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Abstract

The Internet is about content and nothing produces as much content as a newspaper. They’re both delivery systems for information but traditional newspaper publishers can’t transfer their business to the Internet because they can’t charge for it. This paper examines the plight of publishers as they try to find a business model which will allow the transfer of their prime activity onto the cheaper mode of delivery and make money. It tests two of Michael Porter’s competitive models on the traditional newspaper and the virtual e-paper and examines how segments of the newspaper’s activity can be spun off to make money. 

1.
The Publisher’s Dilemma: How to Make Cents on the Internet

The paperboy of the 21st century stands to lose his delivery round to the Internet as newspapers come to terms with the impact of the electronic information revolution and dump old operating processes for new technologies. It will take time, however, for newspapers to completely integrate technological advances into their business model for delivery of news and advertising. The reason is simple: how to get paid for content.

This no surprise as the Internet poses a difficult challenge for established businesses. The opportunities presented by the channel seem to be readily apparent: by allowing for direct, ubiquitous links to anyone anywhere, the Internet lets companies build interactive relationships with customers and suppliers, and deliver new products and services at very low cost. (Ghosh, 1998) 

But Warren Buffett, one of America's most astute investment managers and president of Berkshire Hathaway Inc, has been an outspoken critic of the medium, remarking that if he were teaching an MBA class on finance, the final exam would have one question: "How do you value an Internet company?" He said anyone who turned in an answer would fail. (de Figueiredo, 2000) 

The companies that have taken advantage of the Internet's opportunities are start-ups like Yahoo! and Amazon.com. And it is difficult for executives at most companies, new or old, to decide the best way to use the channel. It is even more difficult for them to estimate accurately the returns on any Internet investment they make. (Ghosh, 1998)

The distribution channel that is the Internet has spread further by evolving beyond personal computers. Soon it will be commonplace to access the Internet through cellular telephones (Nokia, Ericsson), personal organisers (Palm Computing, Psion), videogame consoles (Sega's Dreamcast or Sony's Playstation) as well as home appliances (Electrolux, Whirlpool), vending machines (Maytag) and cars (GM's Onstar and Microsoft's AutoPC). It has become more than a simple and effective way to exchange e-mail and documents; it is emerging as a critical backbone of commerce. And, it is happening at a faster pace than many thought possible and with which few feel comfortable. (Venkatraman, 2000).  

However, with all these rapid advances, the quest for the right business model has so far eluded the founding format of information transfer, the newspaper. It is doubtful, as this paper outlines, that a model exists which will allow the traditional newspaper structure to be replicated in a paper-less environment.

Simplistically, an e-business model is the approach a company takes to become a profitable business on the Internet. The new model is the old model but technology is essential to maintain a competitive edge. (Trombly, 2000) 

Venkatraman (2000) believes publishing is likely to be significantly reshaped by the Net, even though dominant new business models with assured profitability have yet to emerge. Experiments to assess the likelihood of revenue generation from on-line publications are underway with no conclusive results. The publishing industry cannot afford to neglect the Net and these experiments require more than merely porting their print content to the Web, rather re-thinking the distribution of content as well as restructuring relationships to integrate content from multiple sources.  

He believes the power of the Web lies in the creation of new business models that offer on a sustained basis an order-of-magnitude increase in value propositions to customers compared to companies with traditional business models. In doing so, these new models disturb the status quo and create new rules of business.

Like most businesses, newspapers are built on a vertically integrated value chain. Newspaper companies exist as intermediaries between the journalist and the reader because there are enormous economies of scale in printing and distribution. But when high-resolution electronic tablets advance to the point where readers consider them a viable alternative to newsprint, those traditional economies of scale will become irrelevant. Freed from the necessity of subscribing to entire physical newspapers, readers will be able to mix and match content from a virtually unlimited number of sources (Evans, Wurster, 1997)

This deconstruction process, or un-bundling, can happen now with electronic news, movie reviews, recipes and weather able to be downloaded from different sources. However, the newspaper remains an extraordinarily cheap and user-friendly way to distribute information. And that sustains the traditional business model.

