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1 1 Introduction 
1.1 What is the internet? 

The internet is a publicly accessible global communications network, which enables the 
interconnection of a wide variety of devices ranging from mobile phones to domestic 
computers to large corporate computer networks. Figure 1 provides a basic representation of 
the internet’s distribution network 

Figure 1: The internet as a distribution network 

 
 

Regional Internet 
Service Provider's 

network 

Regional Internet 
Service Provider's 

network

Regional Internet 
Service Provider's 

network 

Regional Internet 
Service Provider's 

network

Regional Internet 
Service Provider's 

network 

Backbone Internet 
Service Provider's 

network 

Backbone Internet 
Service Provider's 

network 

Backbone Internet 
Service Provider's 

network

Backbone Internet 
Service Provider's 

network

Backbone Internet 
Service Provider's 

network 

Domestic users Corporate users 

Corporate network 

Corporate network 

Application hosting 
networks 

Application hosting 
networks 

Corporate users 

Domestic users 

Networks and devices attached to the internet communicate by exchanging packets of data 
using a standard called Internet Protocol (IP). Along with the content of the communications, 
an IP packet contains all of the information required for it to traverse the internet between the 
source and destination of the communication. 
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2 2 The internet value chain 
We use a value chain model to describe the roles of the key players involved in the creation 
and distribution of content over the internet. The value chain model comprises six segments, 
each with a discrete function (see Figure 2). However, some entities cover more than one 
segment, which can create confusion among some about their exact status and duties; this 
is very important in considering the legal protections and liabilities of different service 
providers. Alongside the value chain sits the internet management layer which supports the 
internet at all levels. 

Figure 2: The internet value chain 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Content
Producers

Content 
Aggregator

Web
Host

Internet 
Service 
provider

Search & 
Navigation

Consumer 
Device

Internet Management

Internet management
• IP addresses
• Domain names
• Protocol standards
Example: ICANN, ITU

Web host
• Content hosting
• Video streaming
Example: Siemens

Search & navigation
• Search
• Directory
• Online communities
Examples: Google, MSN

Consumer device
• Mobile
• Computer
• Web browser

Content producers and aggregators
• Video, music, games
• Associated rights management
Examples: Disney (Provider), iTunes 

(Aggregator)

Provision of internet access and physical network
• Internet service provision
• Copper network, cable network
• GSM / 3G
Examples: AOL, BT, Orange, Virgin

Examples: Microsoft, 
Nokia, Dell

We will now consider each of these segments in turn to understand how content is made 
available and accessed. 

 

2.1 Internet management 

The internet management layer consists of the international, regional and national bodies 
which manage the technology and addressing system which underpins the internet. They 
ensure that the technology standards that support the internet such as the internet language 
HTML and the transport protocol TCP are interoperable. They also enable users to locate 
sites through the domain name system, and locate individual computers on any given 
network from IP addresses. 
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2.2  Content producers  

Content producers commission, produce and own the original copyrights to the content 
available on the internet. They include the traditional content producers we see in other 
media such as Disney and Warner Bros., as well as online-specific content producers and 
consumers who produce user-generated content. Content producers may upload their 
content directly to a website (such as MySpace) or it may reach the internet via a content 
aggregator; e.g. a music track may reach the internet via iTunes. 

Certain content producers label their content and insert tags (metadata) that can be used to 
filter the content. This entails packaging content with information about the characteristics of 
the product or service. Examples of labels include easily understood graphics, plain English 
description and the classification and rating systems used in cinemas.  

2.3 Content aggregators 

Content aggregators purchase content and negotiate rights deals with multiple content 
producers, and package the content for its distribution further down the value chain. Internet-
specific content aggregators include AOL and Yahoo, whereas the BBC and Sky are content 
aggregators working in a variety of media including the internet. 

2.4 Web hosts 

Content producers or aggregators can have their content hosted on the internet in three 
different ways: 

• by running their own servers and contracting for their own connection to the internet. 
Google and Amazon host their content in this way; 

• by leasing a server from a specialist provider, who will also provide a connection to 
the internet. For example, the BBC has its content hosted on dedicated servers 
provided by Siemens; or 

• by sharing a server provided by a third party. This is the case for most small and 
medium content producers and aggregators, who may share space on an AOL 
server, for example. 

