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1. This paper presents an analysis of market definition in the classified directory
advertising services market inquiry. It sets out the main methodological issues and
available evidence on substitution, based on evidence provided by the main parties
and third parties, as well as on the results of the qualitative study of large advertisers
that we asked AIA to undertake (the AIA study) and from the quantitative survey of
advertisers that we asked BMRB to undertake (the BMRB survey)." In line with the
terms of reference we use the term ‘classified directories’ to refer to printed classified

directories.

2. In principle, relevant markets can be identified empirically by assessing whether a
hypothetical monopolist of a certain product or set of products, which might constitute
a market, could profitably impose a small but significant non-transitory increase in
price (SSNIP test). In practice, data for a full application of this test are often lacking.
In these circumstances, the CC’s approach is to infer, from whatever information is
available or can be collected, what the likely outcome of the SSNIP test would be.

This test is discussed in detail in the CC Guidelines on market investigations?.

A Methodological issues

3. The existence of the price control may have discouraged Yell from lowering any of its
rate card rates more than is required by the price control, because the reduced rate
would become the base for calculating the reduced rate in the following years (and
so on). In contrast, the base figure is unaffected by any discounts offered. Yell has
reduced its rates by the amount required by the price control. One consequence of
following this uniform pattern is that relative rates of different advertisements

(whether comparing rates between different directories or between different types of

'Both studies are available on the CC website: http:/www.competition-commission.org.uk/inquiries/ref2005/classdirec/
research_studies.htm.

’CC3 Market Investigation References: Competition Commission Guidelines, available on the CC's website:
http://lwww.competition-commission.org.uk/rep_pub/rules_and_guide/pdf/15073compcommguidance3final.pdf.


http://www.competition/

advertisement in the same directory) have been unaltered over the period of price
control. This means that looking at relative movements in local rates may not be very
informative for the geographic market definition exercise. Similarly, Yell's price cap is
likely to have limited Yell's capacity to set different prices to different customers, and
therefore may make it more difficult to identify the different groups of customers
within the market. Although the Yell undertakings do not directly apply to other
market participants, their ability to vary relative prices will also have been affected by
the price cap. Indeed, Thomson and BT told us that they tend to set their prices

based on Yell's.

4. Another methodological issue that arises in this case is the existence of different
groups within a market. Clearly, there are different types of advertisers with different
levels of willingness to pay for classified directory advertising services (CDAS) and
different attitudes towards switching to other media—the effectiveness of the product,
and the potential alternatives, are likely to be very different for, say, a local restaurant

and a national insurance company.®

5. The evidence received to date suggests that price differentiation by Yell across
customers has been relatively limited in the past, though for a large part this may be
due to the existence of price regulation on Yell, as Yell's price cap is likely to have
limited Yell's capacity to set different prices to different customers. This is an industry
where setting different prices to different customers would in principle appear to be
easy (few arbitrage possibilities, possibility of categorising customers by spend,
classification, size of advertisement purchased, etc). Recently, Yell has started
offering discounts for new and first-time renewing customers depending on the

classification in which they advertise.

®An illustration of this are the wide variations in the return on investment in Yell's top 50 classifications by usage and is
reproduced in Annex 3 to this paper.



Industries such as CDAS are referred to as ‘two-sided markets’, that is suppliers of
CDAS compete both for users and for advertisers. The value of CDAS for advertisers
depends on the level of usage by customers, which in turn depends on the total
amount of useful advertising they find in these publications. This creates a ‘network
effect’, by which more advertising attracts more usage which in turn attracts more
advertisers. Because users do not pay directly for the use of CDAS, we define the
market at the advertiser level, and CDAS suppliers’ profitability will be determined by
advertiser revenues. However in the longer run, user demand for CDAS services is
also an important element of profitability because of the impact it will have on
advertiser demand, and therefore we will also analyse evidence on usage of different

media.

The network effect may however be eroded by a negative ‘congestion effect’ as the
number of advertisers increases. Indeed, after a certain threshold of advertisements
has been reached, additional advertisements may not attract as many new users. In
that case there may be a negative externality for advertisers in that new
advertisements for competitors decrease their share of voice for a given user base,
and therefore the value of advertisements might decrease with the number of
advertisements above a certain threshold (and in certain classifications). This may
encourage some advertisers to buy larger advertisements in order to maintain their
share of voice as long as the effectiveness of such advertisements remains higher
than their cost; alternatively, this may encourage some advertisers to switch to other

directories or other media.

User trends
As discussed above, advertiser demand for CDAS and CDAS profitability depends
on usage of printed directories. The main source of data on usage of classified

directories and similar media is provided by Yell's Regular User Study. Yell tracks



usage of its own and other companies’ products within the context of the Regular
User Study in terms of ‘million of uses per month’. Data on usage of Teletext and

Internet have been collected by the Regular User Study since 1999.

9. Figure 1 shows total usage, as compiled by Yell in its Regular User Study, of the
different information sources for the period June 2000 to March 2005. [$<].*

10. [<]

FIGURE 1
Usage of different media (MAT)
K
Source: Yell.
Note: [K]

11. [<]

12. [<]. Another explanation is that advertiser demand has a very long lag to user
demand, or indeed that the relationship between usage and advertiser demand is not
as strong once a certain threshold of users is reached (at which point advertiser
demand might depend more on other factors—as illustrated in the BMRB survey,
where respondents cited more often brand image (90 per cent) than having a large

<1



number of readers (82 per cent) when asked for the reasons for using their main

directory).

13. We analysed the answers to Yell's 2004 Regular User study. This is reproduced in

Annex 1. This showed that: [<].

C Advertising trends

14. According to the Advertising Statistics Yearbook 2005, total classified advertising
expenditure has grown from £3,982 million in 2000 to £4,761 million in 2004, that is,
a total growth of 20 per cent over the period. These figures include directory
advertising (both print and online), classified advertising in the national and regional/
local press,® as well as in consumer and business magazines. Within this, printed
directory advertising increased by 17 per cent over the period, and classified
advertising in the local/ regional press by 16 per cent. These figures do not include
classified advertising on the Internet search engines, which has experienced the
strongest growth, from £64 million in 2000 to £419 million in 2004. Within Internet
advertising, Internet search engine advertising expenditure grew the fastest, from
£8 million in 2000 to £258 million in 2004. Revenues derived from search engine
advertising remain less than one-third of printed directory advertising revenues

according to these figures.

15. The strong growth in Internet advertising revenues has not been mirrored by a fall in
printed directories revenues. Indeed, Yell and Thomson have managed to increase
printed advertising revenues over the past five years, even though unit prices have
tended to fall. Figure 2 below shows that Yell has managed to increase revenues

through:

®Most of newspaper classified advertising is recruitment, property and motors.



(a) large increases in the total number of customers ([¢<]): Yell told us that its
retention rates for existing customers have been decreasing over the period,
which means that in order to increase its total number of customers, Yell has
attracted an increasing number of new customers. This was done, at least partly,
by the introduction of some discounts on rate card prices to new customers in
2000/2001 (initially of the order of [¢<] per cent on particular advertisement sizes)
and by rescoping directories; and

(b) moderate increases in revenue per customer ([¢<]). This increase in revenue per
customer was due to an increase in the use of colour advertisements, and an

increase in the number of advertisements purchased per advertiser.

FIGURE 2

Yell revenue growth—1995 to 2005

= _/

Source: CC based on Yell, all base 100 in 1995/96.

16.

The fact that Yell and Thomson have managed to increase revenues as rate card
prices were falling might suggest that demand is relatively elastic to prices. However,
there is some evidence that suggests that, if prices were to increase, demand might
not fall again. The increase in demand is likely to be partly independent of price
decreases. We were told [<] that this is a growing industry, relatively under-
penetrated compared to Europe. Increases in demand are likely to have occurred
even absent price decreases. Moreover, in some classifications, the increase in

demand appears to have been led by competition between advertisers for share of



17.

18.

19.

voice within classifications, which is driving customers to purchase larger and larger

adverts, rather than by price reasons.

The data in the BMRB survey suggests that most customers who started to
advertise, or increased expenditure following price falls, did not switch the
expenditure from other media but simply increased their total expenditure on

advertising (see section E).