2.
The competitive newspaper publishing environment

The task of publishing is primarily to collect, package and deliver news and information in a timely manner, an expertise which is transportable by other delivery systems such as the Internet. In the new paradigm, the critical barrier in the value-chain for newspapers is the free, front-end electronic delivery system that fundamentally deconstructs the existing contract relationship between supplier and customer. Not only does the paperboy lose his job but the newspaper its revenue.  

In dealing with the new environment, newspapers are collaborating with technology to compete against themselves. Just as they bought start-up radio and television stations in previous generations, publishers are buying into Internet companies and forming Web businesses to protect their newspaper franchise. They are then issuing on-line versions under the same brand-name with the same news and information. These on-line publications are attracting increasing numbers of subscribers but not making any money. The printed versions are holding their circulation and returning commensurate profits.  

If the Internet was to decimate any other medium, the newspaper was a prime candidate. Its physical format had changed only cosmetically since the invention of the printing press but the technology to this day is bound to bulks of paper and electronically-smart iron presses. The design is limited to the basic presentation of news and information in rows of type interspersed by pictures to break up the flow and all sitting on a base of advertisements. The pictures and graphics are static and there is no sound.

The Internet as a delivery system is all the newspaper can't be. It remains fundamentally text-based but with flexibility to splash around colour and visual lures. Whereas the paper needs to go to press late at night to be physically delivered in time for breakfast, the on-line version's content can be changed at will for access at will. Where earlier developments in a story have to be sourced back through previous days’ newspaper editions, the on-line service has an instantly accessible archive. The newspaper is purely mono-media, unable to carry sound-bites or video grabs or facilitate chat lines with reporters or story subjects. Whereas advertisers can’t rely on the newspaper reader responding to their messages, they can measure the effectiveness of advertising on-line by the number of “hits” recorded.  

The newspaper, however, as it did through the advent of silent pictures then talkies, radio and TV, has survived the initial phase of the information economy revolution and is in a stable condition. Despite the bells and whistles of the new technology, it would have been something else for the centuries' old tradition of newspapers to disappear overnight. That’s not to say it is immune from threat. A number of factors will impact on its future as its traditional reader base becomes more net-aware and its existence will be eroded as the components of its whole are hived off onto on-line classified advertising sites for real estate, motor, employment and jobs.

And news flourishes on the Internet. According to a report published in June 2000 by the Washington-based Pew Research Centre, 15 percent of Americans say they log on to the Internet for news every day, compared with 6 percent two years before; and a third of Americans read news on-line once a week compared with 20 percent in 1998 (Anonymous, 2000)

3.
Challenge Facing Newspapers in the E-Business Era

The real challenge for newspapers is to find a new business model matching the new media or manipulate an old one so revenue lost in transition from the traditional format is replaced. In the interim, virtual newspapers have been set-up to establish an e-commerce foothold.  

Two of Michael Porter's competitive models have been applied below to compare the sustainability of the traditional newspaper format against the web-based version to ascertain their competitive resilience. The comparative diagrams below figures 1 and 2 are indicative of the different models.

Porter's Five Forces Model:

Michael Porter contended that the state of competition in an industry depends on five basic forces and the collective strength of those forces determined the ultimate profit potential of an industry. He said "in the economists' perfectly competitive industry, jockeying for position is unbridled and entry to the industry very easy". This kind of industry structure, he said, offered the worst prospect for long-run profitability but the weaker the forces collectively, the greater the opportunity for superior performance. (Porter, 1980)

The traditional and web-based models of a newspaper are examined on merit in the context of each of the forces.

