		Monday, January 25, 2016
CMNS WEEK 3 LECTURE NOTES
Case Study Assignment 
Start looking into the case study pick a topic for the case study
Reproach for a Canadian media or cultural company 

Lecture Notes
Agenda:
-Structure of creative industries
-Structure of production
-Why bigger is better + mechanisms of corporate growth
-Concentration in policy in Canadian media


General Characteristics of markets

Buyers and sellers participate voluntarily and independently of one another
Price elasticity: as price falls, demand increases
as prices rise, willingness to supply the proudtc/serviceincreases as the profitability of supply increases 
If a product/ service is increasingly in demand competition will increase
-Resources can be shifted from areas where market demand is in decline to those areas where it is increasing (Flew, p. 79)


Critique of market model
-Assumes perfect competition and substitutable goods, BUT…
-Increasing returns to scale (i.e., average costs continue to fall for firms as they get larger);
-Barriers to entry based on control over tech and high costs for start-ups;
-Gov’t controls over entry, exit and prices (eg: “Too big to fail”)
-Ability to compete based on product differentiation and the deployment of advertising and marketing strategies rather than on the basis of price


Distinctive output of cultural industries

-Cultural industries produces texts that can be bought and sold (Hesmondalgh, 2013, p. 27)

Texts “… denotes objects, artefacts and events that are meaningful… all the ‘works’ produced by cultural industries, such as television programmes, films, recordings, books and so on…” (Hes, 2013, p. 420)
					
-Often semi-public goods (see lecture 1)
-Markets may inaccurately measure preferences based on market transactions(eg. torrenting, or sharing media with others)



Models of paying for media

Advertising: 
-In duel-product markets
-Direct pay: Subscription, transaction (cinema tickets), 
-Or… a combination thereof

Disadvantages to CI commodification

Commodification: the process of transforming things valued for their use into marketable products that are valued for what they can bring in exchange (Mosco, 2009, p. 127).
-Great control over cultural production by a small number of corporations that are more accountable to shareholders than the public interest;
-Greater corporate influence over media through advertising
-Access to cultural products dependent on capacity to pay, accentuating class inequalities
-Potential to reduce risk in innovation
-Ability to use economic power to influence political debate and exclude dissenting viewpoints

How are media Industries structured?
Institutional landscape of creative industries: Whales and Plankton
 Large integrated (often multinational)  firms – Small in number, but massive in profits & power
 Small number of SME (Small-Medium Sized Enterprises)
 Very large base of freelance workers / “lifestyle” microbusinesses

Large (often multinational) integrated firms: The Whales

Powerful gatekeepers: Filter content
Tendency to absorb smaller firms
Sometimes smaller firms maintain some of their creative autonomy (eg: Vice partnership with Rogers); sometimes they do not

Small-Medium sized enterprises 

Low in number as they tend to be absorbed by the “whales”


Freelancers: The Plankton

Post-Fordist style of flexible labour
CI tends to be project-based. Hiring freelancers allows for more flexible staffing
Outsourcing became an influential business model in the late 1900s
Break up of manufacturing processes into different manufacturers
Deregulation and privatization of state owned businesses (eg: 1990s Alberta Government Telephones became Telus)
May develop “creative clusters” in a region to develop community and support mechanisms; save $$.


Advantage’s of Flexible Freelance Labour
Individual flexibility in selecting interesting projects
Set your own schedule; no single ‘boss’
Trade union may act as gatekeepers and support structures
May develop support through cultural clusters


Disadvantages to Flexible Labour

Uncertainty in employment
No benefits (eg: insurance; pay your own CPP, etc.)
Must factor in additional operating costs (internet, telephone stationary, etc….)
Lost time spent in searching for opportunities
Buyers’ market: 
Fierce competition
Often low pay; little control over pay structure
“The history of startup companies often seems to be one of luck and chance as much as design and strategy” (Davies, & Sigthorsson, p. 73)

Freelance Labour Continued
The bottom line:
Most freelance “lifestyle” firms and SMEs do not grow, but
Their productivity is harnessed by large companies and it contributes to their growth
Large companies therefore benefit from the precarity, long hours and low wages experienced by flexible freelance labour
Breaking down the vertical supply chain
Supply								Demand
Creation>Production>Wholesale>Retail   		Consumption(audiences)

