media 
could be an option, particularly if it is simply a case of purchasing additional 
commercial impacts for an advert that has already been produced. 

                                                 
84 Supporting document vol 2. 
85 Supporting document vol 2. 
86 Supporting document vol 2. 
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8.84 The research also indicates that a significant proportion of budget taken away from 
indirect radio in response to a relative price rise could not be attributed to any 
individual media. This budget would simply be withdrawn from indirect radio by 
agencies and reallocated in due course following a reassessment of the most 
appropriate media strategy by the agency and/or the advertising client.  

8.85 Ofcom also notes that none of the agencies surveyed said that they would increase 
their expenditure on indirect radio in response to the price rise and, in particular, the 
majority of agencies instinctively responded that they would resist any attempt to 
increase the price of indirect radio and were confident in their assessment that they 
would successfully negotiate the price back down to its initial level. This consensus 
position across the agencies appears to suggest that the agencies may hold a certain 
degree of countervailing buyer power with respect to radio group sales houses. This 
suggests that, even if no single alternative media constituted a sufficiently strong 
competitive constraint on the pricing of indirect radio advertising such that a narrow 
market was defined (i.e. indirect radio advertising only), the ability of radio group 
sales houses to raise prices above competitive levels appears to be limited. Where 
required in the context of a complaint, dispute, market review or provision of 
submissions to the OFT in relation to mergers, any definitive view on the precise 
scope of the relevant product and geographic market would need to be assessed by 
reference to the specific facts and circumstances of the particular case in question. 
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Annex 1 

1 Inclusion of additional gain in revenue 
from partial switchers to other media  
A1.1 As described in paragraph 7.56, this methodology (“partial switcher to any media 

methodology”) takes into account, in addition to the gains listed in section 7.4, the 
gain on sales to partial switchers that switch a proportion of their initial radio 
advertising budget to an alternative media other than press (e.g. outdoor billboards or 
magazines). Such advertisers absorb the SSNIP and increase their spend over a 
proportion of their radio budget and therefore contribute to the net profitability of the 
SSNIP to the hypothetical monopolist, irrespective of the media they partially switch 
to. 

A1.2 The “partial switcher to any media” methodology would overstate the net profitability 
accruing to the hypothetical monopolist and therefore provides, all else being equal, 
a form of upper bound on the profitability of the SSNIP and therefore on the degree 
of competitive constraint imposed by press advertising on direct radio advertising.  

A1.3 Ofcom has calculated the net profitability as: 

1.3.1 the gain in revenue on sales to advertisers who spend more on direct radio 
advertising; 

plus 

1.3.2 the gain in revenue on continued sales to partial switchers to any other media 
including, but not limited to, press (i.e. the x% increase in price is applied to 
the proportion of partial switcher budget that is not transferred to an 
alternative media by partial switchers to any media, including press); 

plus 

1.3.3 the gain in profit from cost savings (if any) achieved as a result of reduced 
advertising sales activity;  

minus 

1.3.4 the loss in revenue from partial and full switchers switching some or all of 
their direct radio advertising budget to press.  

A1.4 The only difference with the “standard” methodology set out in section 7.4 is the 
inclusion in the second term of the gain in revenue on continued sales to partial 
switchers to media other than press. Table A1 below shows the net profitability of the 
SSNIP under the standard and “partial switcher to any media” methodologies. 
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Table A1: Net profitability of a SSNIP to the hypothetical monopolist from switching to 
press under the “standard” and “partial switcher to any media” methodologies87 
 
 
 
 
 
 
 
 
 
 
*expressed as a % of pre-SSNIP total direct radio advertising revenue 
**based on a sample size of 182 direct radio advertisers 
 
A1.5 The net profitability of a SSNIP to the hypothetical monopoly supplier of direct radio 

advertising is negative, regardless of the proportion of direct radio advertising budget 
transferred to any other media by partial switchers.  

                                                 
87 For consistency with the standard methodology, the profitability under the partial switcher to any 
media methodology is expressed as a proportion of the aggregate pre-SSNIP direct radio advertising 
budgets of the full sample of direct radio advertisers. 
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Annex 2 

2 Different values for the average budgets   
A2.1 As explained in paragraph 7.60, due to the fact that we are using sample rather than 

population data, there is a sample error margin associated with the total and average 
direct radio advertising expenditure of all possible sub-categories of respondents. 
This sensitivity therefore tests the robustness of the survey value based results to 
different values for the average direct radio advertising budgets of the different 
categories of respondents defined and listed in section 7.2.  

A2.2 Ofcom has obtained the survey sample error margins by calculating a lower and 
upper bound on the average radio advertising budgets of the different categories of 
respondents (i.e. continuers spending more on radio, continuers spending the same 
on radio, partial switchers and full switchers). The lower and upper bound of the error 
margin on each budget correspond to the lower and upper bounds of the 95% 
confidence interval for the relevant sample of advertiser budgets. For example, the 
lower and upper bound of the error margin on the average budget of "continuers 
spending more" correspond to the lower and upper bound of the 95% confidence 
interval for the average budget spent by the 78 "continuers spending more".  

A2.3 On the basis of the calculated sample error margins, Ofcom has constructed some 
extreme case scenarios: 

2.3.1 more profitable case: the average radio advertising budget of continuers is 
assumed to be high (at the upper bound of the error margin on the average 
direct radio advertising budget for continuers spending more on radio) and the 
average radio advertising budget of switchers to press is assumed to be low 
(at the lower bound of the error margin on the average direct radio advertising 
budget for partial switchers to press). Under this scenario, the competitive 
constraint imposed by press advertising is at the weakest possible, but still 
statistically significant, level; 

2.3.2 central survey case: this scenario corresponds to the use of the radio 
advertising budgets stated in the survey; and 

2.3.3 less profitable case: the average radio advertising budget of continuers is 
assumed to be low (at the lower bound of the error margin on the average 
direct radio advertising budget for continuers spending more on radio) and the 
average radio advertising budget of switchers to press is assumed to be high 
(at the upper bound of the error margin on the average direct radio 
advertising budget for partial switchers to press). Under this scenario, the 
competitive constraint imposed by press advertising is at the strongest 
possible, but still statistically significant, level.  

A2.4 Table A2 below shows the net profitability to the hypothetical monopolist in each of 
these three scenarios: 
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Table A2: Net profitability of a SSNIP to the hypothetical monopolist from switching to 
press under the “more profitable”, survey and “less profitable” cases 
 
 
 
 
 
 
 
 
 
* expressed as a % of pre-SSNIP total direct radio advertising revenue and rounded up to the nearest 
integer percentage point 
**based on a sample size of 182 direct radio advertisers 
 
A2.5 The net profitability of a SSNIP to the hypothetical monopoly supplier of direct radio 

advertising is negative even under the more profitable case and regardless of the 
proportion of direct radio advertising budget transferred to press by partial switchers.  

