
Online but in the red
Can online news services make money?

could attract a foreign buyer -  Sev
en ’s action was widely perceived by 
commentators and Optus Vision ad
visers as an attempt to give Seven the 
opportunity to renegotiate its p ro
gramming contract.

Subscriber blues

By early 1997, all Australian pay TV 
operators were thought to have fallen 
substantially behind their target sub
scriber figures. O ptus’ estim ated fig
ure of 150, 000 subscribers fell far 
short of its scheduled target of 450, 
000. As m entioned earlier, such short
falls hit pay television operators badly, 
because the fees paid to Hollywood 
studios for programming rights w ere 
based partly on ‘guaranteed’ sub
scriber numbers, leaving operators 
to pay for subscribers they did not 
have.

In March, Optus Communications 
moved to take full control of Optus 
Vision. By April, Optus Vision m ade 
no secret that it had entered into 
discussions with Telstra over cable- 
infrastructure sharing arrangements. 
On 24 April 1997, O ptus Com m uni
cations announced it was to fully in
tegrate its operations with O ptus Vi
sion. The Optus Vision network, car
rying local telephony and pay TV, 
w ould ultimately m erge w ith the 
O ptus C om m unications netw ork , 
which hauls long-distance and inter
national telephony.

In June, Ziggy Switkowski’s asso
ciation with Optus Communications 
and Optus Vision came to an abrupt 
end, being replaced with English
man Peter Howell-Davies, the nom i
nee of majority shareholder Cable & 
Wireless, placing O ptus into a hold
ing pattern controlled by its UK over- 
lord. In August, O ptus appo in ted  
Australian Chris Anderson as its new  
CEO, an antipodean front m an hired 
partly to disguise the fact that Optus 
is now  a UK com pany which will 
primarily be run from London.

Alasdair Grant

A
 paradox of the information 
revolution is that while eve
ryone agrees that information 
is valuable, most of us are not pre

pared to pay for it, at least not in full.
Information consum ers are ac

custom ed to being subsidised. Some
times the subsidy comes from adver
tisers, as in commercial broadcasting 
and  new spapers; som etim es from 
taxpayers, as in public broadcasting; 
sometim es from the creator of the 
information, as in many books which 
are written in effect for free.

And as the authors of a new  paper 
on online news services observe, the 
habit of subsidy is also firmly en
trenched in our new est medium, the 
Internet.

Susan Mings and Peter White have 
released a paper Making Money From 
the Web?: Business models fo r  online 
news, part of La Trobe University’s 
Online Media Program. They quote 
the American researcher E.K. Meyer: 
‘Directly charging Internet users for 
information has met with substantial 
resistance, particularly am ong early 
adopters of the “Internet culture”. 
The Internet was created specifically 
to encourage free exchange of infor
m ation am ong academic and gov
ernm ent researchers. Users steeped 
in this tradition tend to view any 
commercial activity as infringing and 
hold one credo above all others: “In
form ation wants to be free”.’

W hich actually means: ‘We w ant 
information to be subsidised’. Fair 
enough, perhaps, but this attitude is 
one of many problem s which con
front new s organisations w hich are 
trying to establish Net publishing 
operations -  widely seen as strategi
cally vital in the long term  -  without 
losing large am ounts of money.

Many new spapers now  have an 
online presence. According to the

W ebsite m aintained by Editor and  
Publisher magazine, there are now 
m ore than 1200 daily papers online, 
along with m ore than 500 weeklies, 
100 business papers, and a num ber 
of other specialised newspapers.

The vast majority of these are 
based in the United States, but Aus
tralia is also well represented, with 
ten titles. The most important of these 
are the major Fairfax papers, includ
ing The Age, Australian Financial 
Review and Sydney Morning Herald, 
and News Corp’s The Australian. A 
num ber of provincial new spapers 
have also d ipped  a toe in cyberspace 
(including the Illawarra Mercury, 
which will be handy for the research
ers at Media Watch).

Most of these sites have appeared 
only in the past two or three years, and 
many more are likely to follow. But as 
White and Mings point out ‘There 
seem s to be some consensus that 
new spaper publishers’ (and others) 
rush to the Internet has vastly out
stripped their understanding of how 
to profit from these endeavours’.

They identify four models for 
m aking information available on the 
W eb on a commercial basis. These 
m odels rely respectively on subscrip
tions, advertising, transaction charg
ing and ‘bundling’ with other Internet 
services.

The experience to date has not 
been  encouraging for the subscrip
tion model, although there are some 
exceptions. The Wall Street Journal 
has succeeded in signing up  some
100,000 subscribers to its online serv
ice, som e 60 per cent of w hom  are 
not print subscribers. Another serv
ice, with m uch cheaper pricing, the 
Nando News Network, is also report
edly doing reasonably well.

