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Online News: To Charge or Not to Charge?

“The old business model based on advertising Then the dot.com boom hit. And, when

only is dead ... that's not going to change newspapers joined the stampede to online, they
even in a boom. Critics say people won't pay brought their print-based business model with
(for content), but | say they will. But only if them. Content wasn't going to make them any

you give them something good.” money - why try to charge for it? Advertising

- Rupert Murdoch at a workshop on the future was where the revenues were going t.o be
of newspapers by the Federal Trade made. And so newspapers began the practice of

Commission, Dec. 1, 2009 giving their content away, charging nothing for
access and expecting eyeballs-on-ads to
Newspapers and news magazines have produce their profits.
traditionally generated revenues in two ways:
circulation (selling your product to subscribers
and single-copy buyers) and advertising (charging  |n the early 1990s, newspapers still were
advertisers to use your product to deliver their enjoying boom times. Total daily circulation of
ads to readers). U.S. newspapers in 1990 was at an all-time high
- 62,635,000 newspapers were sold a day. With
such strong circulation, newspapers enjoyed a
big advantage over other media in charging
advertisers premium rates (and in recording
record profits).

Decline of Print Revenues

In the pre-Internet, “dead tree"” days, circulation
revenue was always a break-even proposition: the
revenue generated through subscriptions and
single-copy sales basically paid for content
production, printing, distribution and the other
material and labor costs involved in producing @ Byt the multiplicity of news and information
periodical. outlets on the Internet, and the rise of 24-hour
television channels for news, has had a
profound effect on the news business. By 1999
U.S. daily circulation had slid to just under 60
million; by 2005, to just over 55 million.
Recently, the Audit Bureau of Circulation (ABC)
reported that this trend continues to
accelerate. The results for the last three six-
month reporting periods:

Traditionally, newspapers and magazines made
80% of their revenues from advertising. From a
business perspective, the editorial content that
gave the product its primary appeal to readers
was seen simply as the vehicle through which
papers sold ads. Content didn't make newspaper
money; advertising did.
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A Oct. 1, 2007-Mar. 31, 2008: down 3.5% on
weekdays, down 4.5% on Sundays

A Apr. 1, 2008-Sept. 30, 2008: down 4.6% on
weekdays, down 4.9% on Sundays

A Oct. 1, 2008-Mar. 31, 2009: down 7.1% on
weekdays, down 5.3% on Sundays

In each case, the decline was the worst ever
reported by ABC. Accompanying this sharp drop
in circulation are the steepest declines in
newspaper advertising ever reported by the
Newspaper Association of America (NAA): in the
first three quarters of 2009, quarter-overquarter
declines in national advertising were 25.87%,
29.61% and 29.84%, respectively. However, even
those figures look good compared with losses in
classified advertising over the same three
periods: 42.34%, -40.42% and 37.90%

A recent post on niemanlab.org, the website of
the Nieman Journalism Lab at Harvard
University, debated whether it was more
appropriate to refer to such losses as a "“bus
plunge” or a “cliff drop.”

Added to the print-related woes is the fact that
online advertising on newspaper sites has yet to
approach the levels foreseen when papers first
went onto the Web. In November 2009 the NAA
reported declines in online advertising --
attributed to the recession -- falling 16.92% in
the third quarter to $623.1 million. But that's still
less than 10% of newspaper print ads revenues.

Clearly, even after a decade of growth, online
advertising will never approach what print
advertising was at its peak, and newspapers are
going out of business at alarming rates (the
Seattle Post-Intellegencer), going bankrupt (the
Tribune Company, The Philadelphia Inquirer, the
Minneapolis Star Tribune), cutting back on
publication days (The Detroit News/Free Press),
or, at best, drastically cutting back staff (The
New York Times, The Boston Globe and just
about every newspaper that's still in business) as
aresult.

Charging for Content Online?

With such calamitous declines in their print
fortunes, and with online advertising producing a
fraction of the revenues produced through print
advertising, newspapers are frantically
reexamining their decade-old decision not to
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charge for content access. In May of 2009
Rupert Murdoch, head of News Corp., announced
his decision to put up pay walls around all of his
newspaper properties, from The New York Post
to The Times of London. (The Wall Street
Journal, acquired by Murdoch in 2008, has long
charged for online content access.)

Murdoch's announcement triggered a new round
of discussion around how newspapers can
charge for a product that they have given away
for more than ten years.

