5 Analysis of relevant markets and the
effects of the proposed transfers
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Introduction

5.1. In this chapter, we focus on the analysis of the relevant markets in this inquiry and the effects of
the proposed transfers of INM titles to Newsquest. We start by addressing the central issues relating to
market definition, including the types of newspapers that are close substitutes (and are therefore in
competition with each other) for readers and advertisers, and the relative effectiveness of other media as
substitutes. Building on that we turn to an evaluation of market shares among publishers/suppliers of
newspapers at the national, regional (London) and local levels and the effects of the proposed transfer of
titles from INM to Newsquest.

5.2. Next, we provide an evaluation of the nature of advertising demand, pricing and competition in
local advertising markets, and the effects of the proposed transfer on those matters. Following that, we
consider linkages between publishers; and then assess entry conditions and the likelihood of future entry
into the market areas at issue. Finally, we address editorial issues, including those related to editorial
independence, and others arising from a possible lessening of competition (for example, possible det-
riments to the quantity and quality of editorial content and to the diversity or plurality of sources of local
news and comment).

Market definition

Preamble

5.3. As indicated earlier (see Chapter 3), a wide variety of newspapers are available both in the UK
as a whole and also in most individual areas, including different types of national and regional or local
titles. Other media—»both printed (for example, advertising-only publications, directories etc) and non-
printed (for example, television and radio)—provide alternatives for both readers and advertisers to
varying degrees. In this context and in order to provide a framework for evaluating the degree of com-
petition for readers and advertisers, we need to consider which groups of newspaper products fall within
the same economic market; the extent to which other, non-newspaper media provide a competitive con-
straint; and which geographic areas are germane to this inquiry. As in previous Commission inquiries,
the approach taken is to consider the strength of substitution between different types of product on the
demand side, based principally on the nature of reader and advertiser demand, product similarities, cost
differentials etc.

Product and geographic markets

5.4. In line with earlier Commission reports on newspaper mergers (see Appendix 3.1), we take
national newspapers to be a separate economic market from those relating to regional/local titles because
of the self-evident and well-documented demand-side differences with respect to both readers and adver-
tisers (see Chapter 3). In short, although there are some regionalized editions of national newspapers, the
nationals provide far more nationwide and international news, and also serve a largely different segment
of the advertising market. Moreover, the proposed transfers do not involve national titles, and we do not
therefore consider them further.

5.5. Central to this inquiry are local weekly titles, both paid-for and free. As in previous inquiries,
these appear to us to have generally similar characteristics and are in many cases close substitutes for
each other within a given area. Paid-for weeklies often have lower volumes and penetration rates than do
free newspapers, and usually carry more editorial content (typically 35 per cent or more of page space on
average compared with 20 to 25 per cent for free weeklies; see also paragraph 5.102). Indeed, many
paid-for weeklies are long-established titles—2100 years or more in some cases, for example INM’s
Hornsey Journal (established in 1879; see also paragraph 5.31)—and may be regarded as the local ‘paper
of record’, ie the most authoritative source of local news.

5.6. Nonetheless, for both paid-for and free weeklies, the editorial content is typically focused on a
local area such as a particular town (for example, Bromley or Wembley in the case of the INM titles).
Moreover, paid-for and free weeklies have the same frequency of publication, both are heavily dependent
on revenues from advertising (much of which is of a similar nature), and many of what are now free
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weeklies were previously paid-for titles.! In this case, the advertiser studies we carried out/commissioned
(see paragraphs 5.43 to 5.53) found that advertisers regarded paid-for and free weekly newspapers as
realistic commercial alternatives. In general, therefore, free and paid-for weeklies often represent reason-
ably close substitutes for both readers and advertisers where they operate in the same or substantially
overlapping geographic areas.

5.7. Of particular relevance to this inquiry is the extent to which the two regional newspapers
available in London—namely the Metro (a free daily pick-up available railway stations)?> and the
Evening Standard (a paid-for daily newspaper)—operate in the same market as do local weeklies. In
previous inquiries, regional newspapers have usually been viewed as serving a different market to that of
local weeklies, whilst it has often been acknowledged that the nature of substitution and competition
between different types of local newspaper depends in part, and sometimes largely, on local market
circumstances. Both main parties contended that the Metro and the Evening Standard titles were in
broadly the same advertising market as their titles, as did DMGT (see also paragraph 5.62).

5.8. It has been put to us, however, that these regional newspapers provide far more nationwide and
international news than do local weeklies, their coverage is focused on London as a whole rather than
particular neighbourhoods or localities, and they serve a largely different segment of the advertising
market.®> We note from our advertising survey that most respondents did not consider other printed media
to be good substitutes for advertising in their local newspapers. We note also that almost all advertising
in local newspapers is by local advertisers. Indeed, only a very small proportion by value relates to areas
outside the coverage area of the title concerned, as compared with the London-wide and national type of
advertising commonly found in the Evening Standard and Metro titles. We consider the quantitative
implications of including these titles in the regional market analysis in paragraphs 5.16 to 5.20.

Competition from other media

5.9. Recent Commission reports on newspaper mergers have taken the view that the main com-
petition for the sorts of advertising carried in local newspapers comes from other forms of printed media
such as advertising-only publications, niche titles that may include some limited editorial, directories and
direct mail. Within that, the competitive constraints arising from these have been seen as mainly applying
to the property, motor and to a lesser extent recruitment segments, rather than for the smaller businesses
providing local services and private individuals (births, marriages and deaths etc).

5.10. In this context, both main parties contended that their local newspapers faced competition for
advertising revenues from a wide range of printed media, and especially advertising-only publications
focused on particular advertising segments, for example motors (Auto Trader), jobs and property
(various publications), and articles for sale (Loot). However, when these alternative media are also
owned by the local newspapers they compete with, they clearly do not provide an independent competi-
tive constraint on those newspapers. We note that INM itself produces two such publications* in London
(which form part of the proposed transfer); and Newsquest also operates four.?

5.11. Clearly, advertising-only publications and other printed media provide alternatives to local
newspapers to varying degrees for particular segments of the advertising market. We note here that, as
confirmed by the two advertising studies mentioned earlier (see also paragraphs 5.43 to 5.53), these other
media may not always be close substitutes for local newspapers from the standpoint of some advertisers,
depending on differences in frequency of publication, area of coverage, household penetration rates and
their ability to command readers’ attention. We note also the generally higher advertising cost of local
newspapers compared with these other printed media, and the robustness in real terms of their adver-
tising revenues in recent years (although we note that their share of total advertising revenue has fallen;
see Chapter 3).