1) Threat of Entry -

a) Traditional: Highest costs are newsprint and labour so a start-up operator needs substantial capital to sustain old technology practices. Also, market dominance and product loyalty is costly to break for a new entrant. There are significant transport costs from factory to consumer but all distribution channels are easy to access. This is a maturing industry with strong cash-flows whose unmapable future could be a deterrent.

b) Web-based: Start-up cost is relatively cheap with no newsprint costs and few consumables required. Labour costs are not as great, depending on the range of information planned for inclusion on the web site. No transport costs as the Internet is the distribution channel. There are extensive marketing costs to attract consumers but the audience is limited by its access to technology. Nil cashflow will come from on-line usage, or hits, and minimal cashflow from advertising because the audience is not as large as newspapers or television.

Verdict:  Traditional version is established but cost-bound and generating profits; Web version has everything going for it but making no money in its early phase. 

2) Powerful Suppliers -

a) Traditional: Newsprint, consumables and labour are cost centres critical to the business and subject to price maintenance, foreign exchange fluctuation, union environment and market demand. The business model relies on specialist distribution channels from factory to consumer which are subject to fluctuation in labour, fuel and consumable prices. Industry members are important to supplier groups that tend to sector-specialise.

b)  Web-based: Labour is the only significant cost centre after start-up; establishment  of 

     distribution channel has minimal comparative cost. No supplier is capable of disrupting the 

     business.

Verdict:  Traditional version burdened by costs and complex partnerships; Web version has no such baggage.

3) Powerful Buyers -

a) Traditional: Newspaper purchasers and advertisers buy in large volumes, are cash-flow

     positive to the business and therefore cover major costs. However they are cyclical, fair-

    weather customers who cancel when they go on holiday or have long-weekends.

b) Web-based: Out-goings on labour cannot be off-set by unit purchase as the Internet is free; some newspapers are having moderate success in charging advertisers a listing fee for inclusion on their web-site. Web-site visitors have not yet proven to be habitual.

Verdict:  Traditional version has customer relationships which generate benefits; Web version has no such loyalty relationship with users and no facility to charge.

4) Substitute Products -

a) Traditional: Television, radio, cinema, books, Internet are competing for the newspaper reader's time and attention. There are low switching costs and a varying propensity to substitute. All media are price sensitive.

b) Web-based: All of the above plus hundreds of thousands of other Internet sites. Favourable price sensitivity, i.e it's free; high propensity to substitute. 

Verdict:  Both the traditional and Web version exist in a crowded environment but only one gets paid for its output.

5) Industry Competitors, Rivalry -

a) Traditional: mature industry with slowing growth; high fixed costs; strong brands; diversity of competitors across the media spectrum; powerful corporate identity; strong product differentials between rivals; high exit barriers.

b)  Web-based:  blue-sky industry; low fixed costs; no stand-alone brand identity;  diversity of 

      competitors across the media spectrum; no corporate identity or power; strong product

      differentials between rivals; low entry and exit barriers.

Verdict:  The traditional version should be judged cumbersome against a fleet-footed alternative but it is a way of life the Internet is too new to be.

Porter's Generic Strategies 

Porter believes there are but two "basic types of competitive advantage a firm can possess: low costs or differentiation". These combine with the "scope" of a firm's operation (the range of market segments targeted) to produce "three generic strategies for achieving above-average performance in an industry: cost leadership, differentiation and focus" (Porter, 1985)

1) Cost Leadership Strategy -

a) Traditional: Newspapers are weighed down by heavy production and labour costs but strive to sustain cost efficiencies to deliver and market a product more efficiently than competitors. Lower costs allow the company to earn adequate returns under heavy competition and benefit from increased volume sales.

b) Web-based: Production and labour costs are minimal in comparison to the traditional version but so is revenue. No amount of cost control will be reflected in more "hits" revenue because the user is not paying for the service.

Verdict: The traditional version returns more to the bottom line if costs are reduced but in the Web version this, importantly, reduces losses.