What can newspapers offer their customers that
is perceived as so valuable that they are willing
to pay for it? And what is the appropriate
business model and payment method for selling
news online -- is it the
subscription model that

The brand that The Wall

drove the print-centric

newspaper business
throughout the 20th
century? Are

"micropayments” --
charging users a small
amount for accessing
each article, sometimes

Street Journal built for
years through its print
product, that of a
comprehensive source
of detailed information
on business, translated
directly to the Internet.

referred to as the

"“iTunes model” -- the way to go? Will a
“freemium"” model -- where some content is free
but other articles are walled away for premium
subscribers

Subscriptions

In the past five years several publications have
erected "pay walls” around all of their content
through online subscriptions. The results, with
several notable  exceptions, have been
disappointing.

In September 2005 The New York Times
established TimesSelect, which cost $49.95 a year
(or $7.95 a month), and put its commentators and
archive content behind a pay wall; exactly two
years later it was dismantled. Why? The Times
decided that, even though TimesSelect had
227,000 paying customers, revenues from paid
content access could be surpassed by the
advertising revenues generated by selling ads on
commentator pages and allowing non-paying
customers to view them. In other words, the Times
believed that traffic increases from search-engine
optimization (SEO), and opening millions of pages
to search engines, will generate ad revenue.
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In 1996, when The Wall
developed its website,
charge for its content.

To a user of the
Internet, however, the
breadth of

coverage
necessarily
translate to

Street Journal (WSJ) first
the publisher decided to
Today, including print and
digital subscriptions, The
Wall Street Journal is the
topselling newspaper in the
United States. The Journal
has more than 2 million
paying subscribers - and
among them, more than a
million who pay to take the

newspaper  digitally. A
reader pays up to $149 a
year for access to the Journal's website. To access
Journal content via iPhone or Blackberry costs $100
a year. A reader using an e-reader pays $180 a year
for the news. And for the print edition, the price is
$350 a year.

brand awareness.

Why have the experiences of the Times and Journal
in charging for content access online been so
different? How can the Journal attract so many
digital subscribers -- almost half its paying
subscribers -- while the Times continues its ten-year,
unsuccessful effort to create enough advertising
revenue online to counterbalance the loss of print
revenues?

The answer lies in the kind of content each
newspaper provides. The Journal's content is unique.
In the U.S. market, there is no better source for
business news than the Journal. Yes, there are many
other sources for business news, and even cable

channels such as CNBC

information on business, translated directly to
the Internet. While many traditional publishers
rarely break news (with so much online
competition for breaking news, it's difficult for
national newspaper organizations to do so), the
Journal remains a leader in publishing scoops on
business. Financial industry workers under 30,
those unlikely to have much daily contact with a
physical publication, recognize the Journal's
leadership position in business news.

The New York Times' reputation for excellence
matches that of the Journal. (Using one standard
of excellence - the number of Pulitzer prizes won
by each paper - the Times, with its 101 prizes,
outshines the Journal, with 33). But the Times is
a very different publication than The Wall Street
Journal. It concentrates not just on business for
subject matter, but also covers national news,
international news, New York City, the arts,
science, sports, politics, travel, entertainment
and other areas of interest to most of its
readership base.

Is any of the Times' content truly unique? Some
may argue that the writing in the Times is
superior to its competitors, or that the writers on
its editorial pages are unique. And certainly, any
publication that assigns six reporters to cover
classical music, as the Times did until recently,
can be said to offer comprehensive coverage. To
a user of the Internet, however, the breadth of
the Times' coverage doesn't necessarily translate
to brand awareness.

Online subscriptions
for all of a

that are devoted solely to
business news. But the

THE WALL STREET JOURNAL.

Customer Service: 1-800-36¢

newspapg
content have only
worked for content
that is unique
available
nowhere else - and
specific in subje ct
matter.

Journal combines both
breadth and depth of
coverage of the financial
world in a way that only
the Financial Times (of
London) can begin to
approach. This financial
news is both vertical in
nature - devoted to one type of subject matter - and
appealing to a huge number of readers both in the
U.S. and abroad.

It is that combination -- uniquely comprehensive
content on one specific subject, of interest to
millions of readers -- that makes a WSJ subscription
attractive to its readers. The brand that The Wall
Street Journal built for years through its print
product, that of a comprehensive source of detailed
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The Times may be trusted as a strong vehicle for
news coverage, but in a world where hundreds, if
not thousands, of online sources for news on any
conceivable subject are available, blogs,
aggregators, micro-sites and Twitter subscribers
are all crowding out mainstream sources - and in
many cases breaking or, at least, virally
spreading news. And, for people whose busy
schedules and diverse interests mean they have
minimal time to consume news, an online source
that offers short, easily digestible content
"pieces” may be good enough.