In a few cases, free titles have been converted into paid-for newspapers. We note also that some weekly titles are both paid-for
and free, for example both INM’s Wembley Chronicle and Willesden Chronicle (see Appendix 5.1). In these cases, the titles are
circulated or made available as a paid-for newspaper in specified areas. Outside of those areas, the titles are distributed free.

2Both of which are published by DMGT, which does not itself operate any weekly titles in Greater London.

%Similar considerations apply to the Kent on Sunday title, which is a free Sunday, regional newspaper distributed throughout
Kent, including parts of INM’s operational territory; see paragraph 5.81.

“Job Watch and Homehunter, both of which operate in north London.

®In north London, Newsquest operates Homes and Lettings and Jobs and Careers; and in south London, it owns/publishes the
Property Weekly series (six area editions), Property News (five area editions), Jobs and Careers and Homes and Lettings.
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5.12. As again noted in recent Commission reports on newspaper mergers, alternative sources of
local news and information (to the local press) include local radio, regional television, the Internet and
niche publications such as ‘what’s on’ guides. But these are generally not regarded by readers as in any
sense realistic substitutes and are seen by many as complementary. Moreover, there are limits to which
these other media may be considered to be fully effective substitutes for advertising in local newspapers,
particularly for certain types of classified advertising (ie largely text-based), such as recruitment, prop-
erty and local services. In this context, we note that the majority of respondents to our advertising survey
(see paragraphs 5.43 to 5.53) did not consider non-print media to be realistic commercial alternatives to
use of the local press.

National and regional markets

5.13. As detailed earlier (see paragraph 3.10 and Table 3.1), when measured by the volume of
circulation/distribution, the effect of the proposed transfer would be to increase Newsquest’s overall
national share of the local newspaper sector by not more than 1.0 percentage point (from 15.4 to 16.4 per
cent). Newsquest would continue to be the third largest supplier in this sector, behind Trinity Mirror and
DMGT. For weekly titles only—the focus of this inquiry and where Newsquest is currently the second
largest supplier behind Trinity Mirror—the effect would be to increase Newsquest’s market share by
2.3 per cent (from 20.2 to 22.5 per cent), with no change in the ranking of the major suppliers.

5.14. All the INM titles to be acquired, however, are distributed or circulate in Greater London (and
contiguous parts of north-west Kent), where Newsquest also has a substantive presence. As a conse-
quence, the scale of the proposed transfers is quantitatively more significant within this particular area—
the largest population centre in the UK. Indeed, London is the capital city, Greater London is by far the
largest conurbation in both the UK and Europe with a population of around 6.0 million adults (aged 15+
years) and 3.23 million households, and it comprises a host of medium-sized towns/population centres.
Figure 5.1 shows the broad structure of Greater London, in terms of both the inner and outer London
boroughs that make up the wider Greater London area.

5.15. Focusing on local and regional newspapers (rather than nationals), the major players in Greater
London are DMGT (regional titles only, ie Metro and the Evening Standard), Trinity Mirror (largest
supplier of local newspapers), Newsquest (second largest in local titles), INM and Archant. Both the
INM titles to be acquired and the Newsquest titles with which they compete (or overlap with in terms of
coverage area) are listed in Appendix 5.1, together with the Archant titles in London and the Trinity
Mirror titles that overlap with the north London divisional titles of INM. As regards coverage areas,
Figures 5.2 to 5.5 show the 10 per cent penetration rate coverage areas (or footprints) of local weekly
titles operated by Trinity Mirror, Newsquest, INM and Archant respectively. The overlaps by title
between Newsquest and INM are considered in detail in paragraphs 5.21 to 5.40.

5.16. Table 5.1 gives market share details for the Greater London area, looking at both weeklies only
and weeklies plus Metro and the Evening Standard titles. As shown there, taking weeklies only (albeit
with the inclusion of one free Sunday title, the Kent on Sunday published by KOS; see paragraph 5.81),
Trinity Mirror is by far the largest publisher with about 80 titles/editions and around 44 per cent of the
market by copy volume, followed by Newsquest with 35 per cent, INM with 23 titles and 14 per cent and
Archant with 4 per cent. As evidenced later (in paragraphs 5.85 to 5.88), all four of these publishers have
established their positions in London almost entirely by means of acquiring incumbent publishers.
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primarily (albeit not entirely) in relation to local markets. We start this section with some thoughts on the
relevant methodology.

5.22. As in previous Commission inquiries on newspaper mergers, the approach adopted has been to
consider local areas as delineated by JICREG, an industry body. These geographic areas comprise groups
of contiguous postcodes which taken together form areas that JICREG considers to be useful for
advertising purposes. Indeed, the JICREG data and associated readership figures are used by some news-
paper publishers to demonstrate the relevance and relative strengths of their local titles to advertisers, as
well as their coverage areas, and also by the larger advertising agencies.

5.23. Circulation and distribution data compiled on this basis provide at least a practical and con-
venient means of assessing local geographic areas. Accordingly, we have included in Appendix 5.2 the
newspaper volume figures and related market shares in all the JICREG areas® in which the 23 INM titles
to be transferred are distributed. The newspapers included are almost entirely local weekly titles (both
paid-for and free), the single exception being the Kent on Sunday, which is a free Sunday newspaper with
region-wide coverage (mainly Kent, but extending into some south-east parts of Greater London). A
number of JICREG areas appear more than once because they are relevant to more than one of the INM
titles to be acquired. The market share figures given are based on the copy volumes of all titles of a
particular publisher circulated or distributed in each JICREG area.

5.24. The 23 INM titles fall into three main categories—those where there are overlaps in
circulation/distribution between INM and Newsquest titles (14 newspapers); those where there are no
direct overlaps (five newspapers); and four titles with minimal copy volumes (and where there are also
no overlaps between the main parties). The latter comprise four paid-for weeklies—the Hammersmith
Times, Paddington Times, Kensington Times and Westminster Times (together with related editions)—
each of which has a weekly circulation of about 1,000 copies or less. As such, they may not be regarded
as entirely free-standing newspapers and commercially viable in themselves, although when taken
together they appear to be profitable. Indeed, there is much commonality between them with regard to
both editorial content and advertising material and to that extent they might properly be considered as a
single title (or composite series). They also share both content and resources with other INM titles within
the relevant divisional portfolio. Because of these factors (and the fact that there are no overlaps with
Newsquest newspapers), we do not consider these titles further.

