CS303 Information Technology and Electronic Communication 

With the Internet, broadcasting, cable, and satellite TV competing for the same market, the converged multimedia market seems different from past media markets. Could this change the current way of media market entry or media market positioning?

A new paradigm that favours branded media, multimedia companies, and integrated media is emerging. It favours those media that are the least tied to traditional relationships and systems. Every big media company and most individual newspapers, magazines, and television stations have their own web sites where they offer news and information to supplement what they offer to audiences through their pages or broadcasts. 

The convergence of the Internet, broadcasting, cable, and satellite TV means that programming which was previously exclusive to one mode of distribution can now find an audience in any of the others. People with televisions will increasingly realise that they have no need for computers as interactive television becomes developed. Similarly, with the emergence of a global compression standard for real-time video, and an explosion in transmission capacity, computer television becomes an increasingly realistic possibility.

This media convergence has resulted in the formation of a new multimedia market where media companies across markets merged or allied themselves to become large media corporations. Some of these media giants include News Corporation, Disney, AOL Time Warner, GE, and Viacom. The media’s new modern form in which there exists concentration of ownership of media institutions has created both wealth and power on a global basis.

The TV and PC markets are now populated by firms that were formerly active in only one or the other market. There is a clear decline in market concentration in the formerly distinct markets. Virtually every example of convergence in substitutes results in widening technical opportunities, enlarging the potential points of entry to a market and increasing its competitiveness.


On discussing the topic of how media convergence may change the current media market entry and market positioning, we will look at the various factors in determining market entry and analyse how the trend of media convergence will affect these factors. In addition, we will discuss the implications for market positioning in this new age.

FACTORS AFFECTING MEDIA MARKET ENTRY

Possible barriers to entry include (1) regulations, (2) large capital requirements, and (3) economies of scale. (Miller, 1997)

Government regulations

Governments and legislatures can erect barriers to entry, such as licenses, tariffs and specific regulations. In every media industry around the world, media companies are required to obtain licenses in order to operate. For instance, one would need a license to own a broadcast station and the government will decide on whether to approve such a license to the applicant. 

In the United States, the Federal Communications Commission (FCC) “awarded broadcast licenses through comparative hearings from 1950 until 1993; it began distributing wireless licenses by lotteries in 1982.  Since 1993, the FCC allocates wireless licenses, for commercial use, solely by means of auction.  Starting in 1999, broadcast licenses have also been awarded solely through auctions.” (Ivy planning group LLC, 2000) 

By giving licenses through auctions, it appears to be easier for new entrants to start the broadcasting business, as the process becomes a purely commercial one. However this would mean the competition is between those with the financial capability, and small, independent companies wanting to enter the media market will first have to challenge the big multi-media conglomerates resulting from media convergence.

Other than the change in system for the distribution of licenses, the FCC removed the ownership restriction in 1996. Now there is no limit on the number of stations that a company can own, but it is limited to having 35% audience reach to the national market. The deregulatory provisions of the 1996 Act has precipitated the consolidations of broadcast stations, leading to a heightening of the barriers in the aspect of rising capital that is required to enter the market. 

Large capital requirements

With the lifting of ownership caps, there has been consolidation of ownership by large publicly traded companies, driving prices up and smaller, independent owners out. Without significant equity capital, either from personal funds or outside investors, it is virtually impossible for individuals and non-public companies to acquire stations in today’s market. This symptom of deregulation leading to consolidation is not only visible in the US. The loosening of ownership restrictions also breathes new life into the drive to consolidate Canada’s media sector. (Gray, 2001)

The removal of antitrust regulations has resulted in venture capitalists being “reluctant to invest in these new entrants to the market when they know that this new entrant is essentially going to be a relatively small player competing against larger and larger competitive players in the marketplace and the viability of their venture is questionable”, according to Frank Montero, former Director of the FCC’s Office of Communications Business Opportunities. (Ivy planning group LLC, 2000)

With stations now selling in the multi-million dollar price range, anyone trying to enter the market today has to find not only debt financing but equity capital. These new financing requirements raise a different set of market entry barriers for would-be entrants. Media lenders and venture capitalists are generally not interested in funding deals that are smaller than $10 million, nor are they interested in single-station, single-market opportunities, unless they are in a top 10 market. 