Characteristics of CDAS

One can distinguish two different types of classified directory offerings. The
directories provided by Yell, Thomson and BT are exhaustive, providing free entries
for all businesses, and enhanced entries for those who decide to pay for an
advertisement. These directories tend to be very large, have a high level of brand
recognition and usage, and have national or near-national coverage. There are local
directories such as those offered by Dentons and Capital Directories, which are
smaller in size, have much lower levels of usage and show entries of businesses who

pay for an entry, usually with smaller coverage than Yell, Thomson and BT.

There are two local directories which are more comparable to the directories
provided by Yell, Thomson and BT. Kingston Communications produces a directory
for Hull and is the incumbent provider for that area, which Yell only entered recently
in March 2005. The directory provided by Kingston appears to have high usage in its
area, and benefits from a strong brand image in its area. It remains the largest in
terms of sales in the Hull area. Trinity Mirror recently (2004) launched The One in
Scotland, and this is more comparable, in terms of format, to the main three

directories than, for example, the directories published by Dentons.
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Our survey showed that advertisers using directories provided by the main three
classified directory providers only advertised in other smaller directories to a very
limited extent: only 2 per cent of advertisers had advertised in them in the past three
years. [<]. In the remaining analysis, we focus primarily on the offerings of the large
CDAS providers (Yell, Thomson and BT), given the limited geographic scope of the
other directory providers and their low level of advertising sales and of usage

compared to the others.

We have heard from many sources (main party evidence, evidence from insurance
customers, AIA study) that advertising in printed directories is a very effective and

established way of generating sales leads.

AlA interviewed in depth the executives responsible for purchasing CDAS in 40 of
those that appeared to be the highest 400 spending organizations. The AIA
gualitative study found that CDAS were a proven source of enquiries, and an
established, first point of reference for users, being readily accessible and in the
home. Because CDAS usually reach and target consumers at the moment where
they have made a decision to purchase, they also tend to be more effective than
other media on a cost per lead basis. The extended shelf life of CDAS was also an
advantage. In addition, for certain businesses (such as insurance or solicitors),
directories provided a ‘shop window’ in their own right for their business. However,
there was a sense amongst the larger advertisers in the AIA study that the
effectiveness of CDAS was declining slowly, especially in the more crowded

classifications.

The BMRB survey found that Yellow Pages was a very important source of new

business for classified directory advertisers, with 32 per cent of national/regional



24.

25.

advertisers,® and 18 per cent of local advertisers,’ citing Yellow Pages as their most
important source of new business, behind word of mouth which was the most
important source of business for 34 per cent of national/regional advertisers and
50 per cent of local advertisers. Yell conducts an annual survey of Yellow Pages and
Thomson advertisers (Yell's Advertiser Survey). [<] (see Annex 2, which
summarizes the results of Yell's Advertiser Survey which are of relevance to the

issue of market definition).

The BMRB survey asked current CDAS advertisers about the importance of
classified directories to their business: 85 per cent of advertisers said that advertising
in CDAS was fairly or very important to them. The longer an advertiser had used
CDAS, the more important the medium was to that advertiser: importance of CDAS
advertising increased from 80 per cent of those with less than a year's experience to
87 per cent of those with more than five years. Advertisers using Yellow Pages as
their main directory were most likely to consider CDAS important to their business
(87 per cent) compared to 79 per cent of those using Thomson and 69 per cent of

those using BT's Phonebook as a main directory.

Advertisers who said that advertising in classified directories was important to them
were asked whether there were any directories that were essential for them to
advertise in: half of all advertisers in the main three directories felt that at least one
directory was essential for their business. Around six in ten businesses who
considered CDAS advertising important and considered Yellow Pages to be their
main directory felt it was essential to advertise in Yellow Pages. This figure fell to
around four in ten of those with Thomson Local as their main directory and to two in

ten of those who considered the BT Phone Book their main directory. Large spenders

*BMRB defined ‘National/regional advertisers’ as the top 50 per cent of classified directory advertisers in terms of spend.
"BMRB defined ‘Local advertisers’ as the lower 50 per cent of classified directory advertisers in terms of spend.
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were more likely to say that a directory was essential for their business than smaller

spenders. The responses are set out in Table 1 below.

TABLE 1 Are there any classified directories that are essential to advertise in for your business? Which ones?
per cent

Main directory used

Directory deemed essential Yellow Thomson Any
Pages Local BT(51)
(1288) (73)

Yellow Pages 58 22 20

Thomson Local 6 41 6

Any BT 6 10 20

Other 2 2 6

No directory 39 45 69

Source: BMRB.

Notes:
Base: All current national/regional advertisers in main three directories who consider this advertising to be important (1,263).
Multiple response: percentages for all responses sum to more than 100 per cent.

26. In its Regular User Study, Yell internally produces an estimate of the total amount of
revenue that Yellow Pages advertising helped to generate. As shown in Table 2
below, the total cost of advertising in Yellow Pages is only a fraction of this revenue,
which again suggests that on aggregate, Yellow Pages is a very effective medium
(although it is not possible to attribute revenues directly and exclusively to Yellow
Pages since for instance many customers will go to Yellow Pages to find the phone
number of a company after having seen a TV advertisement). It is also clear, from
the table provided by Yell on the return on investment for its top 50 classifications by
usage (Annex 3), that the effectiveness of advertisements varies a lot depending on
the type of business advertised. According to this table, effectiveness of
advertisements varies from £[¢<] of new business revenue per pound spent [&] to

£[<] of new business revenue per pound spent [K].

11



TABLE 2 Revenues generated through Yellow Pages, and total cost of advertising

2000/01 2001/02 2002/03 2003/04 2004/05

Revenues that Yellow Pages helped to generate 79 87 89 88
(Ebn per year) £
Total cost of advertising in Yellow Pages (Em) 512 543 576 593

Source: CC, based on Yell.

27.

28.

The AIA study of large advertisers found that a wide variety of tools were used to
assess the value of advertising in classified directories. The most sophisticated
customers monitored classified directory advertising by using media capture codes
and dedicated phone numbers for every different advertisement, which allowed them
to measure accurately cost and revenue per lead for each advert. The ability to
measure easily the effectiveness of CDAS was a factor that enhanced some of the
larger advertisers’ confidence in this medium. Some customers did not have any
formal monitoring systems, but it appears clear in the AIA study that cost-
effectiveness (rather than price per advertisement) was the relevant measure for
these advertisers in order to decide how much to spend on directories and how to

allocate this spend across the different directory providers.

The BMRB survey asked advertisers whether they recorded contacts from classified
directories. These results are set out in Table 3 below. 54 per cent of advertisers
recorded contacts from classified directories and the most common way of doing so
was by asking the user. Larger advertisers were relatively more likely to record
contacts than the smaller advertisers, and 17 per cent of them did so by using a
special phone number. Those who recorded contacts were asked to estimate the
proportion of customers that came through from CDAS, and this revealed that on

average more than a third of customers contacted them through CDAS.

12



TABLE 3 Whether recorded contacts from classified directories

per cent

Total National/regional Local

(1503) (750) (753)
Yes—using a special phone number 11 17 4
Yes—using a special reference number 2 3 2
Yes— by asking the customer 45 50 40
Yes—other/unspecified method 3 4 3
No 46 38 54
Don't know 1 1 1

Source: BMRB.

Note: Base = all current national, regional or local advertisers in main 3 directories (1,503).

29. The BMRB survey also asked current advertisers why they chose their main
directory, from a list of possible reasons. The results are set out in Table 4 below,
and demonstrate that having a strong brand image was the most important factor
considered by advertisers. Having a large number of readers was also an important
consideration, particularly for those who chose Yellow Pages as their main
directories, as was local area coverage. A majority of both Yell and BT advertisers
also valued the fact that these directories have better national area coverage than

others (67 per cent and 53 per cent).

TABLE 4 Reasons for choosing the main directory

per cent
Main directory— Main directory—  Main Directory—
Yellow Pages Thomson Local any BT
(1288) (73) (51)
Has a strong brand image 93 75 86
Has a larger number of readers than others 88 27 61
Has better local area coverage than others 73 77 73
Lists more businesses than others 71 21 43
Has better national area coverage than 67 27 53
others

Has more up to date, accurate information 53 53 55
Has better quality of service to advertisers 50 59 55
Has the lowest cost/price per lead 17 42 37
None of these 2 8 -

Source: BMRB.