5.25. Before looking at individual titles, we note several other general market features of relevance.
First, the INM and Newsquest portfolios include both free weeklies (typically with high volumes and
high penetration rates) and paid-for weeklies (low volumes, low penetration rates). The copy volume of
INM’s Bexley & Eltham Express (free weekly), for example, is more than 15 times greater than its paid-
for sister title, the Bexley Times. Its revenues, however, are only 30 per cent greater (largely because
paid-for titles are able to command higher advertising rates than free weeklies).? Evaluating market
shares on the basis of copy volumes may therefore understate the relative importance of paid-for titles.
Second, many individual titles are in practice integrated or co-produced with other titles in the pub-
lisher’s portfolio, for example the Bexley & Eltham Express and Bexley Times share common production
resources and costs. Third, we note that in the London conurbation—as mentioned earlier—individual
geographic areas are contiguous to numerous other areas. Moreover, many people may live in one area,
but work in a different area and possibly do their shopping in a third area. As a consequence, local
market boundaries are far from clear or unambiguous in economic terms. In this context, Newsquest
commented that the local area analysis we have used was fundamentally flawed because—in its view—
we have used the footprint of the INM titles as the circulation areas of other publications.

Overlap titles and areas

5.26. Of the 14 INM overlap titles (see Appendix 5.2), eight are in the south-east geographic
segment of Greater London. We deal with the latter first, starting with the Bexley titles, where there is a

*Publishers sometimes refer to ‘core’ areas as those with 30 per cent or more of the circulation or distribution of a given title.
However, the 30 per cent figure is entirely arbitrary and in any event seems of limited relevance in the context of London because
of the close proximity of different communities and the overlaps between them. We note also that some INM titles—for example,
the East London Advertiser and the Willesden Chronicle—would on this criterion have no core area at all.

2Some advertising is packaged across titles and the accounting allocation of advertising revenues between them may limit the
extent to which meaningful comparisons can be made.
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strong market overlap between the main parties in terms of copy volume, but where Trinity Mirror also
has a substantive presence.

5.27. Both INM’s Bexley Times (paid-for weekly) and Bexley & Eltham Express (free weekly) titles
operate principally in Bexley, Welling, Bexleyheath, Eltham and also some other contiguous areas—as
do Newsquest titles (the free weekly News Shopper series delivered direct to homes). The proposed
acquisition would increase Newsquest’s existing share (by copy volume) of 40 per cent or so by a further
35 per cent, making its post-merger shares about 75 to 80 per cent. Other publishers operating in these
areas are Trinity Mirror (Mercury series) with a 15 to 20 per cent share, Kent Messenger with an overall
share of 10 per cent share (but it operates in only some of the areas served by INM’s Bexley & Eltham
Express), and KOS with 3.5 per cent (with its free Sunday title, Kent on Sunday, which has Kent-wide
coverage).

5.28. Both INM’s Bromley Times (paid-for weekly) and Bromley & Beckenham Express (free
weekly) titles operate principally in Bromley, Orpington, Beckenham and also some other contiguous
areas, as do Newsquest titles (the free weekly News Shopper series). The proposed acquisition would
increase Newsquest’s existing share of about 45 per cent by a further 40 per cent or so, making its post-
merger shares about 85 to 90 per cent. The only other publisher operating in these areas with a
substantive market share is Tindle with 10 to 15 per cent, though KOS also has a presence with 3.5 per
cent.

5.29. INM’s Dartford Times (paid-for weekly) and Dartford & Swanley Express (free weekly) titles
operate principally in Dartford, Swanley, Hartley/Longfield, Swanscombe/Greenhithe and also some
other contiguous areas. Newsquest titles (the News Shopper series) are also distributed in these areas.
The proposed acquisition would increase Newsquest’s existing share (by copy volume) of about 30 per
cent by a further 35 per cent, making its post-merger share about 65 per cent. Trinity Mirror has a minor
presence in some of these areas, but the main competitor is Kent Messenger, with a share of 30 per cent
or so. KOS also has a presence with a share of about 3.5 per cent.

5.30. Both INM’s Gravesend Reporter (paid-for weekly) and Gravesend & District Express (free-
weekly) titles operate principally in Gravesend, Meopham and also some other contiguous areas.
Newsquest titles (News Shopper series) are also distributed in these areas. The proposed acquisition
would increase Newsquest’s existing share of about 23 per cent by a further 37 per cent, making its post-
merger share about 60 per cent. The only other publisher operating in these areas with a substantive
presence is Kent Messenger with a 40 per cent share. KOS also has a presence with a share of about
3.5 per cent.

5.31. Turning to the six overlap titles in north London, both INM’s Hornsey Journal series (paid-for
weekly) and North London Weekly Herald series (free weekly) operate in Hornsey and Muswell Hill,
though in other respects their coverage footprints differ and extend into contiguous areas (for example,
Wood Green, Holloway and Islington in particular). For the Hornsey Journal series, the proposed
acquisition would increase Newsquest’s existing share (by copy volume) of about 40 per cent by a
further 20 per cent, making its post-merger share about 60 per cent. The other main publisher operating
in these areas is Trinity Mirror (Haringey Advertiser, a free weekly) with a 40 per cent share. For the
North London Weekly Herald series, the proposed acquisition would increase Newsquest’s existing share
of about 13 per cent by a further 58 per cent, making its post-merger share about 70 per cent. The only
other publishers operating in these areas with a substantive presence are Trinity Mirror (Haringey
Advertiser) with a 20 per cent share and Archant (Ham & High) with 10 per cent.

5.32. INM’s Islington Gazette series (paid-for weekly) also operates in Muswell Hill, Wood Green
and Hornsey, though one-third of its copy volume is in the city area. INM’s North London Weekly
Herald series is also distributed in much of the area covered by the Islington Gazette series. The
proposed acquisition would increase Newsquest’s existing share (by copy volume) in the areas served by
the Islington Gazette series of about 18 per cent by a further 28 per cent, making its post-merger share
about 46 per cent. Other publishers operating in these areas with substantive market shares are Trinity
Mirror with 20 per cent (by virtue of its Haringey Advertiser title, though this operates only in some
areas), Archant with 8 per cent and NJE (a small publisher, see Chapter 3) with 26 per cent (though it
operates only in Hampstead, Camden and Kentish Town).