In the current state of media acquisition frenzy, only those people who can quickly bring money to the table are considered potential purchasers for properties. This points to an unprecedented level of market dominance and influence enjoyed by public companies utilizing scale economies, inexpensive capital, and stock-funded acquisitions of licenses. This limited access to capital for entrants greatly deter new players from joining the media industry. Like what former radio licensee, Dale Gehman aptly puts it, “ It’s just a conglomerate [game] now, and they use stock money, and any facility of any size [goes to] the highest bidder, and the price [is so high] – there’s no way I can get in right now and pay the price that you’ll get for an FM station in any kind of medium- to smaller-size market, and pay that money back on any kind of 10-year, 20-year amortization.” 


One may think that the Internet is bringing down the barriers because it involves very little start up cost. For instance, one can start a newspaper publishing company online where printing equipment and costs of distribution can be eliminated. However, content is still the deciding factor for whether the business can stay in any industry. With established brands (the media conglomerates) going online as well, competition for new entrants will be very strong as the audience may prefer media products created by names like CNN. Therefore the low barriers to entry with regards to capital required may not necessarily guarantee a real entry for new players.

Economies of scale


When economies of scale exist, total costs increase less than proportionately to the increase in output. That is, proportional increases in output yield proportionately smaller increases in total costs, and per-unit costs drop. The advantage in economies of scale lies in the fact that larger firms (with larger output) have lower costs that enable them to charge lower prices, and that drive smaller firms out of business. (Miller, 1997)


The media giants have this competitive edge over small independent companies hoping to enter the market. The latter may not find it profitable to operate in today’s media market, which is dominated by major blocs who can enjoy lower costs and greater advertising revenue. 


But it is worthy to note that while small businesses face high barriers to entry, these same barriers do not apply to large media conglomerates. The media giants can easily cross over markets through mergers and/or alliances, which give them direct and immediate access. For example, the merger of Time Warner and AOL helps AOL to enter the newspaper/broadcast industry and Time Warner into the Internet market.


The online music distribution network has seen a slew of alliances being formed in the wake of the Napster’s demise. Duet, a venture between the world’s leading music companies Vivendi/Universal and Sony and the Yahoo portal, will control 49% of the world’s recorded music market share. MusicNet which brigs together the other three giants (Time Warner, Bertelsmann and EMI) in partnership with AOL (the world’s leading ISP which is already linked to Time Warner) and RealNetwork (market leader in software for streaming digital audio on the web) will control another 44%. 

The independent labels see these new partnerships as a serious threat since the music majors will be able to use their respective Internet partners as an exclusive or preferable outlet for music content on the web, and to act as gatekeepers to dictate Internet music deliver options. This increases the entry barriers to the emerging market for competing on-line music services. Independent labels fear marginalisation and are seeking fair access to the new, highly lucrative marketplace. However, a host of peer-to-peer music networks like Gnutella might upset these alliances as its music is free, and its network is not as legally vulnerable as Napster’s was.
STRATEGIES FOR MARKET POSITIONING


The modern media form sees media conglomeration arising from media convergence. Some of the methods in gaining a larger piece of the market share are (1) mergers, (2) alliances, or (3) creating niches.
Mergers

To be competitive in national and international markets, convergence of the telecom networks will stimulate concentration. Large mega-mergers are to be expected and especially the network operators, cable and telephone networks will enter the production and suppliers’ market. Most of the mergers within the hardware and software industry want to control the complete communication process. At the same time, it is a clever way to avoid several national limiting regulations as well as intellectual property rights. And as the mega-mergers enter into horizontal and vertical alliances, this convergence will be combined with an increase of internationalization.

The AOL-Time Warner merger is the largest in history. The combined corporations will be in a position to offer a complete suite of services to customers, including both media and information content. AOL’s 20 million customers who rely on AOL for Web access will now also have access to Time Warner’s vast content holdings. It also provides AOL with a broadband cable network of its own for distribution of AOL content.


The $3.5 billion Canadian union of CanWest Global Communications Corp. with Hollinger Inc’s Internet assets and major newspapers is another case to support the idea of merger apart from the American example. 

The media is “part of a technological revolution in which giant profit-centered corporations are emerging to dominate economies around the world. The trends of business consolidation and merger are no different in the media world than in the automotive world or in the pharmaceutical world or the world of financial institutions.” (Giles, 1999). Leo Bogart, a widely respected analyst of the newspaper business says, “The degree of concentration throughout all of the American economy is just incredible. So newspapers and media companies are part of a larger trend.”

Naturally companies want to expand if the regulations allow them. Getting big means both an increase in market share and a decrease in costs through economies of scale and removal of sunk cost. Large group owners in a market can offer national advertisers packaged deals within and across markets, essentially eliminating the need for ad dollars to be spent with small, independent broadcasters. Mergers and alliances are both instruments in improving one's competitiveness (market positioning).