Notes:
Base = all current national, regional or local advertisers in main 3 directories who named their main directory (1,472).
Multiple response: percentages for all responses sum to more than 100 per cent.

13



30.

Potential alternatives to classified directory advertising

Classified directories are part of a wider advertising industry, and as such, potentially
compete with other advertising media for a share of the advertisers’ budget. It is
customary to distinguish advertising that is intended to create a demand for a product
or service (television, newspapers, cinemas, etc) and advertising that is intended to
direct consumers who have already decided that they need the product or service to
a specific supplier (‘directional advertising’, eg classified directories, online
directories, Google ad-words). Yell told us that the following media may be
substitutes to advertising in classified directories:

(a) advertising in local and regional newspapers;

(b) advertising in online directories; and

(c) advertising in Internet search engines.

The BMRB survey found that local newspapers, online directories and Internet
search engines were the most ‘likely’ alternatives for classified directories if all
classified directories were removed. 36 per cent of advertisers said that they would
advertise in local newspapers if no classified directories were available, and 34 per
cent on the Internet (19 per cent on online directories and 20 per cent on Internet

search engines). The responses are set out in Table 5 below.

14



TABLE 5 If no classified directories were available to advertise in, which other media, if any, would you be most
likely to advertise in?

per cent

Total National/regional Local

(1503) (750) (753)
Local newspapers 36 34 39
Internet on-line directories 19 24 15
Internet search engine keywords 11 17 5
Radio 11 14 7
Internet search engine adverts 9 14 4
Internet/Website (no detail) 8 7 9
Direct mail and delivered leaflets 5 6 5
Consumer magazines 5 5 4
Business magazines 4 4 4
Regional newspapers 3 4 2
National newspapers 2 3 1
TV 2 3 1
Outdoor (eg posters, etc.) 2 2 2
Other Answers 5 6 5
No other advertising 9 6 12
Don’t Know 7 6 9

Source: BMRB.

Note: Base = all current national, regional or local advertisers in main 3 directories (1,503) Multiple response: percentages for
all responses sum to more than 100 per cent

31. The BMRB survey showed that about a third of advertisers did not advertise in any
other media than classified directories. Amongst those who did, local newspapers
were the most popular, with 38 per cent of current classified directory customers also
advertising in local newspapers, and 14 per cent in regional newspapers. The
Internet was also popular: 29 per cent of current classified directory advertisers had
used Internet based forms of advertising to promote the business that they had
publicized in classified directories (18 per cent online directories and 17 per cent
search engines). Use of the Internet was greater amongst national/regional
advertisers (37 per cent) than local advertisers (21 per cent). The responses are set

out in Figures 3 and 4 below.

15



FIGURE 3

Thinking specifically about the business you advertised in classified
directories. Have you used any other print media to advertise the same
business?

||:| Turnover £1m+ (311) @ Turnover £100K- under £1m (498) B Turnover Under £100k (346) |

32
Local newspapers 37
45
Direct mail m
31
. . 9
Business Magazines - 11
] 25
. 9
Consumer magazines 14 2
. 8
Regional newspapers _ 11
] 25
Advertising only 8
N 11
publications 13
. 1
National newspapers 3 1
. ) 47
No other print media used
! T T T T T
0 10 20 30 40 50

%

Source: BMRB.
Note: Base = all current national, regional or local advertisers in main three directories (1,503).

Answers greater than 1 per cent shown.
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FIGURE 4

Have you used any non-print media to advertise this business?

|E| Turnover £1m+ (311) B Turnover £100K- under £1m (498) B Turnover Under £100k (346)

. ) . 12
Internet On-line Directories 17

26

Radio

All mentions of Internet
Search Engines

Outdoor (e.g. hoardings,
billboards, etc)

Internet/website (no detail)

v

No other non-print media
used

38
No other media used at all m

0 10 20 30 40 50 60 70
%

Source: BMRB.

Notes:

Base = all current national, regional or local advertisers in main 3 directories (1,503).
Answers greater than 1 per cent are shown.

Multiple response: percentages for all responses sum to more than 100 per cent.

32. In terms of the proportion of the advertising budget spent on classified directories and
other media, current classified directory advertisers tended to spend more of their

budget on CDAS than on any other media within this category, as shown in Table 6.

17



TABLE 6 Percentage of annual expenditure on CDAS, local newspapers and Internet advertising

Internet

Internet Internet search
Local online search engine engine
CDAS newspapers  directories adverts keywords

1-4% 9 24 29 27 28
5-9% 6 14 21 21 17
10-29% 14 30 25 30 27
30-49% 9 8 4 2 3
50-69% 12 6 2 4
70-89% 17 3 1 1 2
90-94% 8 0
95-99% 3 1
100% 5 0
Base: Those
advertising in each
media 1,049 445 218 131 182
Less than 50% 38 76 79 80 75
More than 50% 45 10 3 5 2
Source: BMRB, CC calculations.

Note: Totals do not ad up to 100 per cent as ‘Don’t Know' and ‘O per cent’ answers were not included.

Local and regional newspapers

33.

34.

Yell argued that local and regional newspapers may be part of the same relevant
market as classified directories, whilst Thomson, BT and Trinity Mirror argued that

they were not in the same market.

Regional (and local) newspapers account for half of the UK’s total classified
advertising revenues, but a large proportion of the regional newspapers’ classified
advertisements are not suitable for the directory medium: 40 per cent is recruitment,
20 per cent is property, and 17 per cent is motors®. Advertising in the classified
section of local/regional newspapers and classified directory advertising tend not to
fulfil the same function for the advertiser (newspaper advertising creates demand
whereas advertising in classified directories is directional advertising) and have
different type of audiences. In addition, they have much shorter shelf lives which
make them more expensive to advertise in continuously on an annual basis, but
make them more suitable for different types of advertising (such as special offers).

]

®According to figures from the Advertising Statistics Yearbook 2005.

18



35.

36.

37.

38.

[<].

According to the AIA study, local newspapers and magazines were generally seen as
a rather less cost-effective medium than classified directories by large advertisers,
and it is clear that these advertisers do not view newspapers as a competitor to
classified directory advertising, in that those who do use them use them for different

types of advertising than classified directory advertising.

The figures provided by Trinity Mirror to the CC show very limited overlap between
their newspaper business and their directory business: only about [é<] per cent of
advertisers in the editions of The One also advertise in Trinity Mirror newspapers®.
The author of an internal paper provided to us by Trinity Mirror considering possible

future plans for The One made the same point: [<]

Yell provided some data on newspaper advertising prices. According to these data,
regional newspaper advertising prices increased by 9 per cent between 2001 and
2003. Yell said that because newspaper prices are individually negotiated, list prices
are a weak guide to actual prices. BT gave the following comparison, reproduced in
Table 7: in terms of cost per thousand circulated, advertising in local/regional press is

much more expensive than advertising in directories.

*Trinity Mirror subsequently told us that they had some reservations over the accuracy of this figure which sounded too low, but
was certainly less than [<] per cent.

19



TABLE 7 Comparison of prices between Phone Book and local newspapers

Annual
quarter Cost per
column Circulation  thousand
Publication Production price (,000) circulation
National publications
Phone Book (all 171
books) Annual [&<] [<] 1.11
Daily Mail Daily 54,653 2,415 22.63
The Sunday Times Weekly 53,040 1,360 39.00
Regional/local
publications
Phone book- Leicester Annual [&<] [<] 1.53
Leicester Mercury Daily 16,648 90 184.98
Source: BT.

Online directories and Internet search engines

39.

Much of the information provided by classified directories can now also be found
using the Internet. Like printed directories, online directories and paid search in
search engines (such as Google or Yahoo) generate sales leads for advertisers by
directing consumers who are looking for certain goods and services towards a

specific supplier.

Online directories

40.

