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INTRODUCTION


Christopher Hird and his associate, Richard Belfield, created Fulcrum TV in 1986, located in central London. The company mission has always been based on the same three principles: make different types of programmes and change’s people perception about the world where they live; leave the consumer understanding they learned something and; develop more and more investigating programmes through research, to broaden the people’s mind.

Since its formation the company produced more than 100 programs, broadcasted at 90%. Three types of programs compose its product range: documentaries based on research, investigation and results interpretation by specialists; format programmes, which are real shows and, low-budget movies. Fulcrum TV is an independent producer selling mainly its programmes to the two public broadcasters of the British television: Channel 4 and the BBC. Following their expansion, Fulcrum TV has recently opened a second office in Sheffield, Fulcrum TV North in order to profit from a local presence where the Union of the European Producers recently settled, as well as to be able to produce region-made programs. In term of people involved in the business, from 2 in 1986, there is today 25 people working.

The study aim is to provide an internal and external analysis of Fulcrum TV to understand how and why this particular small business reached today the growth stage. Based on the interview with Christopher Hird, this paper will emphasise the start-up stage, the relationship between the business and the TV production industry thanks to Porter’s framework thus the examination of the main organisational constructs.

Getting started

Fulcrum TV is quite a singular example of starting up a business. Fulcrum TV has not been “a process that took many years to evolve and come to fruition as it is for the majority of the business”.

The study of Fulcrum TV in its first stage of life cycle raises two issues: first, “understand the process by which both entrepreneurs arrived at the decision to develop a business out of an idea and, second, the process of assembling the resources necessary to begin trading”
.

The entrepreneurs

This part will look at the various factors which have contributed to the “entrepreneur’s decision”. The Cooper framework 
segments them in three rational groups identifying both internal and external factors that lead to run this particular business. The “Antecedent influences” relates to aspects of their background that affected their motivations, their perceptions, their skills and knowledge. They both graduated from prestigious British universities (Oxford and Manchester). Mr Hird specific skills on business area come from his past as an investment analyst (4 years) in the City before becoming a journalist. His associate, R. Bielfeld, has an experience wholly based on production as he worked in television all his life mainly as freelance producer or director. The “Incubator organisation” influenced a lot the location and the nature of the firm. Mr Hird worked on the Economist, Daily Mail, New Statesman and the Sunday Times. His past as a successful business journalist provided him the opportunity to develop not only local contacts but also managerial skills and market knowledge. Nevertheless he started the business in entirely different product and market. Mr Bielfeld had already work by the past for the BBC, C4 and Central Television. Some “Environmental factors”, external to the organisation, made the climate more favourable to the starting of Fulcrum TV. In 1983 was established Channel Four (C4), a new public channel, which had to buy private programs to respond to the needs of programmation required by public television organisations. The trend toward downsizing at this particular moment entailed the broadcasters to integrate the possibility of using private TV producer to respond to the necessity of overhead costs decrease. Due to the emerging industry, it was easy to take a place in the market. Furthermore, it did not need any capital to start because it works with commission (i.e. the producer receives the money before to start the program), so he already had the capital to realise the first project. 

The business idea came from an opportunity of a job acquaintance. A friend at C4 explained Mr Hird that she had to find a producer for a business programme and he would be the perfect person to treat the topic. She made him a proposition with a given budget, he accepted the challenge with R. Belfield and the business begun.

Why did Mr Hird make this particular decision at a particular time? His business set-up was neither motivated by a great desire or by a wish to make money. The process he went through could be identified as what Birley
 named the “friendly push” syndrome. In a way, he did not find this specific idea alone, the external opportunity he had was a tremendous point in this business. A friend in the form of an order has made the resources available.

The resources assembling process

The process of assembling the resources is critical at this stage. But Mr Hird had the huge opportunity to overcome the new entrepreneur common barriers of finance, management, finding customers, suppliers.


The matter of assembling resources from all potential “investors” necessary to start has been evident. According to Birley
, there are six resources from potential investors to consider: people, premises, equipment, customers, suppliers, money at this particular stage of the business life cycle. Concerning People, Mr Hird was the initiator of the business but he would never have been able to launch it without finding his associate, because of their mutual expertise. Mr Hird had the business investigation background, and his associate had all the necessary technical skills, the market knowledge and the contacts. They did need neither premises nor equipment because all the technical facilities were subcontracted to suppliers. To begin trading, the company had the first customer before launching its activities and the first £60,000 budget allowed was sufficient to produce the first program and cover overheads.