A2.6 It is important to underline the fact that the “more profitable” and “less profitable” 
cases are extreme cases relying on extreme assumptions.88 They would therefore be 
very unlikely to materialise. The more profitable case does however provide a 
statistically significant upper bound, all else being equal, on the net profitability of the 
SSNIP to the hypothetical monopolist. 

                                                 
88 An indicative analysis of the sample profile in terms of identifiable characteristics (e.g. types of 
advertising purchased, business location, target audience, turnover, etc) shows that those direct radio 
advertisers that switched to press in response to the 10% SSNIP were similar in profile to the entire 
sample of direct advertisers. Although this evidence is only indicative, it suggests that the more 
profitable case is less likely to occur in practice. 
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Annex 3 

3 Different number of partial and full 
switchers 
A3.1 As explained in paragraph 7.64, this sensitivity analysis tests the robustness of the 

base case SSNIP test net profitability results to changes in the switching rate for 
partial and full switchers (i.e. the number of partial and full switchers respectively as a 
proportion of the total number of respondents in the survey sample).  

A3.2 It is assumed that any reduction in the switching rate of partial or full switchers 
(implying a corresponding survey overstatement of switching rates) is balanced out 
by a corresponding increase in the proportion of radio advertisers spending more on 
radio (i.e. “continuers” spending more on radio advertising). This means that, for 
example, a three percentage point decrease in the partial switching rate to press is 
offset by a compensating three percentage point increase in the ”continuers spending 
more” rate. This assumption is conservative because it is possible that a reduction in 
the switching rate could be accompanied by an increase in the proportion of radio 
advertisers spending the same amount on radio advertising by purchasing fewer or 
shorter slots. As explained in paragraph 7.13, under the zero marginal cost 
assumption, those advertisers would have no impact on the profitability of the 
hypothetical monopolist. 

A3.3 The partial switcher rate is varied first holding the full switcher rate constant (i.e. 
equal to the survey full switcher rate), and subsequently the full switcher rate is 
varied holding the partial switcher rate constant (i.e. equal to the survey partial 
switcher rate). 

Varying the partial switcher rate 

A3.4 Chart A1  below shows the net profitability of a 5% SSNIP – on the vertical axis - 
under a range of partial switcher rates – on the horizontal axis - (holding the full 
switcher rate constant) under the more profitable scenario. The profitability under the 
central case and the less profitable case is always negative for any partial switcher 
rate assumed, and is therefore not represented in Chart A1. The vertical dotted line 
represents the upper bound of the error margin on the survey partial switcher rate89, 
and the vertical continuous line represents the survey partial switcher rate. 

 

                                                 
89 The lower bound of the error margin is not shown on the chart as it is zero. 
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Chart A1: Net profitability of a 5% SSNIP to the hypothetical monopolist from 
switching to press under a range of partial switcher rates 
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-10%

-8%

-6%

-4%

-2%

0%

2%

0% 2% 4% 6% 8% 10%

Partial switcher switching rate (%)

N
et

 p
ro

fit
ab

ili
ty

 o
f S

SN
IP

*

Partial switchers (regardless of %
of radio advertising budget
transferred to press) - more
profitable case

survey switching rate

upper bound of survey switching
rate error margin

 
 
* expressed as a % of pre-SSNIP total direct radio advertising revenue 
**based on a sample size of 182 direct radio advertisers 
 
A3.5 Chart A1 above shows that varying the partial switcher rate (holding the full switcher 

survey rate constant) within the limits of the error margin only leads to (negligible) 
profitability in the more profitable case if:  

3.5.1 the partial switcher rate is reduced to less than 2% compared to a survey 
partial switcher rate of over 3%; and 

3.5.2 the price of direct radio advertising increases by 5% (under a 10% price 
increase the SSNIP is always unprofitable). 

A3.6 As explained in paragraph 7.69 above, the more profitable case scenario relies on 
extreme assumptions and it would therefore be very unlikely to materialise. 

Varying the full switcher rate 

A3.7 Chart A2 below shows the net profitability of a 5% SSNIP – on the vertical axis - 
under a range of full switcher rates – on the horizontal axis - (holding the partial 
switcher rate constant), and under the central, more profitable and less profitable 
cases. The vertical dotted lines represent the upper and lower bounds of the error 
margins on the survey full switcher rate, and the vertical continuous line represents 
the survey full switcher rate.  
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Chart A2: Net profitability of a 5% SSNIP to the hypothetical monopolist from 
switching to press under a range of full switcher rates 
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* expressed as a % of pre-SSNIP total direct radio advertising revenue 
**based on a sample size of 182 direct radio advertisers 
 
A3.8 Chart A2 shows that under the 5% SSNIP, varying the full switcher rate (holding the 

partial switcher survey rate constant) within the limits of the error margin only leads to 
profitability:  

3.8.1 under the more profitable case scenario (which is an extreme assumption); 
and 

3.8.2 if the survey full switcher rate overstates actual switching behaviour (i.e. the 
actual full switcher rate would be lower than the full switcher rate implied by 
the survey responses).  

A3.9 Under the central and less profitable cases, the 5% price increase is always 
unprofitable within the limits of the error margin. 

A3.10 Chart A3 below shows the net profitability of a 10% SSNIP – on the vertical axis - 
under a range of full switcher rates – on the horizontal axis - (holding the partial 
switcher rate constant), under the more profitable case only. The central and less 
profitable cases are always unprofitable within the boundaries of the error margin 
under a 10% SSNIP, and are therefore not shown in the chart. The vertical dotted 
line represents the lower bound of the error margin on the survey full switcher rate, 
and the vertical continuous line represents the survey full switcher rate. 
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Chart A3: Net profitability of a 10% SSNIP to the hypothetical monopolist from 
switching to press under a range of full switcher rates 
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* expressed as a % of pre-SSNIP total direct radio advertising revenue 
**based on a sample size of 182 direct radio advertisers 
 
A3.11 The 10% SSNIP is only profitable under the more profitable case when the full 

switcher rate is reduced to approximately 10% or less (depending on the assumption 
regarding the proportion of partial switcher budget transferred to press) compared to 
a survey full switcher rate of approximately 15%.  