Online directories are mainly provided by the same suppliers as printed directories
and the product characteristics and functionalities of online directories are very
similar to those of printed directories (although online directories provide additional
services such as mapping, directions, etc). There do not appear to be any intrinsic
costs of switching between printed and online directories for advertisers. Indeed, the
advertiser does not need to have a website in order to advertise in an online
directory. In addition, we understand the pricing structure of the main online
directories (Yell.com, Thomsonlocal.com) is very similar to that of printed directories,

in the sense that it is a flat fee and is not usage related.

20
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42.

43.

44,

Yell reported sales of £[é<] for Yell.com in financial year 2004/05, and Thomson told
us that its ‘published Internet advertising revenues’ for 2004 were £[3<]. [¢<].*° The
total sales of online directory advertising, although growing, remain very small

compared to total sales of printed CDAS (about a tenth).

Yell provided data on its own customers which shows that the proportion of its printed
customers who also advertise in Yell.com has increased from [&] per cent in
2002/03 to [¢<] per cent in 2003/04 and [¢<] per cent in 2004/05. This does not vary
much between regions, with the exception of London which shows substantially
higher Yell.com penetration than other regions ([¢<] per cent). The penetration of
Yell.com varies widely depending on the classification advertised in: Yell provided
data for its top 20 classifications which shows that the proportion of Yellow pages
customers who also advertise on Yell.com varies from [<] per cent for take-away
food to [<] per cent for hotels and inns (clearly, online advertising is much more
suitable for hotels than for most businesses). Yell’'s total number of Internet
customers is [K] of its total number of printed customers. Yell has relatively few
Internet-only customers: [<] per cent of its Yell.com customers do not also advertise

in Yellow pages.

Thomson told us that the proportion of its print directory customers that now
purchase online advertising units has [¢<] from [é<] per cent in 2000 to [X] per cent
in 2004, and [¢<] per cent this year. Unlike Yell, Thomson usually bundles online
advertising with printed advertising (so that an advertiser who does not want to

advertise online will need to opt out of the Internet option), [<].

The BMRB survey also found that advertisers with higher turnovers are more likely

to advertise on the Internet- whether online directories or Internet search engines,

Yadvertising Statistics Yearbook 2005, p.122, Table 10.1
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although proportions of customers using the Internet were [<] in Yell's survey.
BMRB found that 18 per cent of customers, on average, were also advertising on
online directories, and 16 per cent on Internet Search engines, with a further 5 per
cent on Internet/website. Larger advertisers were also more likely to advertise in
multiple media in general, with 80 per cent of large advertisers (above £1 million
turnover) using at least another media in addition to classified directories, against

62 per cent of the smaller advertisers (less than £100k turnover).

Internet search engines

45,

46.

It is clear from the evidence we have received that advertising on Internet search
engines is playing an increasingly important role. The data on usage (see section B)
shows that [<]. The AIA study of large advertisers found that there was a
widespread belief that the Internet was beginning to erode the popularity of CDAS,
but that this was a slow process. It was also clear that for the large advertisers in the
AlA study, the Internet was a more likely alternative than local newspapers. Attitudes
towards online directories were more mixed, and it appears from the AIA study
(confirmed by evidence from large insurers) that large advertisers would be more
likely to bypass online directories and go directly to search engines. Many of those
with an interest in, and an awareness of, the Internet believed that it was beginning to
generate a substantial level of enquiries, and most believed that there would be a
growth in the enquiries and sales generated by the Internet in coming years.
However, the Internet was seen as a less obvious and less relevant source of

enquiries for certain situations (eg emergencies in the house), or for older users.

There may be higher switching costs between classified directories and advertising in
Internet search engines than between classified directories and online directories,
because advertising in Internet search engines will in most cases require ownership

of a website, and because of the difference between classified directories and
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Internet pricing structure and product offering. Moreover, advertising in Internet
search engines is likely to be much more suitable for some businesses than for
others (depending for instance on the suitability of online purchasing, the type of

users targeted, the size of the business).

47. The BMRB survey found that 84 per cent of national/regional advertisers, and 58 per
cent of local advertisers, already had a website. Figure 5, from a DTI report, confirms
that a majority of businesses now have a website. Moreover, we were told that, for a
company that does not have a website yet, acquiring a website rapidly is possible
and at a low cost. Therefore, we do not think that ownership of a website is likely to

create any significant switching costs for most advertisers.

FIGURE 5
Website adoption by size of business (%)
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Question: "Doss your businsss have a website?"
Basa: All Businesses

Source: Business in the Information Age: The International Benchmarking strategy,
DTI, 2004, p51. Micro businesses are defined as having 0-9 employees, small
businesses as 10-49, p5. Results are weighted by employee numbers.

48. The pricing structure for Internet search engines is very different from the pricing
structure for classified directories, which makes any price comparisons difficult and

could create a switching cost. Internet search engines tend to use pay-per-search
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49.

type pricing, which means that the price paid by advertisers will depend directly on
the amount of usage they get, unlike pricing in classified directories. An additional
difference is the bidding element: for instance, Google AdWords allow advertisers to
gain prominence in a search listing by ‘bidding’ for search terms on a pay-per-click
basis: the more they bid for a search term the higher up the list of ‘sponsored links’
on the right hand side of the results page (or at the top of the listing) they will appear.
The price of search terms is driven by the number of advertisers who wish to appear

in the resultant listing.

The BMRB survey asked advertisers whether they compare prices between
classified directories and (a) online directories, (b) online search engines and (c)

other classified directories. The results are set out in Table 8 below.

TABLE 8 Whether compared prices of classified directories with online directories, online search engines and other
classified directories

per cent
Total National/regional Local
(1,503) (750) (753)
Have compared prices between classified 23 27 19
directories and online directories
Have compared prices between classified 19 23 15
directories and online search engines
Have compared prices between classified 41 47 34

directories and other classified directories

Source: BMRB.

Notes:

Base = all current national, regional or local advertisers in main 3 directories (1,503).
Single response: percentages for all responses sum to 100 per cent; although only percentage having compared shown.

50.

Large CDAS spenders were relatively more likely than smaller spenders to compare
prices. Proportions of advertisers who compare CDAS prices with online directory
and search engine prices are low, both in absolute terms and compared to the
proportion of advertisers who compare CDAS prices between them (around half as
many). However we are interested in switching by marginal customers and in that

respect the proportion of customers comparing prices need not be high. Advertisers

24



Other

51.

52.

53.

who had compared prices were asked whether it was easy to do so, and a large
majority of them said that it was: 74 per cent for other classified directories, 69 per

cent for online directories, and 61 per cent for online search engines.

media

The evidence we have received to date suggests that other media (such as radio,
TV, direct mail) are not a substitute for CDAS. The BMRB survey showed that
switching between classified directories and these other media has been very limited
in the past. The AIA study showed that other media (such as TV, newspapers) were
used by advertisers for very different purposes from advertising in classified

directories.

Product market definition

Having described the main alternatives to classified directories, we now analyse
whether these are effective substitutes to classified directories in order to define the
relevant market. In particular, we analyse the evidence we have received on
switching and potential switching from classified directories to other media. It should
be noted that, for the purposes of market definition, we are interested in switching by
marginal customers following a 5 per cent increase in prices. Moreover, it is not
necessary that these marginal customers switch all of their expenditure to other

media.

The potential for switching to other media depends on the type of customer: for
instance it appears from the discussion above that newspapers are a more likely
alternative to classified directories for relatively small advertisers, whilst the Internet
is a more likely alternative for large advertisers. There are also likely to be
differences according to the type of business considered and its geographical

coverage (eg depending on the suitability of the business for Internet shopping, or
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55.

56.

the type of users targeted), and the length of time the business has been advertising
in classified directories (Yell told us that new customers tended to be more price

elastic).

We considered whether there might be separate markets for individual classifications
(corresponding to different types of advertisers). Most classifications are not
substitutes for each other from the point of view of advertisers, in the sense that a 5
per cent increase in the price of adverts in one classification would be unlikely to
result in advertisers in that classification switching their advertising to another
classification. Moreover, the different types of advertisers in the different
classifications may have differing views on the substitutability of other media for
CDAS. Although there are different classifications within classified directories, the
existing directory suppliers can generally provide all relevant classifications, and are
able readily to switch supply of advertisements between these classifications; this
potential for supply side substitution indicates that individual classifications do not

form separate markets.