2) Differentiation Strategy -

a) Traditional: Buyer loyalty is generated by the newspaper's unique and superior value to customers in terms of product quality, current content, home delivery and value added sections. If it can generate strong sales, the company is rewarded by being able to charge a premium for its advertising space or additional special products. 

b)  Web-based: The service is free so the consumer does not judge its relative value and

      therefore the degree of buyer loyalty is immeasurable. If the site is successful in attracting 

      "hits", a premium can be charged for advertising space. Content is also important however 

      the interactive and colourful nature of web sites create a vastly different "information 

      absorbtion" environment.   

Verdict: The traditional version potentially generates greater value and yields with its differentiation strategy whereas the result is minimal for the Web version. 

3) Focus Strategy -

a) Traditional: Product differentiation strategies are often focused on narrow segments of the market by one-off promotions, improved services at different times to cover events such as elections, budgets and tragedies and cover-price cutting to generate more sales, i.e. home delivery. There is also the potential to enhance perceived quality and thereby add value. 

b)  Web-based: Differentiation focus is more possible because of the interactive nature of the 

      Internet and sound and video bites of content subjects have a standout advantage over the 

      newspaper. 

Verdict: Each version is equally able to benefit from focused differentiation however the traditional approach results in more newspaper sales and hence cash.
The ultimate verdict of the two studies, which deserve deeper examination, is that the traditional strategy rejects the Web-based business for its most outstanding flaw, the inability to generate a replicable amount of cash.

3.
Working Models of Newspaper Internet Strategy

The Wall Street Journal Interactive Edition is the industry’s most successful subscribed newspaper-brand web site (Hillman, 2000). Initially starting as a free site in April 1996, subscribers were asked to pay four months later. Within the first year of launching, 100,000 subscribers had signed up, a number which rose to 266,000 by end of 1998, making it the largest paid-subscription site on the World Wide Web. Access of around 1 percent of the content at the Web site was free with the remaining 99 percent accessible only to subscribers. The Interactive Journal offers continuously up-dated news and market information, access to international editions, in-depth background reports on over 20,000 companies and pay-per-view access to the Dow Jones Publications library. The Interactive Journal is positioned as a supplement, not a substitute, to the print edition and includes proprietary information and coverage not found in the latter. Like the New York Times, within each story in the Interactive Journal site there are links to stock quotes and other information about the companies discussed.

The New York Times’ robust Web site has attracted 11.4 million registered non-paying readers, an increase as of April 2000 of 61.9% on the previous year (Boynton, 2000). In order to get access to the site, readers must offer basic personal data which is eventually used for direct marketing. By 1999 nearly half of those registered readers reported that they had never purchased a paper copy of the New York Times, so the on-line version was introducing the brand to an entirely new group. With up-dates of news and financial information every 20 minutes, the service is better than radio or TV which offer at best news bulletins only every hour. It also provides e-mail headline packages or news alerts to more than 1.2 million subscribers  (Barringer, 2000). But the new media is working for the old media in that the real paper gained 12,000 new subscribers via the on-line site in the first half of 1999.

Both the Times’ and Journal’s newspaper circulations rose in the latest audit however it is not possible to measure the collateral contribution of the on-line entities to hard copy sales.

The Economist Intelligence Unit (EIU) launched its new Web-based information service ViewsWire in 1998, an attempt to take advantage of the Internet by combining the resources of the Economist Group's information services and publishing skills with cutting-edge search-and-retrieval technology and a proprietary database system. By linking related stories, articles and briefings together, the aim was to allow ViewsWire users to create their own personalised information. The result was a truly digital service with content created, updated and analysed specifically for executives using the Web…"plug and play" executive intelligence as CEO Lou Celi described it  (Lovelock, Farhoomand, 2000).

The South China Morning Post moved its newspaper's Internet presence out of defensive mode in late 1999 into a serious on-line business at the same time adjusting the base of the organisation from a print publisher to a company capable of multi-media publishing. Management decided a viable business model could not be built on advertising revenue alone and was reluctant to impose on-line subscription charges. It adopted a "print-plus" approach to generate revenue in the form of an incremental charge on print classified customers that also wanted to go on-line. New products such as a Technology Post, more regular stock market updates and a careers website were added (Kwan, 2000). 