5.33. INM’s llford & Redbridge Weekly Post (free weekly) operates principally in Ilford,
Barkingside and also some other contiguous areas. The area of overlap with Newsquest titles is limited to
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Barkingside. On the basis of the 2002 data in Appendix 5.2, the proposed acquisition would increase
Newsquest’s existing share of 1 per cent by a further 46 per cent, making its post-merger share about
47 per cent. Other publishers operating in these areas with substantive market shares are Trinity Mirror
with 41 per cent and Archant with 12 per cent. We note, however, that INM recently (February 2003)
introduced a new edition of this title under the Woodford Weekly Post banner (about 12,000 copies),
which is distributed in the Woodford and Wanstead areas, where Newsquest has both a paid-for weekly
(part of its Guardian series) and a free title (Redbridge Independent); see Appendix 5.2. Allowing for
this new edition, we estimate that Newsquest’s post-merger share would be nearly 50 per cent.

5.34. INM’s Wembley Chronicle series (paid-for/free weekly) operates principally in the Wembley
area. The proposed acquisition would increase Newsquest’s existing share (by copy volume) of 28 per
cent by around 20 per cent, making its post-merger share about 48 per cent. The only other publisher
operating in these areas with a substantive market share is Trinity Mirror with a 52 per cent share.

5.35. INM’s Willesden Chronicle series (paid-for/free weekly) operates principally in Neasden,
Willesden, Hampstead, Cricklewood and also some other contiguous areas. The areas of overlap with
Newsquest titles are limited to Cricklewood and Golders Green. The proposed acquisition would
increase Newsquest’s existing share (by copy volume) of 11 per cent by a further 32 per cent, making its
post-merger share about 43 per cent. Other publishers operating in these areas with substantive market
shares include Trinity Mirror with a 22 per cent share, Archant with 6 per cent and New Journal
Enterprises (a small publisher, see Chapter 3), with a 30 per cent share (though of the areas covered by
the Willesden Chronicle series, New Journal Enterprises operates only in Hampstead and Kilburn).

Other titles and areas

5.36. INM’s other titles—where there is no direct overlap with Newsquest titles—include three paid-
for weeklies (the Barking & Dagenham Post series, East London Advertiser and Hackney Gazette &
North London Advertiser), and two free weeklies (the Romford & Havering Weekly Post and Stratford &
Newham Express). Taking each of these in turn, the Barking & Dagenham Post series operates prin-
cipally in the Dagenham and Barking areas, and has a 54 per cent market share. Other publishers oper-
ating in these areas are Trinity Mirror with a 36 per cent share and Archant with 10 per cent.

5.37. The East London Advertiser operates principally in the Poplar, Bethnal Green, Stepney and
Bow areas of east London, and has a 36 per cent market share. Other publishers operating in these areas
with substantive market shares include Trinity Mirror with a 60 per cent share and Archant with 4 per
cent.

5.38. The Hackney Gazette & North London Advertiser operates principally in the Hackney, Clapton
and Stoke Newington areas, and has a 99 per cent market share. The only other publisher operating in
these areas is Archant with the residual 1 per cent.

5.39. As regards the free weeklies, the Romford & Havering Weekly Post operates principally in the
Romford, Hornchurch and Upminster areas, and has a 27 per cent market share. Other publishers
operating in these areas include Trinity Mirror with a 35 per cent share and Archant with 39 per cent.

5.40. Finally, the Stratford & Newham Express operates principally in the East Ham, Forest Gate,
Stratford and Canning Town areas of east London, and has a 70 per cent market share. Other publishers
operating in these areas include Trinity Mirror with 5 per cent and Archant with 25 per cent.

Advertising markets and competition

5.41. As noted earlier (see paragraph 3.12), advertising revenues account for about 95 per cent of the
total revenues of local weekly newspapers, and more than 95 per cent of that is attributable to local
advertisers. In the Greater London area—of particular relevance to this inquiry—we estimate that local
weekly newspaper revenues from advertising amount to around £215 to £220 million a year, of which
Newsquest accounts for around 38 per cent and INM for 7 per cent.

5.42. In this section, we review the evidence collected on advertising, including the nature of com-
petition between local newspapers and competition for advertising revenues from other media.
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Advertising survey

5.43. In order to obtain information on advertisers in local newspapers, we ourselves carried out a
postal survey of advertisers in INM and Newsquest titles in the London area; and to complement that, we
also commissioned a qualitative research study on advertisers’ views from outside consultants. In the
postal survey, we wrote to high- and medium-spending advertising customers of each of the main parties
and asked them a series of questions on their use of advertising media, and their negotiations with the
local press. Some 129 advertisers responded’ and the results of the survey are set out in full in Appen-
dix 5.3. A summary of the findings is as follows:

— The vast majority of respondents thought that advertising in the local press was essential to the
operation and development of their businesses.

— They tended to think that the INM and Newsquest titles were realistic commercial alternatives.
Three-quarters of those that used south London titles, and almost nine in ten of those that used
most of the titles, were of the opinion that these were viable alternatives.

— Advertisers of jobs could be differentiated by their (self-reported) weaker negotiating behaviour
in comparison to motors and property advertisers. When asked if they tried to get competitive
quotes, advertisers of jobs tended to be equivocal but over eight in ten of those that advertised
several types of product or service—typically these would have been agencies—tried to get
competitive quotes. Two-thirds of the users of south London titles tried to get quotes from each
of the INM and Newsquest titles in their area, as did over seven in ten of those that advertised in
most of the parties’ London titles.

— Opinions about substitutes for the local press were essentially the same whether analysed by the
zone of London, advertisers’ annual expenditure or the type of product or service advertised.
Advertisers were equivocal about the existence of alternative local titles, but were generally of
the opinion that neither other printed media nor non-print media substituted for their use of the
local press.

— In general, advertisers expressed negative opinions about the expected terms and conditions they
would face after a merger. Although a relatively high proportion of north London advertisers and
those spending below £25,000 did not express an opinion, all those with lower advertising expen-
ditures that did express opinions agreed that they would face worse terms. Overall, two-thirds
agreed that their terms would get worse, compared with only 1 in 20 that disagreed.