Similarly, although there are different advertisement types within directories (in terms
of size, and whether they are coloured or mono advertisements), the potential for
demand and supply-side substitution between these products makes it unlikely that
the market would be defined at individual advertisement size level, and therefore we

start our analysis from classified directories.

The AIA study found that, with the exception of advertisers who were using classified
directories simply as a means of providing contact information to existing customers
rather than as a means of generating new enquiries, large advertisers felt that they
were dependent on classified directories as a source of sales and enquiries.

Although some believed that, as volume of Internet business increased, they would
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58.

59.

invest in maximizing online opportunities with a possible reduction in CDAS spend, it
is quite clear from the AIA study that there was a reluctance to move away from
CDAS until the Internet became an established source of business. This applied in
particular to those advertisers for whom CDAS provided an established shop window
for their business, and those in the more crowded classifications. In addition, the AIA
researchers noted a certain conservatism amongst classified directory advertisers, in

that they were unwilling to switch away from tried and tested methods.

For the large classified directory advertisers, it appears that advertising in printed
directories remains a very cost-efficient way to generate business leads, and these
customers will continue to advertise in classified directories so long as this remains
the case. These advertisers do not appear to be marginal customers (ie would switch
expenditure in the event of 5 per cent increase in the price of advertising in classified

directories).

The BMRB survey asked advertisers a number of questions on whether they had
ceased or started advertising in classified directories. It also asked whether
advertisers had increased or decreased their expenditure on classified directories in
the past three years, and if so, whether they had switched to/ from other directories

or other media.

There were 110 lapsed customers in the BMRB survey, ie customers who had
advertised in classified directories in the past three years but had ceased to do so.
38 per cent of these lapsed customers switched the advertising expenditure from
classified directories into another media after ceasing to advertise in classified
directories. Local newspapers came out as first (15 per cent), followed by the Internet
(9 per cent). Reasons for stopping advertising in classified directories were

predominantly effectiveness, value for money, and price.
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61.

Current advertisers were asked whether they had decreased their spend with a
directory in the past three years. Less than half of advertisers had done so in the past
three years (43 per cent). The groups of customers that were more likely to have
decreased their expenditure on a directory were those for whom advertising in
classified directories was unimportant, those advertising in classified directories for
more than five years, and those who advertised in other media in addition to

classified directories.

The majority of the advertisers who decreased their expenditure did not switch the
expenditure elsewhere (59 per cent). 19 per cent switched to other directories (with a
majority of these switching to the BT Phone Book) and 15 per cent switched to other
media. Those who switched to other media switched predominantly to Internet online
directories (34 per cent) and Internet search engines (14 per cent), direct mail and
leaflets (13 per cent) and local newspapers (12 per cent). Of all advertisers, only
3 per cent decreased expenditure in classified directories to switch the expenditure to
an Internet option in the past three years. The responses are set out in Table 9

below.
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TABLE 9 Switching patterns of those reducing expenditure in past three years

per cent

Directories in which spending was reduced in last three years

Yellow Business  Thomson BT Phone
Where switched to Pages Pages Local Book Others  Total
Yellow Pages 1 11 12 10 15 5
Thomson Local 4 0 0 0 0 3
BT Phone Book 12 6 9 5 3 10
local newspaper 1 0 2 0 0 1
Other media 15 22 16 13 18 15
Not switched 36 39 34 39 40 35
Reduced spend overall 26 17 21 22 20 24
Stopped all CDAS 2 6 2 5 0 2
Other answers 2 0 3 1 3 2
Don't know 5 0 3 5 3 4
Base 459 18 155 77 40 596

Source: BMRB, CC calculations.

Notes:
Multiple responses, percentages do not sum to 100.
Base: those reducing expenditure in a directory in past three years.

62. The proportion of current classified directory advertisers who switched some
expenditure from classified directories to other media in the past three years is low
(6.5 per cent over three years). It is likely that a number of those who switched to the
Internet did so for reasons independent of price. Indeed, the Internet is a relatively
new medium, and as such is likely to have attracted businesses for which advertising
on the Internet is particularly suitable, independently of price differences between
Internet and classified directories (eg tourism/travel businesses, businesses suitable

for online purchasing).

63. The limited switching in the past three years from classified directories to other media
could be partly a consequence of falling unit prices, and therefore it is interesting also
to look at the advertisers who increased their spend in classified directories and
whether they switched the expenditure away from other media. 52 per cent of current
classified directory advertisers who had not decreased their spend in a directory said
that they had increased their spend in a directory in the past three years. Of those
who had increased expenditure, 84 per cent did so in Yellow Pages, 25 per cent in

Thomson local and 26 per cent in BT Phone Book. Very few advertisers who
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65.

66.

increased their expenditure on a directory switched the expenditure from other media
(3 per cent) or from other directories (5 per cent): the large majority increased their

advertising spend overall (77 per cent).

Of the 52 advertisers in the BMRB survey who had started advertising in classified
directories in the past 12 months, 92 per cent did not switch the expenditure from
other media. This is largely because almost two-thirds were new businesses. Of the
20 new classified directory advertisers that were not new businesses, 4 switched the
expenditure from other media (consumer magazines, advertising only publication and

direct mail).

Therefore the BMRB evidence suggests that the levels of switching (including partial
switching or re-weighting of expenditure) between advertising in classified directories

and advertising in other media have been limited in the past three years.

The results of the survey did not suggest that the perceived dependency on CDAS
was lower for those advertisers who were also using Internet online directories and
search engines. To the question, ‘Are there any CDAS which are essential for you to
advertise in’, those who are currently advertising in newspapers, online directories
and/or search engines were more likely to say that there was a directory that was
essential to their business than those who were not advertising in another media
(Table 10). This was also found for those planning to increase their spend on the
Internet, who also were relatively more likely to say that Yellow Pages was essential
for them to advertise in (60 per cent for those planning to increase spend on online
directories, 58 per cent for those planning to increase spend on search engines,

against 52 per cent for those not planning to increase spend).
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TABLE 10 Answers to the question ‘Are there any CDAS which are essential to advertise in?’, depending on which
other media are currently used in addition to CDAS

per cent
Local/
No other regional Online Search engine
advertising  newspapers  directories advertising

Yellow Pages 44 61 65 65
Thomson Local 8 9 11 8
BT Phonebook 4 7 11 8
Other 3 3 5 4
No directory 49 34 28 29
Base 374 504 229 221

Source: CC, based on BMRB.

67. To the question of whether they were in a strong or weak negotiating position when
purchasing their most recent advertisement in CDAS, those who were also
advertising on the Internet were relatively more likely to say that they were in a weak
position than those who were only advertising in CDAS (Table 11). Again, those who
were planning to increase spend on the Internet were also relatively more likely to
say they were in a weak negotiating position than those who were not (48 per cent

and 46 per cent against 26 per cent).

TABLE 11 Answers to whether perceived to be in a strong or weak negotiating position during most recent
purchase, depending on which other media are currently used in addition to CDAS

per cent
No other Local/ regional Online Search engine
advertising newspapers directories advertising
Strong 49 42 42 39
Weak 28 33 40 40
Neither strong nor weak 10 12 8 9
Did not negotiate 9 12 10 9
Base 438 570 262 251

Source: CC, based on BMRB.

68. There was no evidence of any strong barriers to switching between CDAS and
alternative media. 22 per cent of advertisers said it would be fairly or very difficult to

switch to other media, against 60 per cent who said it would be very or quite easy.
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70.

71.

The survey also asked current advertisers whether they would change their
advertising behaviour in the event of a 5per cent increase in the price of
advertisements in the directory they had most recently advertised in. Fifty-two per
cent of advertisers would not change their advertising behaviour given a five per cent
increase in advertising cost in their most recent directory. 6 per cent would change to
another classified directory, 8 per cent would switch to a different advertising medium
(of which 3 per cent to the Internet) and 6 per cent said they would stop advertising in
classified directories altogether (two-thirds of whom would stop all advertising, with

the remaining third just stopping classified directory advertising).