The resources merry-go-round
 has not been a tricky part for Fulcrum TV’s birth; the entrepreneurs managed to assemble all the necessary resources to begin trading very quickly. Again this sustained the specificity of Fulcrum because, generally, the process is not so simple. For instance, they neither had to build a convincing business plan full of research and information nor look for bank loans or other external type of financing nor find people with necessary skills.

As a conclusion on the first stage of Fulcrum TV life cycle, it looks like a successful launch mixed with an entrepreneur who decided to take the good opportunity at the right time. He succeeded in managing people, finance and expertise in a way allowing the coming sane growth.

Nevertheless, he analyses – today - two main problems he encountered and remembered of his beginning. First, a conceptual problem then, a business issue.

The conceptual problem was in his head. He had the mental conception of a relatively safe job, “one employer for life”. And when he set up his business, he had to put all of that away – no more social security, pensions, etc-. Intellectually and emotionally, it had been a huge difficulty to do not know where he was going. 


Regarding the business, he does not remember huge struggle but keeps in mind the difficulty in term of management and risk, how hard it was to have to do everything by himself, mixing all the skills and average capabilities as accountancy, legacy, techniques, creativity.

The Porter Analysis


Michael Porter (1985) developed a model to define the structure of an industry. This model includes important elements from the environmental situation, it illustrates, by five forces, and gives an idea of what helps or harms the profitability of the firm in a specific industry. Those forces help to find potential problems or potential opportunities from an accurate situation. The use of Porter in the Fulcrum TV case is to primarily define the reasons of its existence, its current situation, and its projection of the future.

The Power of Buyer

The power of buyer can be described by the relative importance the firm has over each of its customer. To evaluate this importance we must have a look on the customer concentration. Fulcrum TV has two main customers who are the BBC and Channel 4. The vitality of Fulcrum TV depends on those entities. Therefore, due to this high concentration of the market the buyers have a huge negotiation power. The relationship between Fulcrum TV and its buyers illustrate this inequality. For example, usually the channel asks for proposal commission work, Fulcrum TV obtains new contract by applying on it. Therefore the price, the content, and the date of delivery are decided by the buyer. According to Mr. Hird this situation create a bad relationship with him and the buyers because the buyers misunderstand the need of Fulcrum TV. However the BBC and Channel 4 are public society and they don’t squeeze too much their suppliers. Normally in the contract they include a profit margin for the producer, which is usually around 10% of the total value.

What is the purpose of BBC and Channel 4 by sub-contracting? The main advantage for the channel is to save on operational expenses because they control their production cost by the use of suppliers. Therefore by sub-contracting they can easily forecast the outflow and then facilitate their financial operations. Furthermore, sub-contracts diminish their size and make them easier to manage. Another advantages for the channel came from the large range of small producers and for them change from one to another do not involve any switching costs. Therefore, the absence of switching cost increases the power of the buyer and represents a risk for Fulcrum TV. However, for several reasons Fulcrum TV fills specific need for the big channel. First, due to regulation, the BBC and Channel 4 have the obligation to broadcast a large proportion of UK production. Another requirement is the proportion of educational content that the company has to diffuse. In response to this potential need Fulcrum TV has developed a speciality in documentary program. This strategy of market segmentation ensures to Fulcrum TV a continuity of new contract.

The importance of a good network for a small firm.

From the Aldrich’s (1979) proposition a “network can be defined as the composite of the relationships in which small firms are embedded which serve to link or connect small firms to the environments in which they exist and conduct their business”
. As was seen in the previous part the personal contact of Mr. Hird has created the firm. In addition to survive with a high concentration of buyer it is really important to keep a close (or friendly) relationship with the client to obtain new contract. Out of the relation with the buyer a good network can help to generate idea. According to Mr. Hird, because the content is based on creativity it is helpful to talk about the project they are doing to a large range of people. It is a way of sharing the idea, by this they save on research and improve the quality of the work.

 
To conclude with the power the buyer, the high concentration of customer is a source of danger for Fulcrum TV. From the view of Mr. Hird the real danger from this concentration is the privatisation of the BBC and the Channel 4. Due to the cost minimisation used in the private sector, a future corporate owner would not hesitate to squeeze small production firms. Furthermore, from Mr. Hird, the regulation have to change if they want to make it private, therefore the content risks to be less regulated and then, reduce the specific market of Fulcrum TV, market which is strategically based on the existence of regulation. It is not the case for the moment but it is important to be aware of this potential problem.