Radio Advertising Market Research 
 

77 

Annex 4 

4 Magnitude of price increase imposed 
 
A4.1 As recommended by the OFT in its guidance on the definition of a relevant market90, 

it is conventional to impose a 5-10% non-transitory increase in price when applying 
the SSNIP test. The survey asks how direct radio advertisers would respond to a 5% 
and to a 10% price increase. As explained in paragraph 7.71, Ofcom has conducted 
a sensitivity analysis in order to assess how the net profitability of a SSNIP to the 
hypothetical monopolist would vary if a price increase lying with the 5-10% range but 
other than 5% or 10% were to be applied to the price of direct radio advertising.  

A4.2 Ofcom only undertook this sensitivity under the “partial switcher to any media” 
methodology because under the “standard methodology” the SSNIP test is 
unprofitable with both a 5% and a 10% price increase. Therefore assuming a 
reasonably behaved demand function a price rise between 5% and 10% should also 
be unprofitable.  

A4.3 The results of this sensitivity under the “partial switcher to any media” methodology 
and the more profitable case are presented in Chart A4 below (for different 
proportions of budget switched by partial switchers). The profitability under the 
central case and the less profitable case is always negative for any price increase 
between 5% and 10%, and is therefore not represented in Chart A4 below. 

 

                                                 
90  See OFT guideline on market definition for more details – Market Definition: Understanding 
Competition Law, Office of Fair Trading (http://www.oft.gov.uk/NR/rdonlyres/972AF80C-2D74-4A63-
84B3-27552727B89A/0/OFT403.pdf). 
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Chart A4: Net profitability of a range of SSNIPs to the hypothetical monopolist from 
switching to press under the “partial switcher to any media” methodology 
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A4.4 Chart A4 above shows that a positive net profitability under the “partial switcher to 

any media” methodology only arises:  

4.4.1 where the SSNIP price increase is less than 7% and partial switchers are 
assumed not to switch any budget away from radio (i.e. top line in chart A4 – 
partial switchers transfer 0% of their direct radio advertising budget); and 

4.4.2 where the SSNIP price increase is less than 6% and partial switchers are 

4.4.3 assumed to switch 50% of their radio advertising budget away from radio (i.e. 
second line in chart A4 – partial switchers transfer 50% of their direct radio 
advertising budget). 

A4.5 It should be noted in addition that, as discussed in paragraph 7.69 above, the more 
profitable case is an extreme case that is unlikely to materialise. 
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Annex 5 

5 Inclusion of cost savings from reduced 
royalty and licence fee payments 
A5.1 As described in paragraph 7.76, radio stations incur two sets of costs that are levied 

as a fixed proportion of the net broadcasting revenue (‘NBR’) they generate (where 
net broadcasting revenue is composed of net advertising revenue and net 
sponsorship revenue): 

5.1.1 the annual Ofcom licence fee; and 

5.1.2 a set of royalty payment fees. 

A5.2 The annual Ofcom licence fee is charged to licensed radio station operators and is 
calculated as a percentage of qualifying revenue.91 There are three different rate 
bands. For conservativeness and to reflect the fact that the licence fee is being 
applied to a hypothetical monopolist comprising an aggregation of individual radio 
stations, it is assumed that the highest rate of 0.675% (corresponding to an NBR of 
£5million or above) is payable. 

A5.3 Radio stations are charged a set of royalty fees by the following collecting societies: 

5.3.1 the PRS (Performing Rights Society) is a body that collects royalties in 
respect of music played by radio stations for artists and composers. It is 
assumed that the hypothetical monopolist is charged the highest rate of 
5.25% of NBR; 

5.3.2 the PPL (Phonographic Performance Ltd) is a body that collects royalties in 
respect of music played by radio stations on behalf of record companies. It is 
assumed that the hypothetical monopolist is charged the highest rate of 5% of 
NBR; and 

5.3.3 the MCPS (Mechanical Copyright Protection Society) is a body that collects 
royalties in respect of music played by radio stations, specifically jingles and 
music used in adverts. It is assumed that the hypothetical monopolist is 
charged the highest rate of 0.63% of NBR. 

A5.4 Overall therefore, it is assumed that the royalty fees taken together account for 
10.88% of the hypothetical monopolist’s total advertising revenue. 

A5.5 Table A3 below summarises the assumptions made regarding licence and royalty 
fees: 

 

                                                 
91 For more details see table 12 on page 13 of Ofcom’s Tariff Table 2005/06 issued on the 31st March 
2005 (http://www.ofcom.org.uk/consult/condocs/socp/tariff/tariff_2005_06.pdf). 
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Table A3: Ofcom licence and royalty fee assumptions 
 
 
 
 
 
 
 
 
 
NBR is net broadcasting revenue 
 
A5.6 This sensitivity analysis assumes that the total cost to the hypothetical monopolist 

associated with licence and royalty fees amounts to 11.555% of total advertising 
revenue. As this charge is directly proportional to the total level of advertising 
revenue generated by the hypothetical monopolist, any loss in net revenue following 
the SSNIP will result in a cost saving in the shape of reduced licence and royalty fees 
and any increase in revenues following the SSNIP will result in additional costs being 
payable.  

A5.7 This analysis shows that the cost savings associated with reduced licence and 
royalty payments are relatively low. They account for circa only 12% of the total cost 
savings required for the hypothetical monopolist to breakeven. Table A4 shows that 
the reduction in the (negative) profitability of the SSNIP when these cost savings are 
included is small.  

Table A4: Net profitability of a SSNIP to the hypothetical monopolist from switching to 
press, inclusive of cost savings associated with reduced licence and royalty fees 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*expressed as a % of pre-SSNIP total direct radio advertising revenue and rounded up to the nearest 
integer percentage point 
**based on a sample size of 182 direct radio advertisers 
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Annex 6 

6 Inclusion of cost savings from reduced 
advertising sales activity 
A6.1 As discussed in paragraph 7.87, the methodology Ofcom has adopted for testing the 

robustness of the base case SSNIP test results to the inclusion of cost savings 
associated with reduced advertising sales staff costs consists of:  

6.1.1 calculating the Average Avoidable Cost (‘AAC’) per 30 second slot required 
for the hypothetical monopoly supplier of direct radio advertising to breakeven 
(i.e. the AAC per 30 second slot required to overturn the base case SSNIP 
test results or ‘critical AAC’); 

6.1.2 estimating  the actual AAC per 30 second slot; and 

6.1.3 comparing the critical AAC with the estimated actual AAC – if the estimated 
actual AAC falls short of the critical AAC, then it can be concluded that the 
cost savings achieved are not sufficiently large to overturn the base case 
SSNIP test results. 

A6.2 Each of the three stages of the proposed methodology is discussed in detail below. 