If the price of advertising in all directories went up by 5 per cent, over half (55 per
cent) of advertisers said that they would not change their advertising behaviour while
one in eight (13 per cent) would switch to a different advertising medium. Six per cent
said they would stop using classified advertising. Among those people, half would
stop advertising altogether and half would stop advertising just in classified
directories. 8 per cent would change the size of their advert, and a further 7 per cent
would reduce their expenditure on advertising. More than one in ten (12 per cent)
said they were not sure what they would do. The fact that 13 per cent of advertisers
said that they would switch to other media in the event of a 5 per cent price increase
could suggest that such a price increase would not be profitable. However, this would
only be the case if these advertisers or some of these advertisers switched a large
part of their directory expenditure to other media, and these advertisers were not

asked the proportion of their directory advertising budget that would be switched.

Lapsed customers were asked whether they would advertise in CDAS again if the
price of CDAS were to fall. AImost six in ten would not advertise in CDAS again no
matter what the price reduction was, while one in eleven would advertise again given

a 5 per cent price reduction.
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73.

74.

These answers suggest some limited substitution between classified directories and
other media in response to a 5 per cent price increase. However they are difficult to
interpret further because the advertisers that said that they would stop advertising in
CDAS (3 per cent) or reduce their advertising expenditure (7 per cent) did not
necessarily indicate whether or not they would switch some of the expenditure to
other media, and therefore the answers may underestimate the amount of switching.
On the other hand, the answers to this question may overestimate the amount of
substitution because those who said that they would switch to other media did not
indicate which proportion of their current CDAS expenditure that would be switched.
It has been put to us that a business might decide to reduce the amount spent on
CDAS because it has a good website. In that case, even though there may be no
increase in spending on the Internet, the availability of Internet options would be a
factor affecting that business’s response to a price increase in CDAS, though it is not

clear to us how this would affect the market definition.

Most advertisers were planning to renew their use of their most recent directory at
the next update (79 per cent). The main reasons quoted for planning not to renew
classified directory advertising was that it had not been effective (52 per cent), that it
was too expensive (10 per cent) and that it was not good value for money (9 per

cent).

44 per cent of advertisers were planning to change their media mix over the next
three years. National/regional advertisers were significantly more likely to say that
they expected their media mix to change in the next three years (52 per cent) than
local advertisers (36 per cent). For those who were expecting to change, this
suggested a decline in advertising in classified directories (with 10 per cent saying
that they expected to spend more on classified directories against 40 per cent saying

that they expected to spend less) and an increase in advertising in Internet online
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directories (with 55 per cent saying that they expected to spend more on online
directories against 7 per cent saying that they expected to spend less), Internet
search advertisements (with 54 per cent saying that they expected to spend more on
the Internet search advertisements against 7 per cent saying that they expected to
spend less), and Internet keywords (with 56 per cent saying that they expected to
spend more on Internet keywords against 5 per cent saying that they expected to
spend less). The move to the Internet was more likely for the bigger, national/regional

advertisers. The responses are set out in Table 12 below.

TABLE 12 Whether expect to spend more on advertising the business in specified categories

Percentage of national/regional advertisers More Less The same Don't know
Classified directories 10 40 48 3
Other print media 26 21 49 4
Outdoor advertising 17 12 61 9
Radio 15 14 59 12
TV 5 9 71 15
Internet online directories 55 7 33 6
Internet search engine adverts 54 7 35 4
Internet search engine keywords 56 5 33 6

Source: BMRB.

Notes:

Base = all advertisers in national/regional directories expecting to change their advertising mix in the next three years (390).
Single response for each medium: percentages for all responses sum to 100 per cent.

75.

76.

7.

The objective of Yell's Advertiser Survey (see paragraph 23) is to track attitudes of
advertisers using Yellow Pages and/or Thomson, and to track usage and attitudes of
other advertising media. Even though this survey does not ask any questions on
switching, it is interesting because it enables consideration of trends in advertising in

different media, which the BMRB survey does not.

The main results from Yell's Advertiser Survey which are of relevance to the issue of

market definition are summarized in Annex 2. [<]

Total CDAS revenues have not decreased with the increase in Internet advertising

and Internet usage. We analysed the impact of online directories and Internet search
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79.

engines on Yell's revenues in those classifications which are most popular on

Internet search engines and online directories. Our findings are in Annex 4. [X]

Yell argued that, even though its revenues had been increasing over the past five
years, its retention rates had been declining, which was an indication that it was
facing increasing competition from the Internet and other media. Yell provided data
which shows that retention rates have fallen from 78.9 per cent in 2002/03 to 75 per
cent in 2004/05. Yell acknowledged that part of this fall was likely to be attributable to
the fact that Yell was attracting increasing numbers of new customers, who tend to
have lower retention rates than others. Yell provided data on retention rates for non-
first year customers and for customers that have been with Yell for at least three

years. [K]

We do not think that the decline in Yell's retention rates is strong evidence of
increased competition from other media. First of all, the decline has been modest and
retention rates remain high. Second, some of this decline is likely to be attributable to
competition from other CDAS providers and in particular BT's entry. Moreover, it is
possible that the decline in retention rates is explained by the increase in Yell's
number of customers. Indeed, Yell's number of advertisers has been increasing
every year since 1995, so that the three-year advertiser retention rate decline might
be explained in part by the fact that an increasing proportion of these three-year
advertisers are ‘relatively new’. The BMRB survey confirmed that retention rates for
advertisers having started advertising in classified directories between two and five
years ago were lower than retention rates for advertisers having started more than

five years ago, as shown in Table 13.
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TABLE 13 Are you planning to renew your use of your most recent directory advertised in when the directory is
next updated, at some later time or never?

per cent

Yes—at Yes—but not No— Don't
next update  at nextupdate never know

<1 year 66 12 4 18
1to <2 years 68 3 17 12
2 to <5 years 66 5 9 19
5 years or more 82 4 4 9

Source: BMRB survey.

Advertising in A to Z listings

80.

81.

BT told us that advertising in the A to Z listings of directories and advertising in
classified listings serve different purposes. Advertising in A to Z listings is not
generally a way to generate sales leads because users looking in the A to Z listings
already know the name of the company they are looking for. It is often a way to
provide a service to existing customers rather than to generate sales leads, eg by
helping them find the correct contact details. BT argued that, in this sense, A to Z
advertising was more a complement than a substitute to classified advertising. Yell
argued that A to Z advertisements should be part of the same market as classified
directory advertisements because: (i) BT sells advertising in the A to Z business
listings and in the classified section in the same time and as part of the same product
(the ‘three in one book’), (ii) they have the same purpose as classified
advertisements which is to generate leads, and (iii) about half of BT's current

classified customers were also advertising in BT's business A to Z.

For A to Z advertising to be in the same relevant market as classified advertisements
it is not sufficient that these are sold at the same time, and it seems unlikely that a
5 per cent increase in the prices of all CDAS would prompt advertisers to switch to A
to Z advertising, because these advertisements appear to have different functions.
Note, however, that the inclusion or not of A to Z advertising in the relevant market is

unlikely to make a large difference to market shares and to our analysis.
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‘Non-classified’ directory advertising

82. We were told by Yell that some advertising in CDAS, such as loose inserts that are
distributed with directories and advertisements appearing on the spine of the book,
serves different purposes than classified advertising and might not be part of the
relevant market. It is possible that such advertising is more about creating demand
than directional, and as such may not be a demand-side substitute for classified

advertising.

Supply-side substitution

83. The most likely candidates for supply-side substitution'* would be suppliers of other
types of media (eg local newspapers). However, the potential for supply-side
substitution from other media into CDAS seems to be very limited, because of the
existence of barriers to entry into CDAS provision (eg network effects and brand
image). There does seem to be a potential for supply-side substitution from the
provision of printed CDAS to online services (but not symmetrically). However this is

of limited relevance here as the reference product is printed CDAS.

Conclusion: product market definition
84. The discussion above suggests that:

(a) Advertising in printed directories is a very effective and recognized way of
generating sales leads.

(b) Smaller local directories have much more limited usage, and only very few
advertisers in the main directories advertise in these directories. These
directories appear unlikely to be effective substitutes to those provided by Yell,
Thomson and BT. Two exceptions are the Kingston Communications directory in

Hull, which remains the principal directory for that area and benefits from a strong

'See CC Guidelines, para 2.19.
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(€)

(d)

(€)

(f)

brand image, and The One, which appears to have a relatively high usage in the
areas where it is distributed, and is comparable (in presentation and format) to
the directories provided by Yell, Thomson and BT.