— If rates were to rise after a merger, over half agreed (and only one-fifth disagreed) that they
would reduce their expenditure with the relevant titles. However, those placing job adver-
tisements tended either not to express an opinion or to be equivocal about what they would do if
the rates offered to them were to rise.

— Some two-fifths of respondents agreed that they would seek to switch to other localities or to
other media in response to a rate rise, whilst about one-third disagreed that they would switch,
and one-third did not express an opinion.

5.44. The qualitative research study (telephone-based) was designed to probe these attitudes and
opinions more deeply for a smaller, stratified sample of advertisers. It broadly confirmed the findings of
the postal survey. A full account of this complementary study is included at Appendix 5.4.

5.45. Both main parties expressed reservations about the reliability of the findings of these two
studies. They both argued that the sample base in both studies was limited to the larger advertisers in
local newspapers, and it was therefore inevitable that most of them would consider local newspapers to
be essential and other media to be inadequate substitutes. A more balanced view would have been
obtained, they suggested, if advertisers that did not use the local press in the relevant areas, together with
past users, had been included in the sample, which in any event was too small to give reliable results.
INM considered the response rate to the self-completion questionnaires to be low and that results were

'During this inquiry, about a dozen other submissions (including letters of complaint to the Department of Trade and Industry
(DTI) prior to the reference) were put to us by advertisers and advertiser organizations.
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not statistically significant. Newsquest was concerned that the sequence in which questions were posed
introduced bias in the answers and that some questions were leading, ie that they invited a particular type
of response. The parties also noted that the comments of some advertisers appeared to contradict other
answers and respondents were not asked for evidence to support their comments. The parties suggested
that advertisers would be prone to uninformed speculation about possible negative effects in the context
of a merger inquiry or that those that were more concerned would be more likely to respond.

5.46. The parties’ views on the two advertising studies are set out in more detail in Chapter 7. A
brief summary of our responses to their views is set out in the following two paragraphs.

5.47. We ourselves considered it unlikely that additional information of substantial value would have
been obtained if the survey had included non-users or past users of the local press who would have been
ill-informed to answer many of the questions. The response rate to the postal survey depended on such
factors as the time for fieldwork, which was limited in this inquiry, and whether letters were sent to
named contacts, which in most cases the parties were not able to provide in the time available.
Statistically significant results from the postal survey are reported in Appendix 5.3 and, although a larger
sample may have enabled further significant results to have been identified, that does not invalidate the
results that were obtained. It may have been the case that the smallest advertisers, which as a class would
generate about 5 per cent of the parties’ advertising revenue, would have expressed significantly different
views from larger advertisers. However, the analysis of the postal survey in Appendix 5.3 does identify
where opinions did or did not differ by the level of advertising expenditure.

5.48. As regards some of the questions leading to biased answers, all questions were in practice
formulated in the same way as propositions to which respondents expressed either agreement or dis-
agreement. Moreover the correlation between answers was sensible and suggested that answers were
reliable, even though individual comments may not necessarily have agreed with the majority view.
Many respondents were prepared to discuss, and presumably defend, their written answers although it is
possible that some may have been misinformed about particular facts. Although we were unable to
identify whether or not relatively more of the concerned advertisers responded to the postal survey, those
interviewed by telephone were not selected for their level of concern or lack of concern about the
merger. As regards the adequacy of the telephone exercise to provide reliable information from 30
interviews, the study sought to understand the full range of views held by different types of advertiser
but, unlike the larger postal exercise, it did not aim to quantify the proportions of advertisers that held
particular views. Even so, the responses to both exercises were consistent.

5.49. In response to our advertiser surveys, but without any consultation with us, Newsquest itself
commissioned both a telephone survey of advertisers and also a survey of readers/consumers (about
400 London residents). The advertiser survey—which is included in full in Appendix 5.5—took the form
of 29 telephone interviews with London advertisers, where the sample was drawn from advertisers in a
range of media, including local newspapers, but also the Evening Standard and Metro, specialist pub-
lications (for example, Auto Trader), local radio and the Internet. Newsquest claimed that the findings of
its survey differed to a material degree from those of our two surveys, and in particular that it showed
more clearly, that advertisers enjoyed a wide choice of alternative media, with the effect that local
newspapers faced extensive and intensive competition from these other media. The findings are
summarized in Appendix 5.5: three key conclusions drawn were as follows:

(a) Non-newspaper advertising exerts an important competitive pressure on the local newspaper
advertising market, especially in key sectors such as recruitment and property.

(b) Advertisers that target the London-wide market or have a multi-local focus may still use local
newspapers, although these are generally of secondary importance. Many of these advertisers
have very substantial budgets and are very significant players in the London newspaper adver-
tising market.

(c) The elasticity of demand for advertising in the merger-affected titles is generally high and
therefore any increase in advertising rates would see a fall in demand for local newspaper adver-
tising and a switch to alternative titles and other media.

5.50. Newsquest commented more generally that notwithstanding the inherent limitations of both
our surveys and the two commissioned by itself, taken together they provided a reasonable overview of
the perceptions of advertisers and readers. It was not the case, it added, that either set of surveys
represented a better or more valid snap-shot than the other.
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5.51. Commenting in response, we noted that the Newsquest advertiser survey provided useful
insight into the views of advertisers not currently using local newspapers—and who therefore perceive
other media to be realistic alternatives. For the purpose of this inquiry, however, it seemed in our view
more appropriate to focus on the views of advertisers currently using local newspapers who, since they
were doing so, clearly saw commercial advantages from that, as well as possible disadvantages from
using other media. They would also of course be most affected by the proposed transfers, and the
responses appeared to confirm that concerns were greatest—particularly in the Bromley area—among
those currently using local newspapers (albeit that few respondents in practice were in the main overlap
areas).

5.52. We noted also that it was not clear from the survey report whether or not advertisers regarded
local newspapers and other media as complements rather than substitutes, given the somewhat different
functions which the various media may serve for them. We commented further that although some
advertisers said that they would respond to price increases by reducing their value or volume of expen-
diture, including switching to other media, they would no doubt be disadvantaged by doing so. More-
over, it could not necessarily be inferred from the responses that it would be unprofitable for a local
publisher with high market shares to raise advertising rates.

5.53. With regard to the reader/consumer survey, we noted that local newspapers were clearly an
important form of advertising—in seven out of the ten categories they were the first or second source of
information turned to by respondents (though the first choice in some instances was going direct to an
estate agent/agency/dealer).