Some other newspapers have been able to
establish and maintain an online subscription
model for access to all of their content. For
example, the Arkansas Press Democrat has been
able to maintain paid circulation through
charging for online content access. And in early

December of 2009 Britain's Johnston Press,
which owns more than 300 local newspapers in
the United Kingdom, put “pay walls" around the
websites of six of its titles.

But these properties are regional or local
publications. They have the opportunity, and
ability, to be the unique source of quality, in-
depth coverage of a relatively small local area. If
a resident of Northumberland in England wants
to know what's going on in his town, his best
source is The Northumberland Gazette; The
Times of London is unlikely to devote many
column inches to it.

Online subscriptions for all of a newspaper's
content have only worked for content that is
unique -- available nowhere else -- and specific
in subject matter.

Micropayments

In February of 2009 Walter Isaacson, a former
editor of Time magazine who now runs the Aspen
Institute, delivered a speech titled “A Bold, Old
Idea for Saving Journalism”. In this speech
Isaacson called on newspapers to consider
micropayments -- technology allowing a user to
pay for web ite access in very small amounts as
he/she browses through pages -- as a way of
increasing online revenue:

If | ran the New York Times, Wall Street
Journal, or Los Angeles Times, | would take the
lead by creating my own digital coin purse or
micropayment E-Z Pass and try to get other
content creators to use it as well. Or | would
work with a comnanv stich as Amazon. Pav Pal.
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Google, Apple, or Microsoft to partner in creating
one. ... The ideal micropayment system would be
so easy to use that you'd hardly think about
making an impulse purchase...

Under a micropayment system, a newspaper might
decide to charge 2¢ for an article, or a dime for
that day's full edition and website access, or $2 for
a month's worth of editions and web access. Some
surfers would balk, but | suspect most would
merrily click through if it were cheap and easy
enough. Subscribers to the physical version of the
paper could get the online version for free.

Reaction to this speech from the journalism
community was swift. Much of this reaction centered
on the idea that users won't mind, or notice,
spending small amounts of
cash to access content, and
that, like iTunes, such a service

And so, for
micropayments

could quickly gather enough
customers  to create a
significant amount of revenue.

But content created by
newspapers is not like content
available through iTunes. If a
user downloads a song from
the Apple service, they can

to work for widely

available

news, a contentio us media
industry would have agree
to all install metered

gates on their websites
simultaneously, forsaking
bits of their ad revenue

own the song forever and
listen to it many times. Having
access tomorrow to a news
story published today is of
interest only to people doing
research. News changes by the second; readers are
unlikely to agree to pay more than once for multiple
versions of a changing story.

consumers to

Also, those who advocate the micropayment idea
believe that the cost of paid content access is the
thing most responsible for deflecting readers from
buying content, and that a reduction in price to
micropayment levels will allow creators to begin
charging for their work without deflecting readers.
But the act of buying anything, even if the price is
very small, creates what Nick Szabo, the author of
the influential article “The Mental Accounting Barrier
to Micropayments”, calls “mental transaction costs”
- the energy required to decide whether something is
worth buying or not, regardless of price. Users do
know, and notice, when even tiny amounts of money
are taken from them; and making the decision to buy
over and over again, even for small amounts of
money, is a process few users will be comfortable
with.
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What is becoming much

Clay Shirky, a professor at New York University,
noted this issue in a blog entry in February 2009:

The essential thing to understand about small
payments is that users don't like being nickel-
and-dimed. We have the phrase ‘nickel-and-
dimed’ because this dislike is both general and
strong. The result is that small payment systems
don't survive contact with online markets,
because we express our hatred of small
payments by switching to alternatives, whether
supported by subscription or subsidy.

And the micropayment idea doesn't truly address a
sizable portion of news content, the news that is
available on multiple websites at the same time. If
I'm looking for the results of yesterday's New York
Giants game, or on a decision just handed down by
the Supreme Court, or on a weather-related disaster
halfway around the globe, I'm not going to pay for
that content no matter
how minimal the cost. |

more common is the

have too many options

iNsider

ALL SPORTS

MAGAZINE INSIDER SHOP

COMMENTARY PAGE 2 FANTASY VIDEO

Insider Home

more in-depth coverage of a particular sport, or to
view video on upcoming games, or to see the latest
rumors on possible trades, the user has to
subscribe to the “Insider” service. Users can sign
up for one or multiple months of service.