In addition to these models, under which content providers pay for hosting services, there is 
an important further category: the user-generated content hosts. There are thousands of 
service providers who allow users to post content to their sites, thereby making it accessible 
to the global audience.  Because they are offering hosting services, these providers have a 
special legal status under the E-Commerce Directive (for detail see Annex 2, Section 2.4): 
they cannot be held responsible for monitoring the content they host, although the protection 
from liability ends when they are informed about potentially illegal content. This protection is 
particularly important in considering the regulation of hosting service providers. 

 
2.5 Internet service providers (ISPs) 

ISPs provide internet access to individuals and organisations. ISPs either own the physical 
access facilities or procure them from an access provider. In order to connect to the internet, 
an ISP interconnects and exchanges traffic with other ISPs.  

 6 



 

The ISPs that provide access to the network are national entities. However, the internet 
backbone infrastructure is spread across the globe; it is not provided by any one player or 
nation but is owned by multiple internet backbone providers.  

 
2.6 Search and navigation 

Search engines, directories and online communities facilitate users’ access to content. 
Search engines allow users to search the internet using keywords, whereas directories 
classify and cross-reference internet content to enable users to find the content they need. 
Online communities may store links which are of collective interest. 

 
2.7 Consumer devices 

Consumer devices consist of the hardware and software that enable users to access content 
hosted on the internet. The device will interpret and present the content that arrives at the 
device into a form which is accessible by the consumer. Consumer devices such as 
computers and mobile phones use internet browsers such as Internet Explorer to view web 
pages and email applications such as Lotus Notes to send and receive email.  
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3 3 The different types of content and 
services available on the internet 
Given the global and innovative nature of the internet it is difficult to compile and maintain a 
universal service classification framework. However, one of the key distinctions to make is 
between commercially produced and user-generated content. 

 
3.1 Professionally produced and user-generated content 

The distinction between professionally produced and user-generated content applies across 
text and audio-visual content. Alongside the content provided by professionals – e.g. those 
working for mainstream media organisations, funded by advertising, subscription or other 
paid access - there is a vast body of user-generated text which takes the form of blogs, chat 
rooms or visitor comment logs.  

Audio-visual content can also, in principle, be divided into professionally produced content 
and that which is user-generated. Professionally produced audio-visual content is typically 
created by mainstream media organisations such as the BBC or Time Warner. User-
generated content is created by anybody with the tools to produce it and make it available. 

In practice, however, these distinctions can be blurred:  

• much professional content is placed in non-professional contexts, for example in the 
placement of TV programming on YouTube (see Figure 3.1); 

• professionals are increasingly participants in the user-generated world, as active 
bloggers; 

• traditional media providers enable and encourage user participation, allowing 
comments and blogging on news websites; encouraging user provision of information 
and images within the newsgathering process; and 

• some user-generated content is very popular – on a scale matching or exceeding 
that of some traditional media outlets. 

 
The distinction is of particular importance when we go on to examine the issues around 
potentially harmful content. Professionally produced content is associated with professional 
businesses and institutions, which facilitates the development and maintenance of regulatory 
frameworks and codes of conduct, in a way which is not possible in relation to the unlimited 
numbers of creators of UGC. This is one of the factors that makes new approaches 
necessary, in relation to harmful content risks online. 
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Figure 3: YouTube.com channels with most views of all time as at 02.11.2007 
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Source: YouTube.com 
 
3.2 Editorial control of user-generated content services   

A further, critical characteristic of services featuring user-generated content is the means of 
editorial control; the extent to which, and the ways in which, content is reviewed against the 
editorial standards a service provider has defined. For linear broadcasting, prior editorial 
control is at the heart of the business; broadcasters have a formal duty to ensure that 
broadcast content is consistent with general standards (enshrined in the Broadcasting 
Code). Where there are risks to this control – for example in live broadcasts with unscripted 
content or audience participation – broadcasters may take specific measures to ensure 
compliance, such as the introduction of a short delay to enable inappropriate material to be 
edited. 