Calculation of critical average avoidable cost  

A6.3 The base case SSNIP test model allows the calculation of the cost savings required 
for the hypothetical monopoly supplier of direct radio advertising to breakeven (this 
value of cost savings corresponds to the level of losses incurred following the 
application of the SSNIP but before the inclusion of any cost savings achieved as a 
direct result of a reduction in the volume of advertising sales). If the total avoidable 
cost savings actually achieved exceed this critical level of cost savings then the base 
case SSNIP test results are overturned. It is then possible to calculate the critical 
AAC of supplying an advertiser. This is the ratio of the critical level of total avoidable 
cost savings to the number of partial and full switchers.92  

A6.4 The formula used to calculate the critical AAC of supplying an advertiser is set out 
below: 

 

                                                 
92 The denominator of this ratio is a weighted average of full and partial switchers. Full switchers are 
assigned a weighting of one while partial switchers are assigned a weighted between 0 and 1 
(corresponding to the assumption on the proportion of direct radio advertising budget transferred to 
press by partial switchers) to reflect the fact that partial switchers are likely to generate fewer cost 
savings than full switchers.  
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AACACRI = TCSCRI / FS+(X%*PS)  

 where : 
• AACACRI is the critical average avoidable cost of supplying an advertiser; 
• TCSCRI is the critical total cost savings; 
• FS is the number of full switchers to press; 
• PS is the number of partial switchers to press; and 
• X% is the proportion of radio advertising budget transferred by partial switchers to 

press. 
 
A6.5 Adopting a measure for the volume of advertising airtime supplied (i.e. a 30 second 

slot) allows the calculation of the AAC per unit of advertising airtime (instead of the 
AAC per advertiser) required for the hypothetical monopolist to breakeven (i.e. the 
critical AAC per 30 second slot). According to the Radio Advertising Bureau (‘RAB’), 
the average radio advertising campaign purchased directly is composed of around 20 
‘30 second slots’ per week broadcast over a period of around one month.93 Such a 
campaign would therefore consist of around 90 ‘30 second slots’ on average. 
Dividing the critical AAC per advertiser derived above by the average number of 30 
second slots acquired for a typical direct radio advertising campaign yields the critical 
AAC per 30 second slot. 

A6.6 The formula used to calculate the critical AAC of supplying a 30 second slot is set out 
below: 

 
AACCRI = AACACRI / (ASW * 4.5) 
 
where: 
• AACCRI is the critical average avoidable cost of supplying a 30 second slot; 
• AACACRI is the critical average avoidable cost of supplying an advertiser; 
• ASW is the number of slots per week purchased for an average radio advertising 
campaign; and 
• 4.5 is the average number of weeks per month. 

 
 

A6.7 Once the critical level of AAC savings (in pounds per 30 second slot) required to 
reverse the base case SSNIP test results has been calculated, the next step is to 
compare this critical level to an estimated benchmark measure of the actual AAC of 
supplying a 30 second slot. If the critical level significantly exceeds the estimated 
actual level (i.e. if the estimated actual AAC falls short of the critical level), then it can 
be concluded that the base case SSNIP test results are robust to the inclusion of cost 
savings from reduced advertising sales activity. 

Estimation of actual average avoidable cost 

A6.8 In order to estimate the actual level of AAC per unit of advertising airtime, it is 
necessary to understand which categories of costs incurred by local radio stations 
are directly related to advertising sales activity and would therefore be avoided if the 
degree of such activity were to be reduced. Ofcom has examined a sample of 
commercial radio station licence applications to reach a preliminary assessment of 
the cost categories or sub-categories that are likely to be avoidable.  

                                                 
93 RAB emails dated 23rd and 24th January 2006. 
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A6.9 As discussed above, the Ofcom licence fee and royalty payments are directly related 
to a radio station’s net broadcasting revenue (including direct radio advertising 
revenue) and would therefore decline in proportion to any decrease in direct radio 
advertising revenue. The only category of costs that can reasonably be directly 
attributed to direct radio advertising sales activity is the sub-category of staff costs 
related to advertising sales staff costs. Other cost categories such as engineering, 
premises or marketing costs are more appropriately considered as largely fixed or 
sunk costs and not avoidable costs. 

A6.10 Based on Ofcom data from a sample of 97 commercial radio station licence 
applications submitted since January 2004 (where each of the 97 commercial radio 
station licence applicants submitted annual revenue and cost forecasts and each 
projected positive direct radio advertising revenue), the annual projected advertising 
sales staff costs was on average £134,000 per annum per radio station94.  

A6.11 In order to estimate the AAC of supplying one unit of direct radio advertising airtime 
(i.e. a 30 second slot), the next step is to divide the estimated actual total avoidable 
costs (i.e. the estimated annual advertising sales staff costs per radio station - 
£134,000 per annum per radio station) by the total number of 30 second slots 
supplied on average by a provider of direct radio advertising in a given year. 
According to the RAB, radio stations supply on average 10 minutes per hour of 
advertising airtime with a lower bound of around 5 minutes on average per hour and 
an upper bound of around 13 minutes on average per hour95. Therefore, radio 
stations supply on average 20 ‘30 second slots’ per hour. Aggregating this to a full 
year gives an average of 175,200 ‘30 second slots’ supplied by a radio station per 
year.96 An estimate for the AAC of supplying a 30 second slot is therefore 76 pence 
(i.e. £134,000 divided by 175,200). 

A6.12 The formula used to calculate the estimated actual AAC of supplying a 30 second 
slot: 

 
AAC = TAC / (AMH * 2* 24 * 365) 

 
where:  
• AAC is the estimated actual average avoidable cost of supplying a 30 second slot; 
• TAC is the estimated actual total average avoidable costs per annum (i.e. the 

estimated annual advertising sales staff costs per radio station - £134,000 per annum 
per radio station); and 

• AMH is the average number of minutes per hour of advertising airtime supplied by 
radio stations. 

 
 

                                                 
94 Although this data comes from “new licence” applications, the large majority of new licence 
applications are made by existing radio operators, thus with experience of radio. 
95 RAB emails dated 23rd and 24th January 2006. 
96 Assuming 5 minutes of advertising airtime on average per hour gives 87,600 ‘30 second slots’ per 
year while assuming 13 minutes of advertising airtime on average per hour gives ‘227,760 30 second 
slots’ per year. 
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Comparison of critical average avoidable cost and estimated actual average 
avoidable cost of supplying a 30 second slot 

A6.13 The estimated actual AAC is then compared with the critical AAC. If the estimated 
actual AAC is above 100% of the critical AAC, the SSNIP then becomes profitable 
when cost savings from reduced advertising airtime sales activity are included. 