Local newspapers have historically been the closest alternative to advertising in
classified directories, but such advertising tends to fulfil different functions than
directory advertising, is much more expensive and there has been very limited
past switching between classified directories and newspapers.

Although usage of the Internet for directory- equivalent searches has increased
over the past five years, and usage of directories has decreased, this has not
been translated into a decrease in CDAS revenues which have been increasing
in the past five years.

Up to now, there have been very limited levels of switching between classified
directories and other media. Even for those classifications where the Internet
appears to be a very suitable advertising medium (hotels, holidays, financial and
insurance), the impact of the growth of the Internet on Yell's revenues in these
classifications has been limited at most. This suggests that, up to now, the
Internet has been used more as a complement than as a substitute to directory
advertising.

There is some evidence that advertising on the Internet will increase in the future
for certain types of businesses and certain classifications, and it is possible that
CDAS advertising will decrease. It appears that these future trends will be driven
mostly by reasons other than relative prices, ie those businesses for whom the
Internet appears to be a much more effective medium than directories (such as
hotels, businesses suitable for online purchasing etc) may increasingly switch to
the Internet. This may result in a decrease in total CDAS demand, but it is not
clear whether directory providers would be able to keep these customers by
lowering their prices, and therefore whether this would act as a constraint on

CDAS prices.
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(g) Advertising in A to Z business listings, although generally sold together with
advertising in classified sections by BT and by Thomson, appears to fulfil different
functions than advertising in classified directories and it appears unlikely that a
5 per cent increase in the price of all classified directories would prompt

advertisers to switch to advertising in A to Z listings.

Therefore, our current thinking is that the relevant product market is the provision of
advertising services in major printed classified directories with a set of characteristics
that includes strong brand image, high levels of usage and comprehensive business
listings, and that other media (such as online directories and Internet advertising) are
not part of the relevant market. Thus we think that the relevant product market
includes the directories provided by Yell, Thomson and BT nationally, and may
include certain local directories such as those provided by Trinity Mirror and Kingston
Communications. We also think that advertising in the A to Z sections of classified
directories are not part of the relevant market, nor is the provision of non-classified
advertisements in classified directories (such as spine advertisements and loose

inserts).

Geographic market definition

Yell argued that the markets were local because from the advertisers’ point of view,
the purchasing decision is mainly a local one. Thomson and BT argued that this was
a national market because of the existence of some large national advertisers and
because the main suppliers were present on a national basis (Thomson, Yell and
BT). It is not clear whether defining the market as a national market, or as a series of
local markets, would make any material difference to the analysis of competition.
Indeed, although there may be some variations in the level of local competition due
to the existence of local directories and differences in local preferences for the

different directories, these are unlikely to be large given that the three main suppliers
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are present on a national or near national basis, and that Yell is the leader in every

single locality except Kingston-upon-Hull.

On the demand side, the question we need to answer is the following: If prices of
CDAS in one locality were to increase by 5 per cent, would a sufficient number of
advertisers switch to directories in other localities to make this increase unprofitable.
It may be relevant to distinguish two types of advertisers: Advertisers who only
advertise in a limited number of directories, and advertisers who advertise nationally
or in a large number of directories. [<] per cent of Yell's customers advertise in only
one of its directories, [<] per cent in two or fewer, and [<] per cent advertise in
more than 10 of its directories. Yell obtains [¢<] per cent of its revenues through its
‘national accounts’ sales channel. The figures for Thomson are similar: [e<] per cent
of Thomson’s total print customers advertise in more than one directory, and national
accounts represent [<] per cent of their total customer base, and [¢<] per cent of

their revenue.

Advertisers who advertise in a limited number of directories are likely to compare
local prices of advertising. If the price of directories in the locality in which they
operate increase, it is unlikely that they would switch to neighbouring directories
since advertising in other localities has very limited value for them (although some

may switch due to overlapping areas, this is discussed under chains of substitution).

Advertisers who advertise in a large number of directories are likely to display
different behavioural patterns, and it might be argued that this creates a constraint on
local prices. This would be the case if, in the event of a 5 per cent increase in prices
in one locality, these advertisers decided to advertise relatively less in that locality
and relatively more in other localities, in order to keep their expenditure the same.

We received some evidence from national advertisers that they are sophisticated in
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their demand for classified directory advertising and that they assess effectiveness of
advertising in each individual directory for its own merit. For instance, all the large
insurers who provided evidence to us told us that they monitor the effectiveness of
their adverts on a per advertisement, per book basis by allocating different phone
numbers to each different advertisement. For these sophisticated advertisers, the
concept of substitution between different directories in different localities is unlikely to
be relevant. If the price in one locality were to increase by 5 per cent, they would
continue to advertise the same volume of advertisements in that locality so long as
the effectiveness (in terms of sales leads) remains higher than the cost of advertising

in that locality.

Thomson told us that [$<],** which could suggest different groups within the market.
Thomson sets [<]. This type of pricing structure means [¢<]. Thomson told us that
the reason for this policy is that [<]. Yell does not offer any volume/quantity
discounts, so an advertiser advertising in only one directory would in theory pay the

same price per advertisement as an advertiser advertising in many directories.

An analysis of price trends in different localities can be informative for geographic
market definition. However, as discussed above, the existence of a price cap on Yell
has constrained its ability to change the relative rate card prices of its different
directories. Even though Thomson is not directly constrained by the price cap, its
ability to vary relative prices will also have been affected. As a [¢<] (which is how

Thomson describes itself), it will be constrained by Yell’s pricing structures.

We analysed Thomson'’s relative price changes for its different directories over the
period 1999 to 2005 by using a price index methodology. This is reproduced in

Annex 5: [K].

IZ[K]
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Therefore, most evidence suggests that, from the demand-side, the markets are
likely to be local. However, these local markets may go beyond the area covered by
an individual directory due to the existence of chains of substitution for advertisers
situated near the boundaries. For instance, if all suppliers have different books for
north and south London, and if the prices in north London all increased relative to
south London, it is likely that the advertisers located at the boundaries between the
two areas might switch expenditure and advertise more in the south London
directory. This could create a chain of substitution between localities and local
markets may then cover more than one directory by each supplier. It is very unlikely
that these chains of substitution would create a national market because of breaks in

the chain in rural areas with low population.

The argument that chains of substitution exist also depends on the difference
between the advertiser's catchment area and the area covered by the books. If the
area covered by directories tend to be larger than advertisers’ catchment area,
chains of substitution are less probable because the proportion of customers at the
boundaries decreases the larger the area covered by the book is compared to

catchment areas.

In order to understand supply-side substitution, we need to answer the following
question. If prices of CDAS in locality A were to increase by 5 per cent, would a
hypothetical supplier of CDAS in locality B, not yet selling in locality A, be able to
rapidly expand his activities in A (and with little or no investment required), such that
the price increase would not be profitable. This is a hypothetical question given that
the three main suppliers are present nationally or nearly nationally. It seems unlikely
that this would be the case, because of the importance of building usage in order to

be attractive to advertisers in a given area, and the importance of a local sales force
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in order to sell CDAS, both of which would make geographical switching costly (and

lengthy).

On the supply-side, the existence of different footprints and the ability of suppliers to
modify their footprints may also create chains of substitution. For instance, if
Thomson has different books for north and south of Manchester, and Yell has a book
covering both, the local market is likely be at least Manchester and thus cover at
least two different Thomson directories (unless, in this example, Yell could set
different prices to customers in north and south Manchester within its single directory,

or if Yell decided to rescope).

The fact that the three main providers of classified directories are present on a
national or near-national scale means that, even if markets are local from a demand-
side point of view, there is strong interdependence in the local markets because the
same suppliers meet in every market, and competition is likely to take place mainly
on a national basis. In addition, pricing policies are set centrally (pricing structures
and discounts, even if levels of prices vary locally), and a supplier's ability to price
locally may be partially constrained by the ability of its competitors to react to these
changes on a national basis. For instance, if Thomson were aggressively to cut
prices in directory A in order to attract Yell’'s customers in A, Yell could react by
cutting prices in all directories (eg by increasing discounts to new advertisers), which
constrains Thomson's ability to set prices locally. The existence of national
advertisers who might compare the total cost of advertising with each supplier also

creates an interdependence in local prices.