Service providers who host UGC can adopt a range of approaches to managing content that 
is uploaded. They can: 
 

• pre-moderate: All user contributions are reviewed before being made available; 

• post-moderate: User contributions are made available immediately, but all are 
reviewed within a specific time after being made available; or 

• community-moderate: User contributions are made available immediately, and 
reviewed only if a user complains that the content does not reflect the site’s 
standards or is otherwise inappropriate. In some instances, the right to review and 
remove content may also rest with respected community members, rather than being 
retained exclusively by the service provider. 

A website that operates all three forms of content moderation is www.bbc.co.uk. According 
to the Corporation’s online services guidelines, fora on sites designed to appeal to children 
are pre-moderated. The guidelines also state that areas which invite users to send pictures 
by email, and live chat where users talk to a celebrity guest, are generally pre-moderated. 

The BBC states that post-moderation is suitable for fora on sites which attract discussion 
about current affairs, or have a history of controversy, polarised debate, personal or racist 
abuse or potentially defamatory comments. Community moderation may be suitable for less 
sensitive sites and those where an active, mature online community has emerged and which 
has given rise to few concerns while post-moderated.1  

                                                 
1 See http://www.bbc.co.uk/guidelines/editorialguidelines/onguide/atoz/m.shtml for the BBC’s online 
guidelines 
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The mainstream user-generated content websites moderate content through their 
communities. For example, YouTube enables its users to report potentially inappropriate 
content by flagging a video. Each flagged video is reviewed by YouTube’s staff, who will 
remove any content that violates the site’s terms of use. Website standards and take-down 
policies are discussed in more detail in the approaches and tools section. 
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4 4 Audio-visual content available on the 
mobile phone 
The internet can now be accessed, not just over the internet from a computer with a fixed-
line internet connection, but also from a mobile phone. Indeed, mobile phones are among 
the key devices used by children and teenagers to communicate, and to access and share 
content. Ofcom research conducted between April-September 2007 shows that 69% of 12-
15 year olds, 28% of 8-11 year olds and 5% of 5-7 year olds use mobile phones almost 
every day.  

Nearly half of all 8-15 year olds in our survey said they used their phones to play games. A 
smaller proportion used mobiles to access the internet (6%). This suggests that the potential 
for children to come across possibly harmful material on the internet via their mobile phone 
is, today at least, less than that on the internet. Nonetheless, as discussed in Annex 2, 
section 2.9, the mobile network operators have a code of practice which aims to reduce this 
risk. 

There are four means through which mobile content is made available: 

• Commercial content offered on operator websites: this may include operators’ own or 
third-party material offered via the operator’s portal. This covers a broad range of 
content types, such as news updates, music and video downloads, games and online 
chat services. 

• Wider internet content: this is content available on the wider internet that can be 
accessed via the mobile phone. The operator in this case acts as an ISP by providing 
the connectivity, but not determining the content or services accessed. 

• User-generated mobile content: content produced and published for sharing by 
mobile users. This can be done by using either the operators’ own UGC services, or 
those on the internet  

• Content accessed using other phone connectivity e.g. Bluetooth: this is the content 
downloaded directly from other devices (which can be mobile phones, PDAs, 
computers – any device which has the same connectivity technology installed). This 
activity bypasses the mobile operator’s network entirely. 
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5 5 Economics of the internet 
The internet enables a vast array of different services and different types of commercial and 
collaborative relationships. Its economic structure is complex, though internet access itself is 
a relatively simple product. Consumers pay for internet access on the basis of speed of data 
access (bandwidth) and in some instances total usage caps (the total volume of data 
received or sent). The price of access does not vary according to the characteristics of the 
underlying content or other services - there is no discrimination between surfing the web, 
sending email or making voice calls. Internet access costs the same independently of the 
content characteristics of the services accessed, though the amount of data involved can be 
important (e.g. relative to usage limits). 

However, alongside access revenue, money can enter the market at nearly every step of the 
value chain. 