A6.14 Chart A5 below shows the estimated actual AAC as a proportion of the critical AAC 
of supplying a 30 second slot under the more profitable and central survey cases 
under different assumptions on the number of advertising minutes supplied and after 
the application of the 5% SSNIP. The horizontal line at 100% ‘estimated actual AAC 
as a % of critical AAC level’ shows the point above which the SSNIP becomes 
profitable. The results under the less profitable case are not shown in the chart 
because they are below the central survey case and therefore substantially below the 
100% benchmark at which the SSNIP becomes profitable. 

Chart A5: Estimated actual AAC of supplying a 30 second slot as a proportion of 
critical AAC of supplying a 30 second slot for the 5% SSNIP test 
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A6.15 Chart A5 shows that the 5% SSNIP is unprofitable after the inclusion of cost savings 

under the central survey case and irrespective of the proportion of direct radio 
advertising budget transferred to press by partial switchers. The estimated actual 
AAC is substantially lower than the critical level of AAC required for breakeven (the 
former accounting for less than 5% of the latter).  

A6.16 Under the 5% SSNIP, the inclusion of cost savings makes the price increase 
profitable (i.e. the estimated actual AAC exceeds the level of AAC required to reverse 
the base case SSNIP test results) only if: 
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6.16.1 the more profitable case is assumed (i.e. the weakest possible constraint 
imposed by press advertising and an extreme scenario that is unlikely to 
materialise); 

6.16.2 partial switchers transfer over 20% of their direct radio advertising budget to 
press; and 

6.16.3 it is assumed that the hypothetical monopolist radio station supplies on 
average 10 minutes of radio advertising airtime per hour.  

A6.17 The 10% SSNIP is always unprofitable even after the inclusion of cost savings from 
reduced advertising airtime sales activity. Even under the more extreme assumptions 
(i.e. the more profitable case, partial switchers transferring 100% of their direct radio 
advertising budget to press (thereby maximising cost savings) and an average supply 
of 5 minutes of advertising airtime per hour), the estimated actual AAC does not 
account for more than 14% of the AAC required under the 10% SSNIP for the base 
case SSNIP test results to be reversed. 
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Annex 7 

7 Profitability analysis 
A7.1 This annex describes Ofcom’s high level profitability analysis.  This analysis was 

undertaken with the data that is currently readily available. 

A7.2 Ofcom has calculated return on sales (ROS) as a measure of profitability. There are 
alternative measures which calculate profitability with respect to assets. However, as 
radio is not a very capital intensive business, but rather a sales driven business, ROS 
appeared more appropriate than return on capital employed (ROCE) for this high 
level profitability analysis. 

A7.3 As data on some individual stations that belong to larger radio groups is not 
available, Ofcom has used a combination of aggregate radio group data and 
individual radio station data (where radio group data was not available as well as for 
independent radio stations).97 For those radio groups that undertake radio as well as 
other activities (e.g. Emap), the operating profit and turnover figures used are the 
split relating to radio activities only. Ofcom has sought to gather data for the financial 
period April 2004 – March 2005 for as many radio stations/radio groups as possible. 
For those radio stations/radio groups for which data for this period was not available, 
Ofcom has collected the data for the closest available year end to that financial 
period98. 

A7.4 Data on the profitability of individual lines of business (e.g. direct radio advertising 
only) is not currently available.99 Hence for this high level profitability analysis Ofcom 
has used aggregate profit data (i.e. aggregate profit earned as a result of all radio 
activities, including direct as well as indirect advertising, sponsorship, promotions, 
advertisement production, etc). Ofcom’s analysis is therefore based on the 
assumption that direct radio advertising is not more profitable than other radio 
activities (e.g. indirect radio advertising, sponsorship, etc). 

A7.5 Ofcom has calculated an average ROS for the industry. As different radio 
stations/radio groups have different size (i.e. some represent a larger proportion of 
the direct radio advertising market than others), Ofcom has weighted each radio 
station/radio group profit measure by their share of total direct (or local) radio 
advertising turnover in its sample. If for the same number of impacts/slots one radio 
station charges higher prices for direct advertising than another then by weighting by 
its share of total direct radio advertising turnover its profit measure is given a higher 
weight. 

A7.6 Ofcom has first calculated the industry profitability under a base case, and 
subsequently performed a number of sensitivities to test the robustness of the base 
case to alternative assumptions. 

                                                 
97 For 24 radio stations neither Group nor individual radio station data was available, so those stations 
are excluded from the analysis. We have also excluded other stations where data was incomplete.  
98 The dataset contains operating profit and turnover data with financial year ends ranging from 
December 2002 to September 2005. 
99 Calculating the profitability of individual lines of business (e.g. local radio advertising) typically 
requires complex allocations of those costs that are common across the different lines of business, as 
well as identifying what costs can be directly attributed to the different radio activities. 
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Base case profitability 

A7.7 This base case calculates a weighted average industry ROS based on operating 
profit and turnover. The operating profit figure for radio groups excludes goodwill 
amortisation. Ofcom has not attempted to exclude goodwill amortisation for the 
individual radio stations’ financial data. Most individual radio stations are unlikely to 
have goodwill amortisation; if any individual stations have any goodwill amortisation it 
is likely to be very small.  

A7.8 The weights used to calculate an average industry ROS are each company’s share 
of direct radio advertising revenue in the sample for the period April 04 - March 05. 
Although the financial data for each radio group/radio station does not relate to 
exactly the same financial period, it appeared appropriate to use a single year for 
calculating each radio group/radio station’s share of direct radio advertising revenue, 
to avoid underestimating/overestimating different radio group/radio station’s share as 
a result of annual variations in direct radio advertising revenue.  

A7.9 The base case weighted average industry ROS is 12%. 

Sensitivities 

A7.10 Ofcom has also analysed a number of variations from the base case. These 
sensitivities are described below. 

Sensitivity 1 - Weights relating to same financial year as profit and turnover 
data 

A7.11 This sensitivity adds each company’s direct radio advertising revenue for the financial 
year for which its profit and turnover data is available (which is different for different 
radio stations/radio groups). It then calculates each company’s share of the 
aggregate direct radio advertising revenue, which is used as a weight. The difference 
between the weighted average industry ROS thus obtained and the base case is 
immaterial. 

Sensitivity 2 – profit including group goodwill amortisation 

A7.12 This sensitivity uses the operating profit figure for radio groups including goodwill 
amortisation (as opposed to the base case where goodwill amortisation is excluded 
from the radio group profit). The operating profit figure for individual radio stations is 
the same as in the base case.  

A7.13 The weighted average industry ROS in this sensitivity analysis is 6%. 

Sensitivity 3 – aggregating GWR and Classic Gold Digital Ltd. (CGDL) local 
revenue 

A7.14 GWR and CGDL have an agreement whereby GWR purchases the airtime on  
CGDL’s AM licences acquired from GWR in exchange for a monthly fee. In the data 
available, GWR’s gross broadcasting revenue (‘GBR’) is lower than the turnover in its 
accounts, whilst CGDL’s GBR is higher. Therefore, this sensitivity aggregates the 
turnover and profit of GWR and CGDL.  