Advertising competition between local newspapers

5.54. As indicated above, most respondents to our postal survey and the separate qualitative research
considered that advertising in the local press was essential to the operation and development of their
businesses; that paid-for and free weeklies are realistic commercial alternatives; and that many sought to
get price/cost quotes from each of the INM and Newsquest titles in their area.

5.55. In that context, we considered the arrangements of both main parties for the pricing and selling
of advertising space. As with other local newspapers publishers, each has a published ‘rate card’ for each
title, which sets out a matrix of charges (usually expressed in terms of £ per single column centimetre—
or £/scc) for each of the main categories of advertising. Discounting from the published rates is common
practice, however, especially for larger and regular advertisers, and with respect to advertisers using
more than one title of a given publisher (ie discounts arising from ‘cross-selling’ or the offering of
‘packages’). Discounts negotiated from rate-card charges can be large: INM, for example, provided data
showing average discounts for different types of advertiser ranging from 42 per cent to 88 per cent.

5.56. As a result, prices paid often differ greatly between advertisers—both within each advertising
category and between different categories for a given title, and also as between different titles of the
same publisher—and actual realized prices are less than fully transparent in the market. Commenting on
this, both main parties told us that in practice, realized advertising rates were determined by a range of
factors, including the frequency and volume of advertising, but also use of colour, the extent of pack-
aging, the negotiating power of the advertiser, the location of the advertisement in the newspaper (for
example, front page, back page) and the size of advertisement. Specific sections or supplements, they
added, might also command different prices.

5.57. With regard to price negotiations with advertisers, INM told us that it would often accede to
the demands of advertisers in order to retain their business. By contrast, Newsquest said that, whilst not
always possible in practice, it generally sought to stay with rate card charges and standardized discounts
that reflected such factors as customer volumes, and to resist demands for extra discounts. Both main
parties told us that they regularly canvassed advertisers for new or extra business. Newsquest told us,
however, that rather than going for an aggressive rate-cutting strategy, its preferred competitive approach
was to present its titles as offering better value for money than competitor products, in terms of its
quality of service to advertisers, editorial content, distribution coverage etc. We note that small and
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occasional advertisers are far less likely to try to negotiate with local newspapers for better rates, and that
where they do they are less likely to be successful.*

5.58. Realized advertising rates—monies received after whatever negotiated discounts have been
granted—are commonly called “yields’, ie the realized advertising revenues in terms of £ per scc. Data
on yields for the INM titles to be transferred are given in Chapter 4. Given that many advertisers seek to
negotiate rates, it might reasonably be expected that advertising yields would be lower, other things
being equal, where there are alternative competing titles available in a given area. That is, yields would
be expected to be higher where there are fewer or no alternatives (ie where publishers have high market
shares and a degree of market power) than where advertisers do face realistic alternatives (ie where two
or more publishers are actively competing). In this regard, INM told us that market share does not
necessarily influence advertising yields because many other factors have an impact. Similarly,
Newsquest said that it was too simplistic to suggest that high market shares equate to high yields, not
least because of the ever-present competition for advertising revenues from other niche publications and
the Internet.

5.59. Itis evident from the data in Appendix 4.2 that yields are higher for the titles in INM’s [
] Newspapers division where (as apparent from Appendix 5.2 showing market shares by title)
INM’s market shares are particularly high. To address this issue on a quantitative basis, we examined the
yield data available from both main parties for particular titles and also carried out some limited
regression analysis. For INM’s titles (all 23 taken together, for the first 17 weeks of 2003), the data
indicated a tendency for yields to be higher for titles that enjoyed higher market shares as measured by
copy volume: see Figure 5.6. For Newsquest titles (south London only), the relationship was also
positive, but less marked and the regression model explained only a low proportion of the variation: see
Figure 5.7. However, we note that following the Newsquest acquisition of Dimbleby Newspapers (see
paragraph 5.86), yields at one of the newspapers acquired reduced by somewhat less than 5 per cent, at
another it increased by over 15 per cent, and at one-third (the title with the largest circulation) it
increased by about one-third (although Newsquest said this might reflect factors such as changes in
methods for allocating revenues).

5.60. Factors other than market share by volume are also important in determining yields and are
sometimes predominant, as stressed to us by both main parties. In particular, advertising revenues for
particular titles will be affected by their quality, whether they are free or paid-for and their mix of
readers. Yields in a given area may also be driven by the robustness of the local economy in terms of the
vibrancy of local businesses and the incomes of local residents. In a London context, therefore, yields
might be expected to be lower (other things being equal) in less affluent areas such as Tower Hamlets or
Peckham in south London than in more affluent areas (for example, Kensington & Chelsea, or
Richmond). Moreover, the balance of advertising in a given title between recruitment and public
authority (relatively high yields) and motors and property (relatively low yields), could of itself have a
major impact on measured yield, as can the way in which advertising revenues arising from joint adverts
or package selling are allocated between different titles.

5.61. As mentioned earlier, most advertising in local weeklies is highly local in nature. A small
proportion, however, involves advertising in combinations of titles across London to give London-wide
advertising reach. Trinity Mirror, for example, offers what it calls the Capital Package, covering all its
titles in the London area, though this accounts for less than 1 per cent of its total advertising revenue in
London. Similarly, Newsquest, part of INM and Archant offer a London Package, sold through
Clacksons (see also paragraph 5.72). Both ‘packages’ offer at least a partial alternative to advertising in
the two London regional titles, the Evening Standard and Metro (published by DMGT; see also
paragraphs 5.19 and 5.20). However, both INM and Newsquest told us that such advertising accounts for
less than 1 per cent of their total advertising revenue in London.

5.62. DMGT told us that it considered its Metro and Evening Standard titles to be in competition
with local newspapers for many types of advertising, especially classified job adverts, property and
motors. Its sales staff actively sought to poach advertising from local newspapers, either by approaching
the advertising agency that placed business on behalf of the advertiser or by ‘cold-calling’ the advertisers
concerned, though it did not generally offer special rates in those circumstances. DMGT told us that

T Adult Leisure’ services (escort agencies and the like) are a particular example of where full rate-card charge applies in virtually
every instance. INM told us that across its full portfolio of titles, such advertising accounts for around 7.5 per cent of its total
advertising revenue.
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OLS regression of the advertising yields (£/scc) of all INM titles against market shares

y = 0.638 + 0.015x
- R?=0.35

-
-
-
-
-
-
-
-
-~
-
-
-
-
-
-
P Details omitted. See note on page iv.
-
-
-
20 40 60 80 100

% market share in circulation/distribution area of the relevant titles

Source: CC based on INM data.