Supply Side Policies(above)				Demand-side policies(above)


Upstream to downstream

1. Production
Creation of content
Film makers, writers, journalists, musicians, production companies… 
With the Internet, users are increasingly creating or co-creating content
2. Processing / packaging
Content collected and assumed into a marketable product / service
Eg: TV networks; online aggregators; newspapers
3. Distribution
Can be very simple, or very complex
Transmission over airwaves, Internet
Pay TV: encryption / subscriber management + transmission of signals
Publications: Newsagents; direct-to-home deliver; Internet
Distribution is increasingly a multi-platform activity

The Bottom Line:
All stages in the supply chain are interdependent
No single stage is more important than others
The supply chain drives business decisions and corporate strategy



Value creation in Media: Dispersed and complex

Media firms have two-sided markets:
Creating cultural texts that audiences consume
Via these texts, generating audiences that are sold to advertisers
Dallas Smythe’s “Invisible Triangle”:[image: ]

							Audiences


Advertisers
Broadcasters 






Value creation in media: digital Texts

Value creation in digital texts can be different:
End of one-to-many model as audiences create text
In some cases, company doesn’t create any text at all. Eg: Facebook
Alvin Toffler: Audiences as “prosumers”: both producers and consumers of content
So… audiences create the content that generates audiences which are then sold to advertisers
See: Christian Fuchs, The Contemporary World Wide Web


Value creation in media: Digital Texts II

On the other hand, the Internet can foster new growth in the Cis:
Reduces cost barriers to entry
Reduces gatekeepers
Overall: More competition
But… new challenges…


New media, New Challenges 
Creation of new gatekeepers
Gateway monopolist: firms that gain control over a vital stage in the supply chain or gateway between media content and audiences (Doyle, p. 23)


Digitization has lead to repackaging and re-dissemination of cultural content in alternative formats
Digital convergence: “A migration towards common digital technologies right across the communications industry and in all stages of production and distribution of media content” (Doyle, p. 25)
Eg: Phones converged with radio, TV, etc.
More on digital convergence next week


Elements of digital convergence

Technological: combo of computing, cmns, and content in networked digital media platforms;
Industrial: engagement of established media institutions in the digital media space; rise of digitally-based companies, eg: Google
Social: rise of social media promitng sharing and peer-to-peer communication and user-created content distribution;
Textual: Re-use and remixing of media into a “transmedia” model, where stories and content are dispersed across multiple media platforms Source: Flew, p. 31



Digital convergence con’t:  The rise of multi-platform

Firms adopting multi-platform strategies to exploit content across multiple platforms / formats
Major strategic restructuring
New investment in development of multimedia and online businesses
Shift in labour: disappearance of jobs in some areas (eg: smaller news rooms) and growth in others (eg: web development)
Recycling content across platforms
Greater reliance on “safe” and “popular” themes/ brands



Example: DegrassiCTV franchise now 35 years old!!!
Major multi-platform strategy:
Show syndicated on cable TV; available on DVD; download from Puretracks, iTunes, Xbox Marketplace
New Family Channel / Netflix show
Also: 
Webisodes
Blogs
Online discussion forums
Official YouTube Channel
Twitter feed
Contests
Etc…. http://www.mtv.ca/degrassi/

Creative destruction vs. “destructive” destruction
In “destructive” destruction, businesses are destroyed without any positive outcome
Eg: Competitive advantage through pollution, or
Violating workers’ rights
Not always easy to differentiate between the two. This is a challenging task for policymakers.

Digital Convergence: Creative destruction or “destructive” destruction?
Positive aspects of digital convergence:
New innovative services
Greater audience flexibility and control over what to consumer and when
Greater opportunities for participation
Or… “Destructive” destruction?
Exploitive to audiences? (“prosumers”)
Exploitive to workers?
Dangerous new gatekeepers?