A7.15 The weighted average industry ROS in this sensitivity analysis is 12.5% 
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Sensitivity 4 – excluding stations/groups with older financial data 

A7.16 As explained in paragraph Error! Reference source not found., although Ofcom 
has sought to gather data for the financial period April 2004 – March 2005 for as 
many radio stations/radio groups as possible, the dataset contained stations whose 
financial data related to financial year ends prior to or after that period. Therefore this 
sensitivity excludes those radio groups/radio stations whose financial data related to 
financial year ends prior to 1 March 2004 or after 1 March 2005. In practice, this 
means that the financial data of the radio stations/groups included in this sensitivity 
relates to the period March 2003 to March 2005. 

A7.17 The weighted average industry ROS in this sensitivity analysis is 11.9% 

Sensitivity 5 - a different dataset 

A7.18 A different dataset was also available, which included only individual radio station 
data. This dataset excludes about 10% of local revenue which would be included in 
the previous sample, and relies on profit and turnover data from radio stations’ 
management accounts rather than statutory accounts. The total turnover in this 
sample is £432m (excludes national only radio stations), compared to £629m in the 
base case sample. 

A7.19 Using this alternative dataset, the weighted average industry ROS is 15.4%. 

Benchmark profitability 

A7.20 In order to determine whether the estimated average industry profitability appears 
high, such that prices might be expected to be above competitive levels, Ofcom has 
compared the weighted average industry ROS for radio with the ROS of comparable 
companies.  

A7.21 Ofcom’s dataset contains operating profit data for the FTSE 100 companies. Of those 
FTSE 100 companies Ofcom has selected two samples: the first contains those 
FTSE 100 companies with similar risk profile (measured in terms of company equity 
beta) to a sample of radio stations. The second contains those FTSE 100 companies 
with a similar capital intensity (measured as capital expenditure divided by the sum of 
operating and capital expenditure) to media companies. 

FTSE 100 companies with similar risk profile 

A7.22 Ofcom’s data from a small sample of radio stations suggests that equity betas range 
broadly from 1.15 to 1.4. Ofcom has therefore selected those FTSE 100 companies 
with equity betas ranging from 1 to 1.5. Chart A6 below shows the cumulative 
distribution of the selected FTSE 100 companies according to their ROS. 
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Chart A6. ROS cumulative distribution – FTSE 100 companies with equity beta 
between 1 and 1.5 
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 Source: Ofcom analysis 
 
A7.23 Chart A6 shows that 50% of FTSE 100 companies with equity beta between 1 and 

1.5 have a ROS equal to or below 12%, whilst the other half have a higher ROS.   

FTSE 100 companies with similar capital intensity 

A7.24 As highlighted in paragraph Error! Reference source not found., radio is not a very 
capital intensive business. The media companies included in Ofcom’s FTSE 100 
sample had a capital intensity ranging between 0% and 6%. Ofcom has therefore 
selected those FTSE 100 companies in the total sample with capital intensity ranging 
from 0% to 10%. Chart A7 below shows the cumulative distribution of selected FTSE 
100 companies according to their ROS. 

 
Chart A7: ROS cumulative distribution – FTSE 100 companies with capital intensity 
between 0% and 10% 
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A7.25 Chart A7 shows that 50% of FTSE 100 companies with capital intensity ranging 
between 0% and 10% have a ROS equal to or below 12%-13%, whilst the other half 
have a higher ROS.   

Review of profitability analyses in previous cases 

A7.26 Ofcom has also undertaken a review of profitability analyses in competition law cases 
which appeared most relevant to this case: 

7.26.1 Ofcom’s investigation into BT’s retail prices; and 

7.26.2 the OFT’s investigation into classified directory advertising services. 

Ofcom’s investigation into BT’s retail prices 

A7.27 In assessing an appropriate ROS threshold in the context of a margin squeeze 
investigation into BT’s retail prices100, Ofcom considered a variety of comparator 
companies that were expected to provide a reasonable proxy for the normal profit 
that BT’s narrowband metered internet access business may be expected to earn. 
Criteria identified by Ofcom included having a similar function, proportion of bought-in 
services, capital structure and barriers to entry as BT’s narrowband metered 
business. Ofcom comparator companies’ profitability (measured as earnings before 
interest and tax) varied between about less than 2% and 16%. Ofcom’s comparator 
companies’ profitability, as reported in Annex B of the non-confidential version of the 
decision, are shown in Chart A8 below. 

                                                 
100 Ofcom Decision regarding Competition Act 1998 investigation into BT 0845 & 0870 retail price 
change – Suspected Internet Service Provider margin squeeze (August 2004). 
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Chart A8: Return on turnover for some comparator companies, most recent financial 
year available 

 
Source: Ofcom, Annex B of the non-confidential version of the decision  
 
A7.28 Ofcom identified two UK communications service providers with high proportions of 

resale activity, BT Retail and Virgin Mobile, with earnings before interest and tax 
(EBIT) margins of 10.6% and 14.6% respectively for the most recent financial year.  

A7.29 Ofcom also considered other areas of economic activity that involve retail services, 
including major high street retailers and supermarkets. Ofcom considered such 
companies within the FTSE 100 and within the 100 largest private companies in the 
UK. Ofcom noted that retailers and supermarkets have very different capital 
structures to narrowband metered internet access, but their return on turnover 
ranged from 1.5% to 16.8% with an average of 6.1% (weighted by turnover) or 7% 
(unweighted). 

A7.30 Ofcom’s decision also notes that the Monopolies and Mergers Commission (‘MMC’) 
concluded that a return on turnover of 1.5% would be appropriate for BT’s calls-to-
mobiles activity101. In contrast, in its report on Scottish Hydro-Electric plc a return of 
0.5% was adopted102. Ofcom reports that, according to the MMC, the potential for 
competition from new operators and the speed with which it could impact on BT are 
factors which differentiate BT’s calls to mobiles activity from the circumstances of 
Scottish Hydro-Electric. 

                                                 
101 This relates to the MMC report on BT’s charges for calls from its subscribers to phones connected 
to the networks of Cellnet and Vodafone, 1999. 
102 This relates to the MMC report on Scottish-Hydro Electric plc, 1995.  
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Classified Directory Advertising Services 

A7.31 In its review of Yell’s undertakings (classified directory advertising services)103, the 
OFT reports results of a benchmarking exercise which show that the mean ROS for 
three groups of companies used for comparison ranges between 3-14% over a three 
year period. Average ROS over the three years (excluding those companies earning 
negative results) was: 

7.31.1 12% for all printing and publishing companies; 

7.31.2 14% for communications companies; and 

7.31.3 3% for the 200 least capital intensive companies.  