120



68

FIGURE 5.7

OLS regression of the advertising yields (£/scc) of Newsquest titles south London
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advertising rates in the Evening Standard and Metro were higher than for individual local newspapers,
reflecting the higher circulation and wider London coverage of the DMGT titles. Nonetheless, it added,
the wider the London coverage sought by advertisers, the more the total cost of advertising in multiple
local titles tended to converge with the cost of advertising in the Evening Standard or Metro.

Advertising competition from other media

5.63. Other forms of printed media—the principal categories of which are advertising-only
publications (shoppers and niche market or specialist publications), directories and direct mail—clearly
offer alternatives for advertisers, to varying degrees, to local newspapers. Newsquest told us that,
advertising-only publications, in particular, both individually and collectively with other competing
media, acted as a forceful competitive constraint on local newspapers. However, local advertisers that
responded to our survey did not on the whole appear to consider advertising-only publications as
effective substitutes for local newspapers (see paragraphs 5.43 to 5.53). We note in addition—as
mentioned earlier (see paragraph 5.10)—that publishers of local newspapers, including both main parties,
are also active in advertising-only publications.

5.64. As regards non-printed media, there are limits to the extent to which television and radio may
be considered effective substitutes for most types of classified advertising commonly carried by local
newspapers, such as recruitment, local services, property, articles for sale and births, marriages and
deaths. How far these different media compete in the same markets for advertising was considered in
some depth in the report on the Capital/Virgin proposed merger (see Appendix 3.1, item B2). In that
report, it was concluded that the three media were separate economic markets because of the limits on
substitutability between them. By and large, television and the press were seen as particularly useful for
developing brand images because of the visual nature of these media. Radio, on the other hand, was
regarded as an effective medium for certain types of product, but might often be used to support a
television or press campaign and to reinforce the ‘brand’ message, indicating that it was more of a
complement than a substitute. Moreover, local advertisers that responded to our survey did not for the
most part consider these other media as effective substitutes for local newspapers (see paragraphs 5.43 to
5.53).

5.65. Previous reports have also considered the growing importance of the Internet (and also, albeit
to a lesser extent, digital television) as an advertising medium. Clearly, more households now have
access to the Internet than ever before and usage continues to increase. Despite its rapid growth in recent
years, however, advertising on the Internet continues to be small in the UK compared with other
advertising media, including local newspapers (see Appendix 3.3, Table 1). We note also that publishers
of local newspapers, including Newsquest, are mostly active on the Internet and are well placed to take
advantage of future growth.

Linkages between publishers

5.66. As noted in the report on the Gannett/SMG merger (see Appendix 3.1, item A21), market share
statistics may not paint a wholly accurate picture of the state of competition in the regional press sector,
in part because of the various linkages that exist between different publishers of local and regional
newspapers. Such linkages involve contract printing arrangements; joint venture arrangements with
respect to the regional Metro titles; joint venture arrangements with respect to advertising-only publi-
cations; cooperative arrangements for selling advertising space; and joint venture arrangements with
respect to Internet activities.

5.67. On printing, Newsquest (by virtue of its acquisition of SMG’s newspaper business) has a sub-
stantial and long-term print arrangement with DMGT, under which Newsquest prints DMGT’s national
titles in Scotland. It also prints some copies of DMGT’s Daily Mail title in England and previously
printed some copies of its Metro title. Newsquest commented that these contracts are on arm’s length
terms and have arisen in order to deal with capacity constraints at peak printing times.

5.68. Johnston does printing for Archant (as well as for some of the small Scottish publishers, for
example Oban Times). DMGT does contract printing for Tindle. GMG does contract printing for
Newsquest in Reading, whilst some of GMG’s northern titles are printed by Trinity Mirror.
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5.69. With regard to DMGT’s Metro title (a free daily pick-up), DMGT has joint venture or
franchise agreements with Trinity Mirror for the Scottish Metro, the Newcastle Metro and also the
Birmingham Metro. Under the terms of these arrangements, Trinity Mirror sells local advertising space,
prints the title, and arranges distribution in the relevant areas. For its part, DMGT sells national
advertising space in the Metro and provides the editorial content (primarily national and international
news). DMGT has similar arrangements with GMG for the Manchester Metro, and with Johnston for the
Yorkshire Metro.

5.70. Turning to advertising-only publications, DMGT and Johnston operate a joint venture to
produce the Job Hunters Guide, a paid-for weekly recruitment publication, which combines their job
adverts. Newsquest and Johnston operate a joint venture to produce Recruitment South, a weekly paid-for
recruitment publication on the south coast (Southampton, Portsmouth, Winchester areas). Newsquest has
joint ventures with DMGT in Essex to produce Job Weekly (a paid-for, advertising-only publication), as
well as the Stansted Life and Autoweekly (both free weekly pick-ups). Johnston, Newsquest, GMG and
Tindle have a joint venture to produce the Admart publication, a weekly paid-for ‘items for sale’
publication circulating in Hampshire and adjoining localities. Newsquest told us that this was the only
such joint venture with which it was involved.

5.71. With regard to arrangements for the joint selling of advertising space, GMG’s Manchester
Evening News gets its national advertising through the AMRA agency, which is owned by Trinity
Mirror. There is also some joint selling of advertising between GMG and Tindle for the Surrey
Advertiser and Farnham Herald titles.!

5.72. Newsquest is party to a form of joint selling of advertising in the London area, in combination
with GMG, Archant, Tindle and INM’s titles in north-west London. This is effected through Clacksons, a
sales house through which advertisers can buy/are offered two main ‘packages’ of space in the titles of
these publishers. The London Package covers 34 titles with a combined circulation/distribution of
1.85 million; and the Extended London Package covers 51 titles with a combined circulation/distribution
of 2.4 million (see also paragraph 5.61). Newsquest told us, however, that the formal agreement with
Clacksons expired in May 2003. Although it has continued on an informal basis, it added, Clacksons has
informed Newsquest that the arrangement will terminate in August 2003. Similarly, Archant told us that
this arrangement came to an end in the summer of 2003, and that the Archant and Tindle titles (through
Clacksons) are now party to a form of joint selling with Trinity Mirror’s Capital Package (see para-
graph 5.61).