Some of the content on the “Insider” micro-site is

ESPN360 sSC

SPORTSNATIO

©f reemi um- IO for getting that news
some content is free but for free.

in fact news that can be found elsewhere on the

other news items are And

S0, for
walled away for premium micropayments to work
subscribers. for widely available

news, a contentious
media industry would have agree to all install
metered gates on their websites simultaneously,
forsaking bits of their ad revenue as they try to
switch consumers to micro-paid content. Beyond
being highly unlikely, such a move would certainly
attract a lot of anti-trust attention from the Federal
Communications Commission. Some newspapers,
including the Los Angeles Times, have experimented
with micropayments in the past; all have retreated
from this strategy, except many newspapers which
charge $3 or so for access to an article greater than
90 days old - if that can be called a micropayment.

Freemi um'

Another model for generating revenue from online
content has gained momentum in the past few years.
Hardly any of these websites are simple, “pay to get
in" sites. As discussed earlier in this white paper, an
all-or-nothing  subscription-based pay wall is
relatively uncommon. What is becoming much more
common is the “freemium"” model, where some
content is free but other news items are walled away
for premium subscribers.

A leading example of a “freemium” web site is
ESPN's “Insider”. Users have free access to
espn.com, and the site is supported in large part by
advertising revenue. However, to get access to
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Web. For example, Buster Olney, the baseball
writer, posts blog entries that compile information
(and links) aggregated from multiple websites
(primarily the websites of the newspapers of every
city in Major League Baseball). Could a user,
instead of paying to view Olney's blog entries, take
the time to browse every newspaper website from
every city that has a baseball team?

Of course. But who has the time? Users are more
than willing to pay to take advantage of Olney's
“curator"” function. The Facebook generation wants
quick updates to keep them in the loop, and the
more succinct - and the more centralized - the
better.

Other "freemium" websites have been able to build
significant audiences from walling off premium
content of interest to a niche or specialized
market. The scientific journals Nature and Science
both have a mix of free and premium content. So
do the scientific magazines New Scientist and
Scientific American.

In the computing world -- which, considering the
subject of the Internet itself, may be an important
test case for the "“freemium” model -- publishers
do charge for certain kinds of content. The very
popular Ars Technica site has a “premium" version,
which offers "“exclusive access to insightful Ars
Technica content..live chats with Ars editors,
industry innovators, and a seat at the editorial
roundtable...ad-free layouts, single-page article
options, downloadable PDFs and access to full-text
RSS feeds".
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Similarly, Slashdot, one of the most popular sites
among the computer programming community,
hasoffered a "subscription" service since 2002
that lets buyers view 1,000 of its pages without
ever seeing an ad for $5. True, it's not much -
and some Slashdot denizens would pride
themselves on being able to prevent ads being
shown by entirely programmatic, rather than
financial, means. But many users have been
willing to pay. (Perhaps it's time for a newspaper
to try the same strategy - pay us $X and you can
view our content ad-free.)

In  the U.S. newspaper market, similar
experiments have begun. The Minneapolis Star
Tribune launched its "Access Vikings" service
before the beginning of the NFL season, offering
in-depth coverage of the Minnesota Vikings. This
is taking the ESPN “Insider” model one step
further: premium content not just on one sport
but on one team. The recent launch is actually
the second time around for the idea: the paper
launched a similar service seven years ago but
subsequently pulled the plug on the concept,
leaving the name in place but not the pay wall.
The service costs $5.95 for three months or
$19.95 a year.

So how can newspapers make “freemium” work
for them? First of all, papers need to take a cold,
dispassionate look at the content they currently
are giving away on the Web and determine what
is so unigue - in subject matter and in
presentation - that users would be willing to pay
to view it. It may be sports. It may be local
government. It may be the local arts scene. In
fact, for all but the largest nationally distributed
newspapers, the answer is to “go local” - find a
way to use the reporting staffs that are still
larger than those of the TV or radio stations in a
local market, and charge your readers for that
content.

For larger properties, the strategy may be to
concentrate reporting resources on one specific
topic or subject area, developing an advantage
that subsequently can constitute a saleable
product. (Along these lines, it's recently reported
that The New York Times is considering
reintroducing its TimesSelect product.)

Second, newspapers should evaluate models that
combine “freemium"” services with
micropayments. Customers may not be willing to
support a micropayment-only model, but having
such a service for premium content, and linking
access to most content to a user's print
subscription, may increase overall revenues.
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The British media consultancy Oliver & Ohlbaum
interviewed 2,600 consumers in November 2009
on their willingness to pay for news online. Their
conclusion was that micropayments could in fact
generate revenues if they were introduced
alongside online subscriptions that allowed users
to access most but not all content.