A7.32 In its recent report for referral of the market for classified directory advertising to the 
Competition Commission104, the OFT compared Yell and Thomson’s profitability 
(measured as operating profit before goodwill) with the profitability of other 
companies. The sample of comparator firms included: 

7.32.1 newspaper publishing and advertising – ROS for this group of companies 
averaged 2-6% over 2001-2003; 

7.32.2 newspaper publishing and advertising (excluding advertising agencies) – 
ROS averaged 3 – 10% over the three years; and 

7.32.3 companies which had a similar tangible asset to turnover ratio Yell – ROS 
averaged 2-5% over the relevant period. 

 

                                                 
103 2001 Classified directory advertising services – OFT review of undertakings. 
104 OFT classified directory advertising services – reasons for referral to Competition Commission, 
April 2005. 
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Annex 8 

8 Calculation of cost savings from reduced 
indirect radio advertising sales activity 
A8.1 As a result of some budget switching away from radio or the purchase of less 

impacts, the hypothetical monopolist might be able to avoid some costs. Cost 
savings would have a positive impact on the profitability of a SSNIP. 

A8.2 For the purpose of this analysis, it is assumed that a proportion of the hypothetical 
monopolist’s budget is sold through its own sales house, and another proportion sold 
through third party sales houses. This proportion reflects the current split in the 
industry105. It could however be the case that a hypothetical monopolist would own its 
own sales house, such that 100% of the indirect radio advertising revenue would be 
accounted for by sales through its own sales houses. 

A8.3 It is assumed that when sales are made through the hypothetical monopolist’s sales 
house, the following types of cost might be avoided by the vertically integrated 
hypothetical monopolist indirect radio advertising supplier: 

8.3.1 sales house staff salary costs (assumed to be a positive function of the 
number of impacts sold); and 

8.3.2 sales staff commissions (revenue related). 

A8.4 When sales are made through third party sales houses, it is assumed that the only 
type of cost affected (for the purpose of the profitability of the hypothetical monopolist 
radio advertising supplier) is the commission paid to the third party sales house, 
which is revenue related. 

A8.5 The hypothetical monopolist is also assumed to save royalty fees and Ofcom licence 
fees, which are revenue related costs, on any advertising revenue foregone following 
the SSNIP. As in the direct radio advertising analysis, it is assumed that the total cost 
to the hypothetical monopolist associated with licence and royalty fees amounts to 
11.5% of total radio advertising revenue (see paragraph 7.79). 

A8.6 Ofcom has calculated two drivers of cost savings: 

8.6.1 budget switched away: in this case cost savings are achieved as a result of 
saved staff salary costs, saved staff commission, saved third party sales 
house commission, saved licence fee and saved royalty payments; and 

8.6.2 budget which maintains spend, gets less impacts: in this case cost savings 
only arise from reduced staff salary costs. Sales staff commission, third party 
sales house commission and licence and royalty payment fees do not vary as 
they are revenue related. 

A8.7 These cost savings are net of cost increases resulting from the proportion of the 
budget which increases in response to the price rise (for agencies that switch some 

                                                 
105 Ofcom analysis suggests that approximately 90% of total indirect radio advertising revenue is 
accounted for by sales through own sales houses, whilst 10% is accounted for by sales through third 
party sales houses. 
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budget away), which will face higher revenue related sales staff commission, third 
party sales house commission, royalty fees and licence fees. 

Cost savings from budget switched away 

A8.8 Ofcom has calculated the sales staff salary cost per impact delivered and multiplied 
that by the number of impacts switched away to obtain cost savings from reduced 
sales staff costs.  

A8.9 Ofcom has calculated the sales staff salary cost per impact as follows. The sales 
staff salary cost data relates to one sales house (First Radio Sales)106. Ofcom has 
calculated the number of impacts it sells starting from the total listening hours of the 
radio stations it sells airtime on behalf of. In each hour it is assumed that there are 10 
minutes of advertising, hence 20 ‘30 second spots’ per hour. It is assumed that 50% 
of spots are sold to indirect advertisers (with the remaining 50% sold to direct 
advertisers), so in each hour 10 spots are sold to indirect advertisers. It is assumed 
that the listening of a spot by one listener corresponds to a commercial impact. The 
total listening hours per year are then multiplied by the number of spots sold to 
indirect advertisers per hour to get to total number of impacts delivered to indirect 
radio advertisers. The First Radio Sales annual sales staff costs are then divided by 
the total number of impacts sold to indirect radio advertisers by First Radio Sales to 
get to the sales staff salary cost per impact. 

A8.10 Ofcom has calculated the number of impacts switched away by dividing the budget 
switched away by the price per thousand impacts. The staff salary cost per impact is 
then multiplied by the number of impacts switched away to obtain total staff salary 
cost saved. 

A8.11 Ofcom has also included cost savings from saved sales staff commission, third party 
sales house commission, Ofcom licence fee and royalty fees. A sales staff 
commission per pound of revenue and saved third party sales house commission per 
pound of revenue was derived from the data from one sales house (First Radio 
Sales) data. The commission per pound of revenue is then multiplied by the budget 
switched away. The 11.5% rate levied for the Ofcom licence and royalty fees is also 
multiplied by the budget switched away (see paragraph 8.46). 

Cost savings from budget which maintains spend, gets fewer impacts 

A8.12 Ofcom has calculated how many fewer impacts would be obtained by those agencies 
that maintain spend in the face of a price rise. This was done by dividing the 
maintained budget by the price per thousand impacts before and after the price rise. 
The difference between the two gives how many fewer impacts are obtained for a 
given radio budget. 

A8.13 The number of fewer impacts is then multiplied by the sales staff salary cost per 
impact to obtain total saved sales staff salary costs associated with these agencies 
that maintain radio spend and get less impacts. 

 

                                                 
106 Data from other sales houses is not currently available. 
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Revenue related cost increases from proportion of budget which increases 
spend 

A8.14 Ofcom has calculated the revenue related cost increases from the proportion of 
budget which increases spend (from agencies that switch some budget away) and 
have netted those off the above cost savings. This increase in revenue potentially 
arises if a proportion of clients within the agency’s portfolio increase their radio spend 
following the price rise. The offsetting revenue related cost increases are calculated 
by multiplying the royalty fees rate, Ofcom licence fee rate, sales staff commission 
per pound of revenue and third party sales house commission per pound of revenue 
by the increase in revenue arising from the proportion of the budget which increases 
the radio spend in response to the price increase (from agencies that switch some 
budget away). 
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Annex 9 

9 Comparison of spend profiles between 
survey switchers and full survey sample 
for sample of direct radio advertisers 
A9.1 Ofcom has conducted analysis to ensure that the profile of switchers within its survey 

sample of direct radio advertisers is not significantly different from the profile of the 
whole of the direct radio advertising population and we have found that the profile is 
not significantly different. 