 
Internet revenue streams 

 
There are four distinct types of internet revenue stream: 

 
• hosting and connection services; 

• content payments/subscriptions; 

• advertising; and 

• e-commerce transactions. 

We will look at the first three of these. E-commerce transaction revenue is largely remote 
from the provision of content over the internet, and will not be considered in this report. 

The following charts show how money enters the internet value chain from hosting and 
connection services, content subscription and advertising. To simplify the representation, we 
have considered consumers who advertise on the internet (e.g. place an online classified 
advertisement), to be businesses. 
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Figure 4: Money entering the internet to deliver and receive content 
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Money also flows around the value chain; for example, content producers, aggregators and 
search providers may all purchase hosting services. There are also flows within each of the 
segments; for example, ISPs providing connections to businesses and consumers also pay 
fees to the backbone ISPs. 

5.1 Hosting and connection charges 

Internet connection revenues 
 
Ofcom estimates that during 2006 total revenue from residential and SME internet 
connections increased by 11% to £2.8bn. In the same period, revenue from residential 
broadband services went up by 33% from £1.5bn to £2.0bn. Falling prices for broadband, 
associated with bundling offers, are constraining future growth in revenue, and as LLU 
availability and take-up grows it seems likely that prices will continue to fall as competition 
for subscribers intensifies. 

Figure 5: UK internet and broadband service provision retail revenues 
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Source: Ofcom / operators 
Note: Dial-up metered revenue figure is based on revenue paid to telecom provider not the element retained by 
ISP. 

 
Research conducted by GfK NOP on behalf of the CBI and Google2 gives us some 
information about the average annual corporate spend on internet-based technology and 
systems. From its survey of 500 companies with over 50 people, GfK NOP found that the 
average proportion of annual capital investment in the UK which is spent on internet-based 
technology and systems is 11.41%. This equates to an average spend of £297,687 (on a 
mean annual capital investment of £2.61m) or £10.6bn across all UK business with 50+ 
employees. 

5.2 Content subscription revenues 

Some sites such as the Economist.com, wsj.com and FT.com (all of which also sell a hard 
copy paper), charge an online subscription fee for access to certain types of content. For 
example, the Economist charges $79 - $89 per year for an online subscription and the 
Financial Times charges £98.99 per year for an online subscription. However, access to 
some content is available free of charge. Some of the subscription sites also feature 
advertising alongside the premium content. 
 
However, in an indication that content subscriptions may create less value than free 
availability with advertising funding, the New York Times announced in September 2007 that 
content in its paid-for TimesSelect service, including online access to current columnists and 
its archives, would be made available free of charge. In a statement, the New York Times 
said that because of online users' growing reliance on search in order to navigate the Web, it 
“expects to see a substantially increased number of unique users referred to and accessing 
the site once the pay wall is gone”.3 

Although we can find examples of content subscription services, we cannot determine the 
total expenditure on such services in the UK. 

5.3 Advertising revenues 

Online is still the fastest growing advertising segment. UK internet advertising revenues may 
not be doubling annually as they did between 2002 and 2003, but growth of 47% to year end 
in 2006 still far exceeds any other medium. The IAB4 results from the first half of 2007 show 
that this has continued into this year, with 41.3% year on year growth in the first half of 2007, 
taking the sector to a half-year high of £1,334m (15% of total advertising spend) – compared 
to £917m a year ago. The IAB suggests that the key drivers for growth are broadband take-
up, increases in time spent online, and improved measurement and web analytics.5  

In 2006 internet advertising spending amounted to £2.0bn, and this accounted for 12.0% of 
total advertising spend across the six media featured in figure 6. Internet advertising already 
generates more revenue than cinema, radio or outdoor advertising, and given its growth 
rates, it will soon start to compete with other media. At the end of October, The Times 
reported that Google’s Q3 headline advertising revenues of £327m had surpassed ITV1’s 

                                                 
2 CBI / Google survey of internet trends for business and consumers, conducted by GfK NOP 
November 2006 
3 http://phx.corporate-ir.net/preview/phoenix.zhtml?c=105317&p=irol-
pressArticle&ID=1052447&highlight= 
4 IAB is the Internet Advertising Bureau – the trade body for online advertising 
5 http://www.iabuk.net/en/1/iabpwconlineadspendfiguresfirsthalf2007011007.mxs 
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£317m, the first quarter in which the Google’s advertising revenues have beaten the UK's 
top commercial broadcaster.6 

Figure 6: Advertising spend by medium 
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Source: The Advertising Association 

Notes: These figures include all advertising spend, including display and classifieds. Internet 
expenditure includes paid-for search. All figures are nominal. 