Therefore, a number of factors point to the existence of local markets from the
demand-side. We will analyse competition between the main classified directory

suppliers mainly on a national basis, because these suppliers meet on almost every
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different market and that the competitive conditions are likely to be very similar in the

different geographical markets.

Market shares

National market shares: The sales figures below include Yell and Thomson'’s sales of
spine adverts, loose inserts and fillers (for BT these are not included, although they
do include bound inserts and revenues from front and back cover advertisements).
They also include Yell's sales of advertising in its Business Pages, and Thomson’s
sales of advertisements in its A to Z listing. However, Thomson A to Z revenues are
[(<]—Thomson said that they generate [¢<] around £[<] revenue ([¢<]). For these
reasons, the shares presented in Table 14 are likely to slightly under-estimate BT’s

share, and over-estimate Yell and Thomson’s shares of the relevant market.

TABLE 14 CDAS sales and market shares

2004 Sales Shares
£m per cent
Yell
Thomson
BT*
The One =<
Kingston
Communications
[<] 100.0
Source: Yell, Thomson, BT, The One and Kingston Communications, CC calculations.
*For BT, [<]
100. Market shares over time: [<].
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TABLE 15 CDAS revenues, real revenues and shares, 1995-2004

1995 1996 1997 1998 1999 2000 2001 2002 2003
Nominal
Revenues in £m
Yell
Thomson [
BT**
Total

Real revenues in £m*

Yell

Thomson =
BT

Total

Shares for printed CDAS ( per cent)

Yell
Thomson [ =
BT

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Yell, Thomson and BT, CC calculations.

2004

100.0

*Using the RPI all items (CHAW) from ONS, see
http://www.statistics.gov.uk/STATBASE/tsdataset.asp?vink=7172&More=N&All=Y
**Eor BT, [<]

101. The One distributes directories in Edinburgh and in Glasgow, and Kingston
Communications distributes a directory in Hull. In Tables 16 and 17, we estimated
local sales and shares Edinburgh and Glasgow. We did not reach a conclusion on
the precise boundaries of each geographic market, but it is unlikely (for the reasons

outlined above) that the relevant geographical markets for each of these would be

smaller than Edinburgh, Glasgow and Hull.

102. In Edinburgh and in Glasgow, Yell remains by far the largest CDAS provider, and the
impact of The One appears limited to date (Tables 16 and 17). However, in Hull,

where Yell is a recent entrant ( 2005) and Kingston is the incumbent, Kingston still

has the largest share of sales.™

We are still carrying out work on market shares in Hull.
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TABLE 16 Edinburgh sales and shares, 2004

Sales
Edinburgh* (£'000) Shares (%)
Yell
Thomson
BT** =<
The One
Total [<] 100

Source: Yell, Thomson, BT and The One, CC calculations.

*Yell, Thomson, BT and The One sales of their unique Edinburgh directory.
**BT sales [<]

TABLE 17 Glasgow sales and shares, 2004
Glasgow* Sales (£'000) Shares (%)

Yell
Thomson
BT** =<
The One
Total [<] 100

Source: Yell, Thomson, BT and The One, CC calculations.

*Yell and BT have 2 Glasgow directories, Thomson has 4, The One has 1.
**BT sales [<]

103. We asked BT and Thomson for their latest sales estimate for 2005. Thomson
estimates total printed revenues of £[<], ie a [¢<] compared to previous year figures
(these figures include both classified and A to Z, although Thomson’'s A to Z
revenues are [<]). BT estimates total realized printed revenues to reach £[K]

including A to Z listings, and £[s<] for classified [<]

104. Yell published interim accounts up to September 2005, according to which six-
monthly sales to September 2005 for printed CDAS were £305.9 million, compared to
£300.9 million six-monthly sales to September 2004, which suggests that Yell's

printed revenues have continued to grow this year. Yell's interim annual report (for
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half year to Sept 05) also states that: ‘We expect at least 3 per cent UK revenue

growth for the current year.”™* [$<]

“p4 of Interim report, see http://www.yellgroup.com/80256DCD00552394/reports/98A142EF6EB54A05802570B60052F477
I$FILE/2006+Interim+Report.pdf. The 3 per cent figure includes Yell.com revenues as well as Yellow Pages revenues.

a7


http://www.yellgroup.com/80256DCD00552394/reports/98A142EF6EB54A05802570B60052F477

ANNEX 1

Yell’s Regular User Study 2004
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ANNEX 2

Yell's Advertiser Survey
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ANNEX 3

Estimated advertiser return on investment of the 50 top
Yellow Pages headings

Estimated advertiser return on investment (ROI): 50 top Yellow Pages headings

Advertisers in In the X Each pound

the X classification, spent on an
An ad in the X classification new advert in the X

classification convert on customers buy On average, classification

generates on average X per with an eachnewlead generates on
average X cent of new average in the X average £x of
new leads per leads into purchase of classification new business

Classification month purchase (%) £X costs just £x revenue

[ EN ]

Source: Yell
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ANNEX 4

Impact of online directories and Internet search engines on Yell’s revenues

<]
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Thomson price changes by directory.

Directory

Aberdeen
Alton
Altrincham
Ashford
Aylesbury
Barnet
Barnsley
Basildon
Basingstoke
Bath

Bedford
Bexley
Blackburn
Blackpool
Bolton
Bournemouth
Bradford
Brent
Brentwood
Bridgend
Brighton
Bristol East
Bristol North
Bristol South
Bromley
Burnley
Burton

Bury

Bury St Edmunds
Cambridge
Canterbury
Cardiff
Carlisle

Cen Birmingham
Cen Manchester
Central London
Chelmsford
Chester
Chesterfield
Chichester
Colchester
Coventry
Crawley
Crewe
Croydon
Darlington
Derby
Doncaster
Dudley
Dundee
Dunfermline
Durham
Ealing

East Cornwall
East London
Eastbourne
Edinburgh
Enfield
Exeter
Fareham
Farnborough
Glamorgan
Glasgow East

2000

2001

2002

2003
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2004

Thomson price changes by directory

2005

per cent

Total

ANNEX 5



Thomson price changes by directory.
per cent
Directory 2000 2001 2002 2003 2004 2005 Total

Glasgow North
Glasgow South
Glasgow West
Gloucester
Grimsby

Gt Yarmouth
Guildford

H O Valley
Halifax
Harrogate
Harrow
Hastings
Hendon
Hertford

High Wycombe
Hillingdon
Huddersfield
lIford

Ipswich

Isle Of Wight
Islington
Kettering
Kidderminster
Kilmarnock
Kingston
Lambeth
Lanarkshire
Lancaster
Leeds
Leicester
Lewisham
Lincoln
Liverpool
Lothian

Luton =
Macclesfield
Mansfield
March
Medway
Middlesbrough
Milton Keynes
New Forest
Newark
Newbury
Newcastle
Newport

North Devon
Northampton
Norwich
Nottingham
Oldham
Oxford
Peterborough
Plymouth
Portsmouth
Preston
Reading
Reigate
Richmond
Rochdale
Romford
Rotherham
S.Warwickshire
Salford
Salisbury
Sandwell
Scarborough
Scunthorpe
Sheffield
Shrewsbury
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Thomson price changes by directory.

Directory 2000 2001 2002

Slough

Solihull
Southampton
Southend
Southport
Spalding

St Helens
Stafford
Staines
Stamford
Stevenage
Stirling
Stockport
Stoke-On-Trent
Sunderland
Sutton

Sutton Coldfield
Swansea
Swindon
Tameside
Telford

Torbay
Tunbridge Wells
Wakefield
Walsall
Wandsworth
Warrington
Watford
Welwyn

West Cornwall
West Dorset
Weston - S - Mare
Winchester
Wirral

Wisbech
Wolverhampton
Worcester
Worthing
Wrexham

York

2003
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2004

2005

per cent

Total
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