A9.2 An analysis of the sample profile of direct radio advertisers (see table A5 below) 
shows that those who revealed their budget and those who answered the SSNIP test 
question were similar in profile to the entire sample. This suggests that the 
conclusions are valid as a broad rule across the different geographic regions and 
localities in the UK. 

Table A5: Comparison of spend profile of survey switchers against full survey sample 
of direct radio advertisers 
Note that due the relatively small sample of ‘switchers’ this analysis should be treated as indicative, 
and error margins should be noted. Data shown is profile data: all %s are the proportion of the column 
sample that fall into the row category. 
 

10% - 16% 7.0% -11.6% 4.4% – 7.2% 3.2% - 5.4% Approx. error margins 
at 95% CI 

3871183331Base:

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisers

10% - 16% 7.0% -11.6% 4.4% – 7.2% 3.2% - 5.4% Approx. error margins 
at 95% CI 

3871183331Base:

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisers

 
 

40%30%28%30%•Direct Mail

18%21%27%27%•Outdoor

21%20%17%19%•Internet (banners, pop 
ups etc)

100%100%100%99%•Radio stations – local 
campaigns

0%1%3%2%•Radio stations –
national campaigns

90%83%81%78%•Regional/local press

13%20%20%17%•National Press 

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersTypes of advertising 

purchased*:

40%30%28%30%•Direct Mail

18%21%27%27%•Outdoor

21%20%17%19%•Internet (banners, pop 
ups etc)

100%100%100%99%•Radio stations – local 
campaigns

0%1%3%2%•Radio stations –
national campaigns

90%83%81%78%•Regional/local press

13%20%20%17%•National Press 

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersTypes of advertising 

purchased*:

 
 

0%0%1%2%•Northern Ireland

5%7%6%5%•Wales

8%6%10%8%•Scotland

87%87%84%86%•England

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersBusiness location:

0%0%1%2%•Northern Ireland

5%7%6%5%•Wales

8%6%10%8%•Scotland

87%87%84%86%•England

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersBusiness location:
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45%46%51%48%•Unable to classify

5%10%13%15%•3 or more

50%44%36%37%•2

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersNumber of local radio 

stations in area**:

45%46%51%48%•Unable to classify

5%10%13%15%•3 or more

50%44%36%37%•2

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersNumber of local radio 

stations in area**:

 
 

26%18%17%34%•DK/Refuse

0%0%1%0%•£1m+

0%1%2%1%•£500k - <£1m

8%7%9%8%•£100k - <£500k

16%14%13%9%•£50k - <£100k

21%20%21%17%•£20k - <£50k

11%18%16%12%•£10k - <£20k

18%21%20%20%•Less than £10k

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisers

Total advertising 
budget over last 12 

months:

26%18%17%34%•DK/Refuse

0%0%1%0%•£1m+

0%1%2%1%•£500k - <£1m

8%7%9%8%•£100k - <£500k

16%14%13%9%•£50k - <£100k

21%20%21%17%•£20k - <£50k

11%18%16%12%•£10k - <£20k

18%21%20%20%•Less than £10k

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisers

Total advertising 
budget over last 12 

months:

 
 

21%18%18%18%•Retail

5%3%5%6%•Utilities

18%28%28%27%•Leisure services 
(restaurants etc)

11%7%5%6%•FMCG

8%4%3%5%•Financial

13%9%12%10%•Education

5%6%6%6%•Automotive

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersProduct/service 

advertising***:

21%18%18%18%•Retail

5%3%5%6%•Utilities

18%28%28%27%•Leisure services 
(restaurants etc)

11%7%5%6%•FMCG

8%4%3%5%•Financial

13%9%12%10%•Education

5%6%6%6%•Automotive

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersProduct/service 

advertising***:

 
 

13%14%12%14%•It depends

26%32%33%30%•Set a budget and see 
what I can get

58%52%54%53%•Have an idea of what 
want at start

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersPurchase approach 

attitude:

13%14%12%14%•It depends

26%32%33%30%•Set a budget and see 
what I can get

58%52%54%53%•Have an idea of what 
want at start

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersPurchase approach 

attitude:

 
 

5%4%6%5%•Homeowners

0%3%6%5%•Families

5%6%4%6%•Local people

24%20%21%26%•Across the 
board/everyone

11%7%7%6%•Adults

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersTarget audience:

5%4%6%5%•Homeowners

0%3%6%5%•Families

5%6%4%6%•Local people

24%20%21%26%•Across the 
board/everyone

11%7%7%6%•Adults

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersTarget audience:

 
 

42%37%30%29%

•(Only asked to those 
who gave a cost for last 
campaign, so real % is 
higher)

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersNegotiated over cost?:

42%37%30%29%

•(Only asked to those 
who gave a cost for last 
campaign, so real % is 
higher)

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersNegotiated over cost?:
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16%10%21%17%•101+

18%21%18%22%•25-100

16%27%23%22%•10-24

24%18%19%20%•5-9

24%23%19%19%•Less than 5

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersNumber of employees:

16%10%21%17%•101+

18%21%18%22%•25-100

16%27%23%22%•10-24

24%18%19%20%•5-9

24%23%19%19%•Less than 5

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersNumber of employees:

 
 

8%7%8%12%•Refuse

21%18%27%28%•DK

5%4%4%4%•£21m+

21%23%25%21%•£1m - £20m

32%32%24%20%•£250k - <£1m

13%16%12%15%•Less than £250k

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersTurnover:

8%7%8%12%•Refuse

21%18%27%28%•DK

5%4%4%4%•£21m+

21%23%25%21%•£1m - £20m

32%32%24%20%•£250k - <£1m

13%16%12%15%•Less than £250k

Switchers to press at 
10% SSNIP (some or all 

budget)

Switchers to any other 
media at 10% increase 

SSNIP 

All that disclosed 
spendAll Direct advertisersTurnover:

 
 
*Only most frequent mentions are shown 
**This analysis is subject to even wider error margins and should therefore be treated with particular 
caution 
***Only most frequent mentions are shown 
 
A9.3 Ofcom is therefore comfortable with the robustness of the finding that the pricing of 

direct radio advertising appears to be constrained by demand-side substitution to 
press advertising.  

 