The growth in online advertising is being driven by search, which increased by 50% to 
£1.2bn in 2006, constituting 58% of all online advertising. Enders Analysis suggests that this 
is linked to search becoming increasingly dominant as a means of navigating the web, and 
to the migration of local search from offline to online, with all three major search engines 
rolling out local services in 2006. Enders also reports that search advertising yield per page 
has increased as advertisers have invested more heavily and internet users have entered 
more complex search phrases, which enables a greater proportion of search advertising 
space to be sold at higher prices. Technological improvement may have increased relevancy 
and click-through rates.7 

 
Figure 7: Internet advertising spend at current prices 
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Source: The Advertising Association 
                                                 
6 http://business.timesonline.co.uk/tol/business/industry_sectors/media/article2767087.ece
7 Enders Analysis, UK Internet Advertising (April 2007) 

 15

http://business.timesonline.co.uk/tol/business/industry_sectors/media/article2767087.ece


 

Notes: These figures include all advertising spend, including display, classified and paid-for search. All figures 
are nominal.  
 
The online advertising market divides into three segments: 
 

• display advertising: an advertiser pays to place a banner or logo on a website; 

• search: an advertiser pays to have a logo or link placed alongside search returns for 
a specific search word or phrase; and 

• other classified: an advertiser pays websites to have their company or product 
placed in a directory. 

Google is increasingly dominant in the UK; its advertising revenues of £872m accounted for 
75% of all UK search advertising in 2006.8 

5.3.1 How does internet advertising work? 
 
There are many ways in which an individual or organisation can place an online 
advertisement. A large corporate advertiser may have a separate advertising agency for 
online, through typically this would be linked to its other marketing agencies. Online 
planning/buying and creative agencies may also be independent of one another. However, 
the basic model resembles that for other media: the client briefs a planning agency with the 
objectives and the target audience of the campaign, and the agency develops a plan for the 
types of internet advertising (search, display), and the types of websites that might be 
suitable.  

Once agreed, the planning agency can acquire advertising space directly from media 
publishers, which have their own sales forces; however, a significant proportion of 
advertising is placed via networks which aggregate banner space from many sites.  
Networks sell space on specific sites and on a ‘blind’ basis under which advertisers are not 
informed where their adverts will be placed. Unsurprisingly, advertising sold ‘blind’ attracts 
much lower prices than advertising which is sold on specific properties, or on a restricted 
basis (for example, ‘blind’, but excluding pornography sites). 

 
Figure 8: How web space is bought 
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8 Enders, ibid 
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This diagram illustrates the various routes through which advertising can be purchased – 
advertisers can: 

• buy directly from a publisher; 

• buy from an advertising network; or 

• buy through an agency, which itself can use either of the preceding routes. 

5.3.2 Advertising networks 
 
Figures received by Ofcom indicate that at the time of writing there are between 35 and 50 
advertising networks in the UK, operating on a variety of models. Some act as dedicated 
sales forces for particular media owners; however, many advertising networks are ‘blind’. 
Examples of major advertising networks are: 

• Advertising.com 

• Vcmedia.com 

• Adlink.com 

• Adfever.com 

• Brightmedia.com 

 
There are also genre-specific advertising networks, such as eggnetwork 
(www.videoegg.com/adnetwork), which is specifically designed for social networking 
websites. 

 
Advertising networks – relationship with advertisers 

A blind advertising network will sell web space across all its publishers, and may not tell an 
advertiser where its advertising has been placed. However, an advertiser can set restrictions 
on the types of site where advertisements are placed.  