"Per article charges allow users to remain
promiscuous (and) so would be the best way for
the sector to pursue payment from most users,
who prefer to mix and match news sources," the
report said. It also pointed out that 13% of reqular
readers surveyed said they would convert to a
print subscription if online access were "bundled"
in for no extra charge.

Third, newspapers should
investigate alternate "value

adds" that customers are
willing to pay for. The New
York Times does not charge
for browser-based access to
its content, but it does charge
for the Times iPhone app, and
it certainly charges for

For larger properties,

the strategy may be to
concentrate reporting
resources on one specific
topic or subject area,
developing an advantage
that subsequently

access to Times content on a
Kindle. The Slashdot
offerings indicate that user
may be willing to pay for an
ad-free experience.

can constitute a
saleable product.

Aggregators

A particularly “hot" area of discussion in the
newspaper community has been Google News'
practice of linking to content displayed on
newspaper websites, selling advertising on its own
displays of these links, and not sharing such
revenues with individual newspapers.

On Dec. 3, 2009, Google senior vice president
David Drummond spoke to the World Newspaper
Congress, a gathering of newspaper editors and
executives from across the world in Hyderabad,
India. "Please don't shoot. | am wunarmed,”
Drummond began as he attempted to counter the
charges of ‘"stealing" stories from online
newspaper websites. He noted that, two days
before, Google had announced it would Ilet
publishers set a limit on the number of articles
people can read for free through its search engine,
and the following day it launched a "news-specific
crawler" that lets online media automatically keep
stories, photos or video out of its index.

But Gavin O'Reilly, president of the World
Association of Newspapers and News Publishers
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price schemes based on

or annual subscriptions.

(WAN-IFRA) dismissed such measures as “handouts
and crumbs” and said his members would only be
satisfied with Google's “unambiguous acceptance"” of
copyright principles. “Copyright is not an intellectual
abstract. It is the law," O'Reilly said.

Drummond noted that Google provides newspapers a
free service by driving traffic to their websites.
O'Reilly countered that “I can't take traffic to my
bank manager.”

Newspapers are placed in a difficult situation by
news aggregators such as Google. True, Google
definitely drives traffic to newspaper websites. But
those initial links do nothing to increase revenue for

the newspaper's online

The Z-Commerce for content.

Media ‘

service is claimed to There are possible ways
provide ~ for  newspapers  to

simple tools for news generate revenue from

organizations to links directing search
customize engine users to their

websites, however. One
their needs or idea is for the
preferences, newspaper to allow the

with options ranging from initial  linkage to the
charging small amounts

desired story to take
place for free; any
additional clicks to other
content would have to
be paid for. Another
possibility is the product currently under
development by Google Labs called Fast Flip. Fast
Flip presents online content in visual magazine
format for easy browsing and quick scanning, the
way people read when they have print media in front
of them instead of the wall of text presented by most
feed readers. The theory is that if Google makes it
easier to read articles, people will read more of
them; Google's news partners are expected to
receive the majority of the revenue generated by the
display ads shown beside stories.

per story to offering
monthly

Payment services

One question facing newspapers intending to charge
for content access is how they will process the
payments, especially if their business model
potentially combines full-access subscriptions,
“freemium"”  subscriptions and  micropayment
services.

Such leaders in online content as The Wall Street
Journal and the Financial Times have built their own
payment  processing engines; however, for
newcomers, or smaller news properties, creating

their own payment processing system may be
costly and not enable flexibility in processing
different payment types.

One possible answer has come from, of all
companies, Google. In response to a request made
by the Newspaper Association of America to
several technology companies to develop a
payment processing platform, in September 2009
Google presented a proposal to do just that. |
Under its proposal, a payment platform under
development by the Internet giant, an extension of
Google Checkout, would be "available to both
Google and non-Google properties within the next
year."

While Google's reputation for innovation may give
this proposal extra merit, the newspaper industry's
contentious relationship with the technology giant
may make this initiative difficult to pitch.

Other options are available, however. Journalism
Online is the brainchild of the Court TV founder,
Steve Brill, former Wall Street Journal publisher
Gordon Crovitz, and telecoms executive-turned-
investor Leo Hindery, who said they want to offer
smaller publications online payment management
systems as sophisticated as those used by the likes
of WSJ.com and FT.com.

As described by the founders, Journalism Online
offers  newspapers impressive options in
processing different payment types. The system
will enable both full-access subscription and
“freemium” payment models; can process
micropayments; can offer the first portion of all
articles for free, while charging for more in-depth
access; and can make a certain number of articles
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