The power of the supplier

The power of the suppliers depends on the concentration of the market because the more concentrated the market, the more the supplier has a control on the price. It is also depending on the size the supplier has compared with the firm, “ the small firm buying from a large company is relatively disadvantaged”
. Fulcrum TV uses suppliers for the postproduction to edit their program, and they also use it for technical services like cameramen and for production facilities. According to Mr. Hird the competition is high in the entire sector related to TV production, which give them the advantage. In addition, Fulcrum TV has a size advantage because they deal with freelance suppliers. The strategy used by Fulcrum TV to escape any supplier problems is to work with a small range of tested suppliers, they also create long term relationship with them.  Therefore a partnership helps to obtain a better price because the supplier want to keep their good clients, also both sides aim to find ways to improve the way of doing business.

Barriers to Entry 

The barriers to entry represent the obstacles a new entrant has to surmount to penetrate the market. Normally, the major obstacle is the capital required for the start-up. However, it is not the case in TV production because when you obtain a contract of production, the buyer pays in advance. It represents an important threat of potential new entrant. According to Thompson (1993: 58) “ Co-operation is more secure and robust when agents have a trust because of the reputation of themselves and other agents in the network of honesty and consistency”
. Therefore the reputation is the major barrier because before they allocate any amount, the TV channels want to be sure of the result. Therefore not everyone can obtain a production contract. In addition, not having personal contact inside one of the major channels could be a barrier because you must gain the confidence of the potential customer and to have a personal contact could be a good way.  Furthermore start up a TV production requires good managerial skills because the margin accorded by the production contract is tinny, you must understand all the cost involved to be profitable. Therefore skills and competence is considered to be another barrier to enter into the TV production market.

Competitive rivalry


The rivalry of an industry will depend on its newness and growth, its attractiveness in terms of profit and value added, intermittent overcapacity, product differentiation, brand identity, switching costs, concentration, diversity of competition and exit costs.
 First of all, an important aspect to consider regarding Fulcrum TV is the industry growth. In the television industry, multi-channel TV, like SKY TV for example, is becoming more and more popular these days and a significant growth is expected in the television production industry. According to Mr. Hird fifteen percent of the multi-channel users do not really watch the five basic channels available for everyone. This evidence is one of the reasons why a sudden growth is expected in the next few years regarding the television production industry. 


Another aspect that characterises Fulcrum TV is the differentiation of its products. According to Porter (1985), product differentiation is a useful technique that can be used in order to minimise the competitive rivalry. Throughout the past years Fulcrum TV has tried to focus on a specific niche market and by doing so, the company has developed a trademark its sector of activities. Listing programs like The Crime List, which presents a list that ranks Britain's police force from best to worst is an example of the niche market that the company has targeted. Another example of listing program is Power 2000, a listing that reveals this year's most powerful 300 people. For Fulcrum TV managers, it is crucial to be aware of the other competitive firms in the industry because of the high number of small independent firms. However, the fact that the company is putting more emphasis on a specific market has helped considerably in the way that the number of direct competitors is limited; 5 or 6 according to Mr. Hird.


Finally, the capacity increments and the exit barriers are two other elements proposed by Porter that might have an impact upon the competitive rivalry. As mentioned before, the television production industry is growing and Fulcrum TV is always ready to take up new challenges. For Fulcrum TV managers, new contracts are always welcome even though the company is overloaded sometimes. It is very easy for the company to increase its production capacity in the way that it deals with a lot of subcontractors. The last element to be considered in this section is about the exit barriers but for Fulcrum TV, this aspect doesn’t really apply. As explained previously in the paper, the company deals with a lot of suppliers and because of that its fixed costs are lower. According to Mr. Hird, the economic situation is always unpredictable and the company cannot afford to be locked in the industry with extremely high costs. Having low internal costs is a good way for the company to minimise or to avoid the threat of exit barriers.

Threat of substitutes


The last force that has been proposed by Porter in order to determine the industry structure and profitability is the threat of substitutes. These days, substitutes are omnipresent in markets and several factors contribute to increase their consumption. Among those factors, the impact of the new technologies is a very important factor that has to be considered by companies in order to keep their market shares. For example, the Internet is a media that is taking more and more place in our lives and day to day activities. In the perspective of Fulcrum TV managers, Internet is not really considered as a threat but simply as a media to consider upon the business activities. Internet is perceived as a powerful way to broadcast television programs in the future, but according to Mr. Christopher Hird, it is a little too early to adapt the whole organisation. People having access to an ultra rapid Internet connection represent a fairly small percentage of the population today, but managers are confident that as soon as this new technology will be well established, new opportunities to gain market shares, and to focus on new niche market will start to emerge. 