Corporate Growth and ConcentrationEconomies of scale:
Achieved when average cost of a good decreases in accordance w/ expansion in production output
This is known as lowering marginal costs
Related to media industry production of semi-public goods
Overhead costs in cultural industries tend to be similar regardless of the size of the audience… so more audience = lower cost per audience member.
Motivation to aggregate audiences
Leads to the creation of oligopolies or monopolies in CIs[image: ]







High(ish) initial cost to licence TV/ movies  for use
After rights purchased, the cost of showing the  product to another subscriber is extremely low
Higher subscriber base = lower per-subscriber administrative costs

= High rates of return for Netflix

Enables Netflix to add more products to its database

= Difficult for new entrants with lower initial subscriber bases to offer an equivalent product


Industry whales and economies of Scope

Economies of scope: 
Efficiencies developed through corporate diversification
Globalization and digital convergence have created additional possibilities and incentives to repackage content into as many different formats as technically and commercially feasible 
eg: harder to publish a book unless it can be made into a movie


Strategies of corporate growth

Horizontal expansion
Vertical expansion
Diagonal expansion


Horizontal expansion
Gain economies of scope 
Share specialized resources and talent across divisions
Share content across divisions
Critical mass: More leverage in negotiating with suppliers and buyers
Eg: broker with potential advertisers
Better deals on print, etc.
Potentially, control over vendors that rely on contracts (eg: Costco, Walmart)
More opportunity to set prices for buyers
Eg: Facebook & power of the subscriber base in keeping consumers involved



Vertical Expansion
Assured supply of appropriate content to distribute (for distributers); for producers, assured access to audiences
Increasing revenues AND gaining more security or control over the market
Reduce transaction costs
SO: Greater efficiency AND greater security
OR: Pursuit of monopoly power

Diagonal Expansion
Firms diversify into new business areas (complementary activities or new growth areas, eg: YouTube)
Spread out risk, exploit synergies, find efficiencies or just grow operations generally
Eg: share the use of specialized resources or expertise across more than one sort of media product, giving rise to economies of scale and scope
Eg: Until 2014, Harlequin Enterprises Ltd. was owned by TorStar (bought by NewCorp in 2014).
Eg: Rogers owns Blue Jays, Rogers Centre (Sky Dome), SportsNet, SportsRadio, Rogers Cable and Rogers HiSpeed. This is both diagional and vertical. Rogers owns your Blue Jays experience.




The bottom line:

Horizontal, vertical and diagional expansion allow a firm to exploit synergies in their resources
Diversified and large-scale media organizations are best positioned to manage risk and survive ebbs and flows of marketplace
But: Paradox of Capitalism (Demers): Increased global competition effectively means less competition in the long run, as major transnational companies overwhelmingly benefit from economies of scale

FOR AUDIENCES, What are some of the advantages of horizontal / vertical / diagonal integration?

constancy in services and quality
lower prices

In what ways could horizontal, vertical and diagonal expansion pose a risk to the public interest?
Decreased diversity


Owners and managers may have concerns beyond the bottom line:
Political influence
Personal legacy
Increased managerial salaries 
Prestige and an “in” to major industry bodies

Tendency towards monopolies / oligopolies
Monopoly / oligopoly in media markets
Occurs when a single firm in an industry acquires market advantages and is able to drive competition out of business. 
Usually there are barriers to entry for new companies (esp. high start-up costs).
Problems with monopolies:
Might generate higher prices
Little motivation to be innovative
Lower outputs
Power over regulatory system (i.e., “too big to fail”)

Canada’s Media Policies

U.S. Media industries are high concentrated
Four largest firms account for over 80 percent of market share in TV, advertising, publishing and recorded music (Source: Flew, p. )


Canada’s media firms also highly concentrated
One of the highest levels of vertical integration in the Western world
Vertical integration doubled from 2008-2013 as Bell, Shaw, Quebecor and Rogers expanded their mobile wireless, Internet, cable, satellite and IPTV holdings
Bell, Shaw, Rogers and Quebecor account for around 70% of all TV revenues
Source: http://www.cmcrp.org

Canadian policies on concentration

Canadian ownership rules
Firms not permitted to own holdings in more than two of three media outlets: broadcasting, television and radio (note: no rule for Internet services)
Mergers / acquisitions monitored by the CRTC to consider benefits and costs
Licensing and spending requirements for media firms
Public broadcasting
Subsidies for some sectors (eg: community radio)
Promotion of certain types of content through regulations, public spending, tax credits, etc.
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