There are ways of applying restrictions to a blind advertising network: 

• certain networks may offer a premium network of, for example, 100 sites only on 
which the advertiser will appear; 

• other networks offer advertising space exclusively from the top publishers as their 
core proposition;9 and 

• the advertiser may also be offered the opportunity to target a specific demographic 
group or content categories, or block certain other types of websites, notably 
pornographic sites; sites targeted at children, etc. 

The advertising network is likely to charge a higher CPM (cost per thousand views) for web 
space for a request with restrictions, than one that is open to its entire network. Feedback 

                                                 
9 DrivePM states on their home page that “We provide media only from the top 250 web publishers” 
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from the industry suggests that, as advertisers use networks for large-scale advertising at 
the lowest possible CPM, such restrictions may not be very popular. 

There is evidence that ‘blind’ advertising networks can create problems for advertisers. In 
autumn 2005 the Internet Advertising Sales House (IASH) was established because of 
concern expressed by several advertising networks that their business could be damaged by 
advertisements being placed next to unsuitable content.10 The particular cases which 
prompted this were banner ads for Napster and Apple’s iTunes appearing on illegal music 
download sites, as well as the Sky and Barclays brands appearing on pirate internet 
services.11 The IASH code of conduct is discussed in Annex 2. Section 2.9 on tools and 
approaches, along with the publisher rules operated by affiliate networks and Google’s 
Adsense12 programme. 

 
5.3.3 Advertising pricing models 
 
There are three main pricing models for internet advertising – CPM (cost per mille / thousand 
views), CPC (cost per click), and performance or CPA (cost per action). These are generally 
associated with different forms of advertising. 
 
CPM 

The CPM model charges advertisers for the amount of traffic that views a web page with the 
specified advertisement on it. This pricing model is not only used in internet advertising, but 
also for TV and radio. It is generally associated with display advertising on the internet, 
which advertising networks, sales houses and some individual websites sell by quoting a 
CPM rate. 

 
Cost per click 

Whereas CPM advertisers pay for awareness-raising and brand-building, CPC advertising 
has a more direct relation to consumer interest: advertisers only pay if a user clicks on the 
banner or a link. CPC pricing is most commonly used for search advertising.  
 
Cost per action 

The CPA (or performance) model charges advertisers when a something happens beyond a 
click – for example a user fills in a form or even makes a purchase. CPA is most commonly 
used for affiliate marketing: advertisers select individual sites or types of site where they 
would like to appear, and are only charged if an advertisement generates a lead or a sale.  

 
5.3.4. Advertising formats 
 
The following types of advertising are discussed in detail below: 

• display advertising; 

                                                 
10 
http://www.nma.co.uk/Articles/25650/Sales+houses+agree+on+plan+to+protect+against+rogue.html 
11 http://arts.guardian.co.uk/netmusic/story/0,,1591012,00.html 
12 Adsense is the Google programme in which publishers can sign up to take Google adverts on their 
website. These are similar to the search listing adverts but instead of appearing beside natural search 
results, they appear on targeted websites. 
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• classified advertising; 

• search advertising; and 

• affiliate marketing. 

 
Display advertising 

Display advertising can take many forms on the internet. The oldest form is the banner, a 
horizontal bar across the top of a web page. The side bar or skyscraper has developed from 
this; it is vertically oriented rather than horizontally. A pop-up advertisement appears in its 
own window when the user goes to a web page and floating ads appear when a web page is 
first visited, and fly over the page for a period of time. 

Classified advertising 

Advertising agencies generally don’t have a large involvement in classified advertising, as 
these adverts are often placed by individuals or small businesses in directories. Allinlondon 
is an example of a website that features classified adverts. According to this website, a 
business can be listed for one year for £99 + VAT.  