Finally, another factor not to be neglected that may have an impact upon companies is regarding the changing tastes of the customers. Customer satisfaction is probably on the most important element to consider when doing businesses. It is important for Fulcrum TV managers to be aware of the taste of the population if they want to produce programs that give raise to population’s interest. However, Fulcrum TV does not really perceive the changing tastes of customers as a threat because that, as mentioned before, most of its customers are broadcasting companies. As mentioned previously in this analysis, several laws and regulations exist to force those companies to broadcast more than only films or TV shows. This is one of the reasons why Channel 4 and BBC for example, are so interested in the niche market that Fulcrum TV has tried to focus on those past years.


As we have seen throughout this section, Porter’s five forces framework is suitable for diagnosing industry structure. The industry structure framework can be applied at the level of the industry, the strategic group (or group of firms with similar strategies) or even the individual firm. Its ultimate function is to explain the sustainability of profits against bargaining and against direct and indirect competition. Whereas Porter analysis was used to assess the impact of external environment on the business, the next section will put more emphasis on the internal environment affecting the structure of Fulcrum TV.

The structure of the business now – The other issues

Having analysed the external environment of Fulcrum TV, it is now time to have a look at the internal environment. That is, the structure of the firm, on a more personal point of view. The focus will be made on some issues, which are the power, the training and the growth.

THE POWER

Power can be seen from two different point of view: the ownership and the decision taking process.

As Kets de Vries (1985) says, the desire for control can quite often leads to over-control from an owner manager. This one would not let anybody else having the control or authority in the company. De Vries’ paper would suggest that the owners of Fulcrum TV are reluctant in delegating power.

This theory differs with the situation of Fulcrum TV, according to Mr Hird. He recognises openly that one man cannot do everything alone, and therefore the owners must delegate in order to make the business work. As it is now, most of the everyday tasks have been delegated, leaving Mr Hird with more time to concentrate on his strongest skill: producing TV programs. When asked if he would eventually delegate his creative responsibilities, he however adopts another speech. The big problem about delegating the “creative job”, he says, is that Fulcrum TV’s customers are going to Fulcrum for Mr Hird’s creativity and skills. He is the one giving his view on the program and that is a big reason why Channel 4 and BBC choose his firm and not another one. This is conforming to the idea that the product of Fulcrum is its owners’ views and brains.

As for the decision process, Mr Hird qualifies his firm as having a flat structure. For example, the firm just created a new subsidiary, Fulcrum TV North, in Sheffield. The office will deal directly with the customers based in the area. Another example is the hire of two highly skilled persons to develop a new kind of expertise for Fulcrum. These new employees have great knowledge in Science TV and Music & Youth TV producing. They will have more freedom than other staff, due to their heavy expertise. The firm created an “Ex-co”, executive committee, spreading the core decision making process to four persons instead of the two shareholders.

What is more, unlike de Vrie statement again, the control of the firm itself, and not just the responsibilities in the firm, is open. Willing to improve furthermore its power structure, the owners agreed to new initiatives in this sense. As a brand new initiative from the until now only two shareholders, the firm is to create an employees’ share owning trust. Fulcrum will give shares to the trust. The plan is to spread the shareholding to the employees in order to involve more the employees into the company within a 10 years period. In addition to that, a profit sharing program will be installed, and quarterly staff meeting will be held to involve the employees in the decisions of the firm. The rationale behind these measures is, according to Mr Hird, to “give power and responsibility to the employees, and make them believe more in the company”. Making the employees shareholders of the firm will involve them directly with the financial success of Fulcrum TV.

The owners of Fulcrum TV are however not as keen about external ownership. As far as internal ownership is concerned, they see it as a positive event, but they would be very negative about an offer from outsiders to invest in the company. In the past, they received offers from outsiders, but they refused to let them in. For the owners of Fulcrum, outside owner means trouble. This is probably due to Mr Hird’s past as a City analyst. He even mentioned the Virgin case, where Sir Richard Branson took the company back as a privately owned company after the trouble he got with financial analysts and the City.

In brief, for Christopher Hird, both point of views (control and decision taking) are intimately linked. The medium-long term objective for Fulcrum about it looks like: let the owners decide, the owners being all the people working at Fulcrum TV.