A study ( mailto:FutureTr@ck ) of a Swedish evening newspaper shows that total readership of the title increased marginally over a two-year period because of its on-line hits. The study compared readership in print mode, on-line or both and the results showed that web-only access increased five-fold, dual reading was up 300% and print only business declined by 19%. A German study, Allensbach Computer and Telecommunications Analysis (ACTA), compared on-line and off-line readership of magazines and newspapers with the result being 75% of on-line readers also using the printed version. But only about one-quarter of the print readers with access to the Internet actually used the on-line publication. 

Protecting The Revenue Base
Fear of classified advertising revenue loss has driven the newspaper industry to fight back to protect its patch because of the direct link between newspaper sales and the number of classifieds carried. In simple terms, the business model of a newspaper relies on the number of readers and buyers the product's content can attract. While a newspaper charges a unit purchase fee, called the “cover price”, most of its revenue comes from advertisers, which are large, such as clothing, general goods emporia, car manufacturers, and small, such as Indian rug retailers and neighbours having a garage sale.

Classified advertisements are small and comparatively cheap but there are many pages of them which potentially equates to many newspaper sales if the unproven theory works that you buy a paper to see your advertisement. If the number of newspaper sales grows, a strategy can be justified to increase advertising rates.  

Classified advertising is a natural on-line product. Think how much easier it would be to submit, pay for, update, search through and respond to classified ads electronically. Stripping away classifieds, however, would remove 25 per cent of the typical newspaper's revenues but less than 10 per cent of its costs. Consequently newspaper companies have moved aggressively into the electronic-classifieds business, exploiting their advantage as creators of the original print marketplace to provide an integrated print and electronic offering that reaches the widest population of buyers and sellers. (Evans, Wurster, 1997).  

But classifieds are not just about the kids’ scooter or garage sales. They are also about job advertising and in the United States in the first half of 2000, classified revenue in the print medium grew 6.1% to $9 billion, according to the Newspaper Association of America (NAA), on the back of strength in recruitment advertising generated by the surging economy. These better than expected results led the NAA to revise upwards its projection of 4% classified revenue growth for the year to almost 5%.

Despite this optimism, the classified business is under attack from on-line providers and newspapers that blend or merge their hard-copy product with an on-line arm, i.e. having a foot in both camps, are seen to be better placed than not. The national newspaper classified revenue base in the United States is $19 billion and there is no significant slippage (Moses, 2000). But a study by the Massachusetts-based Forrester Research Inc predicts that by 2005, on-line classified revenue will rise to $8.2 billion from $1.2 billion in 2000 and newspapers will slip to $17.1 billion.  

While many newspaper sites have pursued an on-line strategy – a World Association of Newspapers (WAN) study showed that 25% of sites in North America were turning a profit and 24% were breaking even (Moses, 2000) – most are struggling to charge for the business. A survey by mediainfo.com of 25 daily newspapers with classifieds on-line for 3.5 years, reveals that all entered gingerly into charging for the service, often for as little as a token $1 (Stone, 2000). About two-fifths of them charged nothing at all, the same as their non-traditional counterparts such as Yahoo! Others have bundled the cost of Web-posting into the print ad price so customers can only buy a print-Web package.

To compete or compliment

A major study (Stempel, Hargrove, Bernt, 2000) of the relationship between growth in Internet use and changes in media use was published in the northern spring 2000 issue of Journalism and Mass Communication Quarterly.  One of its conclusions was that while the Internet had arrived as a major mass medium, it was not playing the role that many assumed. The survey studied the changes in Internet use from 1995 to 1999 and found that the decline in use of TV news, newspapers and magazines could not be blamed on the Internet. It also found that Internet users were more likely to be newspaper readers and radio-news listeners than were non-Internet users.

The authors’ found that those using the Internet as a source of news were clearly information seekers. Internet users may turn to their newspapers or newspaper readers may go to the Internet for more information on a given topic, both being sequentially possible as a supplemental information-seeking behaviour. But less practical was going from either the Internet or the newspaper to TV news to seek additional information. 