Search advertising 

Search advertising is the dominant sector in UK internet advertising, and in the UK, search 
advertising is dominated by Google, which has approximately 75% of the market’s 
revenues.13 Its growth rate currently shows no signs of abating; according to its latest 
results, the company’s revenues increased by 57% in the latest quarter.14 Google.co.uk is 
also the most visited site in the UK, having 17.1m unique visitors in April 2007. The two other 
main search engines in the UK are Yahoo! and MSN, whose .co.uk sites had unique visitors 
of 11.9 and 7.8 million in April 2007 respectively.15 

Google’s search advertising programme is known as ‘Adwords’. It operates primarily under a 
cost per click business model, although it is starting to offer CPA to certain advertisers. 
Under the Adwords programme, the advertiser composes the text of the advert, selects the 
search keywords whose results they would like their advert to appear alongside, and 
specifies a maximum cost per click. Google then states what rank the advertiser can appear 
at for this keyword (and combinations thereof) and how much the advertiser will be charged 
for each click through.  

 
Affiliate marketing 

Affiliate marketing advertisements resemble display advertisements but run on different 
pricing and placement models: affiliate advertising is sold on a CPA basis. In addition, 
affiliate advertising is pulled – media owners register with a network and seek permission to 
feature advertising from the network. As with display advertising, affiliate advertising can be 
placed blind, or subject to approval from the advertiser or network operator. 

                                                 
13,Google’s dominance of paid search is even greater in France and Germany – taking 85% of market 
revenues – Enders Analysis, European Internet Advertising Trends (June 2007) 
14 http://www.ft.com/cms/s/0/dc9603c2-7dcf-11dc-9f47-0000779fd2ac.html?nclick_check=1 
15 Nielsen//Netratings – ‘At home’ data excluding internet applications 
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5.4 Signs of consolidation in the internet advertising industry? 

Company activity in the internet industry in 2007 has been characterised by the major media 
companies becoming increasingly involved in online advertising, either through the 
acquisition of an advertising broker or digital marketing agency, or through exclusive 
partnerships with, or acquisition of, social networking or UGC websites. 

Figure 9 lists some of the major deals from 2007, as well as some from earlier years. The 
increased activity of the major media companies in the online advertising space suggests 
that they perceive it to be a growth area, and may be indicative of consolidation in the sector.  

Figure 9: Major media companies: selected deals in the online advertising area 
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Source: Ofcom 

 
5.5 Economics of user-generated content and social networking websites 

According to the Internet Advertising Bureau, social networking websites are not currently 
generating a significant volume of online advertising expenditure – though this has not had 
much impact on the values assigned to, and paid for, the businesses. 

A recent report from Datamonitor looks at the future for social networks (including UGC sites 
like YouTube and Flickr). Datamonitor forecasts that North America will remain the largest 
market for social network revenue over the next five years, but that revenue will plateau in all 
four markets during this time. As far as EMEA is concerned, revenues of $118m are reported 
for 2006, rising to $683.8 by 2012. Social network membership growth is said to be led by 
the UK, where it has taken off in 2007.16 

                                                 
16 DataMonitor, The Outlook for Social Networks (September 2007) 
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Figure 10: Global social networking revenue 2006-2012 
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Source: Datamonitor, The Outlook for Social Networks, September 2007 
 
User-generated content sites also have an impact on other players in the value chain. For 
example, they increase video consumption and hence bandwidth use: industry observers 
suggested that YouTube was already streaming 40 million videos and 200 terabytes of data 
per day in early 2006.17 

Some UGC websites are sharing revenue with the creators of content: for example Revver, 
a video-sharing platform, states that it shares the ad revenue equally with the content 
creators .18 The BBC also reported in January 2007 that YouTube founder Chad Hurley 
confirmed that his team was working on a revenue-sharing mechanism that would "reward 
creativity"19.  

Summary 
  
• Ofcom estimates that during 2006 total revenue from UK residential and SME internet 

connections increased by 11% to £2.8bn. 
• GfK NOP estimates that  all UK businesses with 50+ employees spent £10.6bn on 

internet-based technology and systems in 2006. 
• £2bn was spent on internet advertising in 2006 in the UK, more than on radio, outdoor 

or cinema put together. 
• 23% of UK internet advertising spend is on display, 56% on paid-for search 
• Google generated 75% of all paid-for search advertising in the UK in 2006 
• Display advertising can be sold directly by a media owner’s sales force, or it may be 

brokered by an advertising network. 
• An advertising network may be ‘blind’ or it may offer the advertiser the opportunity to 

restrict the types of websites on which its adverts are placed, or it may offer a list of 
premium websites.  