TRAINING

An interesting matter about Fulcrum is its training policy. Keep and Mayhew (1997) argue that training in SME is likely to be informal and short term. This theory applies to Fulcrum TV, which doesn’t have a very formal training plan. In the sector where Fulcrum TV operates, it is hard, says Mr Hird, to offer a career structure or training. That is, they can never be sure about tomorrow’s source of revenue. Therefore, it limits the training the firm can give to its employees.

The “training” is made through the recruitment process: they hire their new staff as runner, which is the lower level in the production industry. Then the new employee receives more responsibilities and becomes junior researcher, and then senior researcher, and so on until the new employee eventually leaves the company because there is no good opportunity for him inside the firm.

It is so because the next step would be to offer him a job as producer, which the size and the structure of the firm do not allow. Mr Hird explained that since the producer has a lot of responsibilities – he actually manages the project – it would be impossible to let a junior the chance to see if he can do the job. This would lead to the firm taking huge risk of failing a product.

Eventually, says Mr Hird, an employee who left the firm to pursue a new challenge elsewhere will return to Fulcrum once he has developed his skills as a producer, for example.

Apart from this “informal training policy”, the company does offer on the spot training opportunity for particular topics. They send their employees to get an external training that will increase their performance, for example with new technological equipment.

Finally, Fulcrum TV takes advantages of the FT2, the Film and Television Freelance Training scheme established by a group of leading independent production companies. This scheme is funded by Skillset Freelance Training Fund and the involved companies. The scheme offers training to people, who work as trainee in more than one of the companies involved in the plan, on a rotational basis, as well as taking short-term course training. The trainees get paid £200 a week by the program. This scheme benefits to both production companies and people wanting to work in the area, since the former get labour that they can train at a lower cost and the later get well trained by competent workers and can expect to work in the sector once the training period finished.

GROWTH

Growth can be seen from many different aspects. There is the actual growth history of the firm through the years, the planed growth for the future and finally the opinion that the owners-managers have of the growth.

Since its beginning in 1986, Fulcrum TV has grown at three different levels: in size, in product and in exploitation style. In 1986, the total turnover was £120,000 and the firm employed a handful of employees, while last year’s turnover was £2,5 millions and staff payroll included around 25 persons. In term of percentage, this represents a compound rate of growth of 22.4%. 

As for the product growth, Fulcrum started by producing business programs, and gradually got involved in producing current affairs when they saw that business would not be enough to ensure growth. With Channel Four, they also developed their “Reality TV” brand, with “Can You Live Without?” series.

Finally, the company grew in an operating way. Due to the structure of the business at its beginning, it was not very important to make money, says Mr Hird. Producing TV programs was the main goal, and it was satisfying enough to do so. “There was money to spend”, says Mr Hird. But as the time past, it became obvious that they needed to become more “business-like” and change to a profit-minded organisation.

When asked about the importance of future growth for Fulcrum TV, Mr Hird categorically answered that this was of the first importance to the firm. He explained why in three reasons: there is an economical benefit to grow, growth allows for the firm to reach economies of scales and scope, and growing leaves the owners with the feeling of having achieved something. This achievement element is based on the idea that they produce a different kind of TV program, which leaves people with the feeling they learned something, and they enjoy it and want to do it permanently. Growth is the only way, for the owners, to make sure they can do it the way they like.

The future growth will be generated, according to Mr Hird, by two different moves from the company: broadening the base of customers among the broadcasters and also broadening the kind of programs they are reputed for. Both of these means are already on the way.

This relates with the Gibb and Davies (1990; 1991) “personality-dominated approach”, which states that the entrepreneur is the key to the development of the firm, by his personal goals. Following the work of Stanworth and Curran (1976), it would be possible to classify the actual owners of Fulcrum TV as “classical entrepreneurs”. It is however possible to observe a change in the identity of the owner, as they went from an “artisan” identity to the actual classical one. That is, they went from a situation where being on their own was enough to the situation where they do it openly for profit.

CONCLUSION


Fulcrum TV represents a good example of a successful business start-up. Started from nothing, it has now a respectable position in its market, being ranked in the Top 30 of independent producers, according to Mr Hird. Without being a perfect representation of the Small and Medium Enterprise theoretical framework, it still matches the real life situation of SME, where nothing totally fits the theories, but instead turns around it. It would be interesting to follow the evolution of the firm in the next years, to evaluate how Fulcrum TV will take advantage of its present strengths. The availability of new IT, such as the Internet, allows this. To be continued…
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