Horizontal, vertical and diagonal concentration processes are usually followed by the allocation of existing resources within the control of only a few enterprises, potentially advancing to dominant positions in the different media markets to the detriment of open competition. Restrictive trade legislation, together with merger control regulations, are designed to prevent concentration processes limiting competition. 

Alliances

The motives to co-operate are to benefit from diverse knowledge bases, to access financial resources, or to access tangible non-financial assets. Moreover, an alliance allows firms to share costs, and to pool risks. Firms also co-operate to influence the way a particular standard emerges. Any incentives to co-operate, have to do with collusive arrangements designed to protect the value of existing resources in an industry filling up with new players. There are also incentives to vertically integrate in order to control scarce distribution capacity or to access scarce production resources.

Lucent has done an exceptional job in shoring up the weaknesses in its product line, specifically the data side of telecommunications. It has realized that it cannot continue to be a traditional provider of circuit-switched technology and has taken aggressive steps to correct their course. By creating alliances, it has reinvented itself as a virtual corporation capable of delivering every possible technology solution that a customer might request. Size enables diverse news and information organizations to combine their resources and adapt emerging technologies to design new places for readers and viewers to go. The synergies of Microsoft and NBC, for example, created a new network called MSNBC.

Getting a niche

In the media industry, catering to a market segment may prove to be very useful in gaining a market share. For example Public Broadcasting Service stations have a huge niche market within the broadcast industry. Such programming satisfies a need not fulfilled by commercial stations, mainly controlled by major networks. In the US, sales of public television stations to commercial broadcasters can be for the better as the survivors could be stronger due to reasons like less competition and more focusing of resources. Henceforth, consolidation may threaten the survival of smaller businesses, but once a niche market is found, the survivors will stand a greater chance of gaining a stronger foothold in the media industry.

Michael Powell, thirty-eight - son of Secretary of State Colin Powell, and, since January, chairman of the Federal Communications Commission. Media should be restrained by government meddling from achieving its full growth potential. In his first press conference as chairman on February 6, Powell was clear about his philosophy. He places "reliance on deregulation and markets" he said, and is "convinced from a review of historical facts that the optimal environments for innovation and entrepreneurships are capital markets and free markets." Media companies contend that to compete in the global arena, and with the likes of AOL Time Warner, they must be free to grow. It takes a giant, they say, to compete with giants.
As it is, a tangle of statutes, regulations, laws, guidelines, restrictions, and court orders decree what those companies can and can't own.  A different view comes from Adam Thierer, director of telecommunications studies at the libertarian Cato Institute in Washington. The economics of media companies "absolutely dictate" that broad deregulation must occur, he argues. "Whether people like it or not, the industry is getting bigger and needs more significant resources to compete in a global media marketplace." Let's relax these restrictions, he suggests, and see what happens. "It might be there's no problem at all, and I suspect that's probably the case."
But a rush to the bottom line and the lowest common denominator is the inevitable result of deregulation, says Mark Cooper, research director of the Consumer Federation of America. 

24May2001 FRANCE: Vivendi Universal Is Betting on Future of Wireless Movies and Music. 

By John Carreyrou and Bruce Orwall.

This week, Vivendi sent out a strong signal that it won't wait around for the rest of the world to catch on to its vision. Over the weekend, it announced plans to acquire the online music company MP3.com for $372 million in cash and stock. Just last year, during a copyright dispute pitting MP3.com against the major record labels, Universal Music was the most aggressive in attacking the Web site. But now, with that tangle behind them, Vivendi wants to own MP3.com and take control of the advanced Web music technology the San Diego company has developed.

To improve distribution to consumers in the all-important U.S. market, Vivendi is positioning itself online partly through an agreement with Yahoo! Inc., under which the Web portal will offer people downloadable music licensed from Universal and Sony Corp. on a subscription basis. When the technology has been perfected, Mr. Messier wants to expand the deal to include Universal movies and TV shows from USA Networks Inc., the cable company created by Barry Diller in which Vivendi owns a 43% stake. 

The Vivendi Vision
The media giant hopes to distribute its content on as many platforms as possible, including:
-- Acquiring online music firm MP3.com for $372 million in cash and stock
-- Conducting preliminary talks to acquire U.S. educational-book publisher Houghton Mifflin for about $1.7 billion
-- Signing a partnership with Yahoo!, under which the Web portal will offer its users downloadable music licensed from Universal Music Group on a subscription basis
-- Opening a new theme park in Osaka with attractions based on Universal Pictures movies
-- Entering a joint venture with UK mobile-phone giant Vodafone to create a wireless portal called Vizzavi
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