• The more specific the advertiser is in restricting where its adverts can be placed, the 
more expensive is the banner space it buys. 

1) IASH was set up in order to enable advertising networks and advertisers to standardise 
and agree the types of website which could and could not take adverts. 

                                                 
17 Forbes, Your Tube, Whose Dime?, 28 April 2006,  
18 http://revver.com/about/ 
19 http://news.bbc.co.uk/1/hi/business/6305957.stm 
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2) There is evidence that websites are seeking to improve the quality of their content by 
sharing revenue with content creators. 

• The importance of online advertising has been indicated by the partnerships, mergers 
and acquisitions involving major media companies taking place in this area. The 
activity suggests that consolidation will take place within the online advertising industry. 

• Despite not currently attracting large amounts of advertising revenue, a SNS website 
has been valued at up to $15bn 

• The UK is reported to be leading social network membership growth in the EMEA 
region, with growth having taken off in 2007. 
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6 6 Key players 
 
6.1 ISPs 

Ofcom research indicates that in Q3 2007 just over 50% of residential internet connections 
were provided by BT or Virgin Media, with the next biggest players being AOL, Tiscali and 
Sky. 

 
Figure 11: ISP share of residential internet connections 
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Source: Ofcom, Q3 2007 

 
Niche ISPs 

It is also worth considering the number of operators active in some of the segments. We 
have listed the major ISPs above, and in January 2007 there were also approximately 686 
niche ISPs. Of these: 

• 390 provide ‘hosting, connections and other services’; 

• 224 provide ‘hosting and other services’; and 

• 72 provide ‘connections and other services’. 

In terms of the total market, niche ISPs, irrespective of the type of services provided, serve 
approximately 30% of the total enterprises in the UK and 5% of households. Focussing on 
connections only, of the niche ISPs surveyed, 16% of all UK businesses and 2% of UK 
households have an internet connection service supplied by a niche ISP. 

45% of the niche ISPs surveyed said they were member of an internet industry body; the 
most popular two were Nominet and ISPA UK. Of those that weren’t members, 52% said the 
reasons for not joining were because there were no perceived benefits, and it was not worth 
the cost, as it did not appear relevant to their activities; 25% said they had not got round to it. 
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6.2 Profile of UGC, SNS and online games websites 

Nielsen Online data show that the most popular websites among the UK population have, by 
and large, remained stable over the six months from February to August 2007 (figure 12). 
The websites featuring in the top ten, in terms of the highest unique audience20, included 
search engines, web portals and shopping sites. User-generated content site YouTube also 
appears in the top ten during August 2007. Search features in three out of the top four 
websites (Google, MSN/Windows Live and Yahoo!). 

Social networking websites Facebook and Bebo appear in the top twenty, having the 15th 
and 18th highest number of unique visits during August 2007 respectively. MySpace is also 
present under the brand ‘Fox Interactive Media’ (FIM). According to Nielsen Online, 
MySpace contributed approximately 84% of the FIM audience in August 2007. Facebook 
has increased quickly in popularity; it was ranked only 90th in February 2007 rose to 15th in 
August 2007, and has since overtaken MySpace as the most popular SNS website.

                                                 
20 A unique audience is defined by Nielsen as the total number of unique persons that have visited a 
website or used an application at least once in the specified reporting period. Persons visiting the 
same website or using the same application more than one time in the reporting period are only 
counted once. 
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Figure 12: the top ranked websites by unique audiences  
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Source: Nielsen Online (sites highlighted represent UGC or SNS sites) /*Ofcom categorisation 

 
Further information on the top UGC, SNS, online games and P2P websites is available in 
Annex 5, 

Summary 
 
• BT and Virgin supply half of all residential internet connections. 
• In January 2007 there were over 650 niche ISPs. However, only 2% of household 

internet connections are provided by niche ISPs. 
• Search dominates the top websites for all adults and children. 
• YouTube, Facebook and Bebo are all in the top twenty UK sites by unique audience. 

MySpace is also present under the brand ‘Fox Interactive Media’. 
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