Many new spaper sites operate on 
a ‘teaser’ system, in which a certain
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am ount of information is provided 
free, with the promise of ‘prem ium ’ 
services such as archive access and 
searchable classified advertisements 
for subscribers.

But given that there is so m uch 
that is free on the Net, subscribers 
remain reluctant, and many Ameri
can new spapers have been  unsuc
cessful in attracting adequate sub
scriber numbers.

There may be some future for 
subscrip tions to  o n line  serv ices 
among younger people w ho do not 
have the new spaper buying habit and 
w ho are more at hom e with online 
services, but overall the outlook is 
not bright.

As one research group 
notes: ‘Web site publish
ers can only make up 40 
per cent of their costs from 
o n lin e  su b sc r ip tio n s , 
which unlike advertising, 
will show scant improve
ment by the year 2000. In 
order for an online publi
cation to post a profit in 
the next tw o years, it 
w ould  have to exceed
95,000 su b sc rib e rs  or 
charge a $77 average sub 
price. Neither scenario is likely.’

What about advertising. Is this, 
perhaps, the way to make things pay? 
A nyone w h o  has lo g g ed  on  to  
HotWired, the w eb site m aintained 
by Wired magazine, cannot escape 
the impression that it has tapped  into 
some heavy m oney through their 
banner advertisements.

E.K. Meyer says of HotWired that 
in 1994 it was successful in ‘lining up  
12-week, $30,000 sponsorships for 
portions of its online service . . .  All 
available sponsor slots w ere sold to 
companies such as AT&T, IBM, Sprint 
and Volvo even before the m agazine 
opened to the public.’

Other publications have used the 
banner advertising m odel with som e 
success. An online publication can 
be attractive to advertisers. It allows

them  to target certain audiences very 
precisely, and it is much easier to 
keep accurate records of how  m any 
people visit a site than, say, read a 
magazine.

In addition, the dem ographics of 
those w ho surf the Net are for the 
most part attractive to advertisers.

W hether new spapers can adapt 
to the new  m edium  to protect their 
traditional lifeblood, classified adver
tisements, is an interesting aspect of 
W eb advertising.

Mings and White have found that 
the most enterprising and innovative 
uses of classified adverts online have 
been developed by non-new spaper

classifieds companies, and that the 
online classified services offered by 
many new spapers have been rela
tively ‘w eak and ineffectual’ -  al
though the Fairfax new spapers in 
Australia are an exception.

Another m odel exam ined in the 
p ap er is ‘transactional’ charging, 
w here small fees are charged for each 
use of a site’s material. The San Jose 
Mercury News site, for example, al
lows subscribers to search its archives, 
along with those of 11 other new spa
pers, for fees which vary depending 
on the day and time. The New York 
Times also sells crossword puzzle 
answers for small discrete payments.

According to one com m entator 
quoted in the paper, J. Conaghan, 
this is the way of the future: ‘Many -  
of not most -  W eb seers and sooth

sayers view [microtransactions] as the 
eventual salvation for Web profit
ability’.

The final m odel canvassed is ‘bun
dling’, w hich involves a strategic alli
ance betw een the new spaper and 
another organisation with an interest 
in the Net: exam ples include Internet 
service providers, the makers of Web 
brow sers, o ther new spapers and 
other content providers.

Recently Microsoft’s Internet Ex
plorer brow ser w as offered with a 
free year’s subscription to the Wall 
Street Journal Interactive site, while 
Netscape offered personalised sub
scriptions to the New York Times to 

anyone using Netscape
3.0 or higher.

P e rh a p s  m ore  
promising are arrange
m ents by which news
papers pool their con
tent resources and ad
vertising: a good exam 
ple is the New Century 
Network, a US consor
tium which has grown 
to incorporate over 200 
local newspapers.

But the picture pre
sen ted  by Mings and 

White is of an industry which has still to 
thrash out a way to provide informa
tion services on a commercial basis.

No one m odel provides a satis
factory answer, and it is not even 
clear that a mix of them  will prove a 
solution.

O ne observer quoted by the au
thors says: ‘Publishers need to do 
more than simply adapt existing busi
ness m odels for use in cyberspace; 
they need  to pioneer new  models 
that fit the m edium .’

Richard Evans

M a king  M o n e y  from the W eb? Business 

models for online news, by Susan M ings  

and Peter White, is published by the La 

Trobe University Online M edia  Pro
gram and costs $150. The program's 
website is at http://teloz.latrobe.edu.au/ 
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