An independent similar study in the United Kingdom confirms the findings (BMRB Research, 2000). It found that visitors to newspaper sites were overwhelmingly attracted by news but sport and business/finance were also strong attractors.

While it may not be the Internet, there is no quantified or qualified reason for what appears to be a long, slow decline in newspaper sales. Further study, however, needs to be done into the ageing of news carried in the morning newspaper. For decades now, morning radio and TV news bulletins and even wire services such as United Press International, Agence France Presse and Reuters, have relied on the daily newspaper to set the tone of the "news day" from which their reporters do the "follow-ups", journalistic jargon for taking the story to its next stage.  

Included in this cannibalisation of the newspaper are radio "talk show" hosts who develop and run new angles which either milk dry or breath life into a story. All this use of the newspaper's content limits the daylight hours the product can stay fresh. And if it first hit the printing press before midnight the previous day, it's getting stale shortly before breakfast when it is opened to be read at the same time as the radio carries updated versions of its stories. 

In the Internet era, the news is ageing even quicker. The majority of on-line newspapers are accessible on the Web as soon as the button is pushed on the printing press to create the hard-copy version. This is radio news immediacy for the printed word. So the freshness of the story, the newness of the news, is ageing as soon as it is published on the net. That may be another reason for newspaper sales to be falling: the news becomes knowledge quicker and loses its impact.  The medium most suffering from Internet-creep is television with overall viewing in the United States dropping 5 percent from 2.2 hours per day in 1999 to 2.08 hours in 2000, according to Fairfield Research’s annual study of consumer media habits (Gablehouse, 2000). The previous year TV viewing had dropped 41 percent from 3.7 hours a day. The study also found that the average adult who surfs the Web at home spends nearly one-third less time watching television than adults whose households are not connected to the Net. 

Newspapers, including those earlier mentioned, developed own-brand web sites in defence of their patch as the Internet took a hold. The effectiveness of this strategy is outside the scope of this paper but it is reasonable to apply the Stempel, Hargrove, Bernt newspaper-use conclusions as most sites are virtual on-line versions of the static format to which they point and cross-refer.

Due to the ease of entry into Web publishing, as opposed to print publishing, competition has been able to grow quickly. However an important difference between print competitors and purely on-line competitors is in the branding. Companies with established brand names outside the Internet, such as 100-year-old newspapers, had a cost advantage over competitors that were Internet-born, such as Yahoo! and Amazon because of the high cost of building brand-awareness.

4.
Conclusion

There is little doubt that as the curtain continues to rise on the Internet, the newspaper industry is learning to live with its threats and understand its potential. Ultimately, the expertise of the publisher is to collect, package and disseminate information, that information being in the form of news and advertising. This is its single most important core discipline that is equally relevant and transportable to the e-news environment. The advent of the information economy era has caused traditional publishers of daily and weekend newspapers to reassess, in the context of the rapid acceptance of the Internet, the mode of delivery of their content which has been seriously challenged by a competitor capable of radio-immediacy delivery of text.

In the context of this expertise, and as a paradigm shift starts the mental separation by owners and managers of "news" from "paper", a whole new publishing world becomes possible. More and more papers are moving beyond their conventional Internet sites to start distributing their content on Web-enabled phones, pagers, via e-mail, Palm Pilots and even audible editions taken on the morning commute to work.

The New York Times, USA Today, Wall Street Journal and The Financial Times are all partners in supplying content to cellular phones and personal digital assistants such as Palm. Daily audio digests of the paper are made available for those who want to listen while shaving or driving. But also, as newspaper sites continue to find a way to make money, they are driven to other-than-core activities: in Minneapolis, The Star Tribune is building Web sites for local businesses; The Washington Post has become partners with on-line retailers in a virtual mini-mall in a corner of the washingtonpost.com Web site. (Barringer, 2001) 
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