5.73. On Internet activities (web sites), Newsquest has a joint web site venture—thisisessex.com—
which is run in conjunction with DMGT; and also holdthefrontpage.co.uk, which is run in conjunction
with both DMGT and Trinity Mirror. Additionally, Newsquest shares ownership of the fish4 web site
(which features homes for sale, job vacancies and motor advertising) with DMGT, Trinity Mirror and
GMG (each has a 25 per cent share).

5.74. Furthermore, we note that over time there have been various sales and acquisitions of titles as
between the major players,? resulting in geographic concentrations of titles (see the Johnston/Trinity
Mirror report, Appendix 3.1, item A20); and there was a joint bid by some of the major publishers for
RIM, prior to its eventual acquisition by Johnston. Moreover, as noted in the Johnston/Trinity Mirror
report, there is also an apparent tendency for the major publishers to avoid each others’ main operating
areas when launching new titles (see also paragraphs 5.95 to 5.98), though Newsquest told us that it did
not accept the validity of this proposition.

5.75. Within London, however, there appear to be few linkages of any substance between Trinity
Mirror, Newsquest, INM and Archant.
Entry conditions

5.76. Actual or potential entry (when fully credible) may act as a constraint on the advertising
rates—and also serve to improve the service provided to readers—of publishers with high market shares

'GMG also has a 20 per cent share in Tindle’s Post Dispatch title (a free weekly distributed in Surrey and Hampshire) for which
it also does some of the distribution.
2Newsquest, for example, recently (November 2002) bought the Westmoreland Messenger title from Tindle.
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in a particular local newspaper market. Accordingly, most previous Commission reports on newspaper
mergers (see Appendix 3.1) have considered the nature of entry conditions and the prospects for new
entry, both in general and in the markets of direct relevance.

5.77. The view commonly taken in those reports has been that free weekly titles are the least costly
and also least risky to launch, especially where the publisher concerned is already well established (ie it
has “flags in the ground”) within the coverage area of the title to be launched. Where that is not the case,
the incumbent publisher may choose to make a robust competitive response and to defend what it may
see as its own territory, which is likely to increase both the costs and the commercial risks for a new
entrant. In the Johnston/Trinity Mirror report (see Appendix 3.1, item A20), the Commission also noted
the tendency of the major publishers to launch titles within their own existing circulation or distribution
areas, rather than to encroach into the areas of other major publishers.

5.78. In this section, we consider four main aspects of entry conditions. First, we set out the evidence
obtained with regard to actual entry within the Greater London area in recent years, in terms of launches
of entirely new titles. Next, we briefly review the record of acquisitions within London by the major
players. We then consider the costs of entry; and finally, the prospects of entry in the future (ie by poten-
tial entrants).

Recent entry/title launches in London

5.79. In practice, there have been very few launches of genuinely new weekly titles in the London
area in recent years." As noted earlier (see Chapter 3), publishers often change the ‘masthead’ name of
existing titles and then ‘re-launch’ the newspaper under the new name: this amounts to rebranding rather
than the introduction of a genuinely new newspaper. An example mentioned to us by INM was the
closure of its Wembley Recorder title, with essentially the same newspaper being relaunched under the
Wembley & Kingsbury Chronicle banner. Similarly, there are some instances of small scale launches of
new editions (or supplements) of existing titles which are used—by the larger incumbent publishers—to
expand the boundaries of their extant circulation or distribution areas. An example mentioned earlier (see
paragraph 5.33) is INM’s recently introduced new edition of the Ilford & Redbridge Weekly Post (free
weekly) title under the Woodford Weekly Post banner (distributed in the Woodford and Wanstead areas).

5.80. Genuine new launches in London in recent years appear to be limited to The Wharf (Trinity
Mirror), The Chiswick (Newsquest), the Wood & Vale (Archant), Kent on Sunday (KOS), and the
Dartford/Gravesend Messenger titles (Kent Messenger). The Wharf—a free weekly pick-up in the
Docklands area, previously served only by INM and Archant paid-for titles—was launched in 1998 by
Mirror Group, prior to its merger with Trinity. Trinity Mirror itself told us that since its acquisition of
Southnews, it had not launched any new titles within Greater London (and has indeed closed 17 of the
Southnews titles; see also paragraph 5.85). The Chiswick—a free weekly title—was launched in March
2003 by Newsquest, which mentioned that a rival publication had since launched in the same area. We
note that Chiswick is at the edge of the operational areas of both Trinity Mirror (Informer series) and
Newsquest (Richmond & Twickenham Times). Newsquest also told us that it has only ever established
paid-for newspapers by converting an existing free newspaper into a paid-for title.

5.81. Among the smaller publishers, Archant’s Wood & Vale title—a combined paid-for and free
weekly—was launched in January 2003 in the Maida Vale and St John’s Wood area of north London.
Archant told us, however, that this was an edition of its ‘Ham & High’ title and that it considered these
areas to be non-core. The Kent on Sunday—launched in 2002 by KOS, a small entrepreneur-type
publisher operating just this one title (see also paragraph 5.93)—is a free Sunday newspaper distributed
as a pick-up throughout Kent and extending into the fringes of the INM operating area in south-east
London (see Figure 5.9). The Dartford Messenger and Gravesend Messenger titles—both paid-for
weeklies—were launched in 2000 by the Kent Messenger group. Their circulation areas extend into the
edges of the INM operating area and also that of Newsquest (see Figure 5.8, paragraph 5.30 and
Appendix 5.2).

"We note the launch of the Metro title in 1999, but this is a regional daily pick-up launched by DMGT as a complementary
newspaper to its paid-for daily, the Evening Standard (see also paragraph 5.19).
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5.82. Newsquest put to us that these examples understated the extent of actual and potential
competition that it and other publishers faced. It said that its own recent launches included the Uckfield
Leader (a free weekly, launched in May 2003), though this is distributed in Uckfield (about 10,000
households)—in east Sussex rather than London. Newsquest itself operates in areas contiguous to
Uckfield, and this appears to be an example of a publisher extending the footprint of an existing title into
what was otherwise a gap in its Sussex coverage. Both Johnston and DMGT also have newspapers
operating in this area.

5.83. Newsquest also mentioned the launch of the Harrow Times (in 1997) and that of its sister
newspaper in the series, the Uxbridge/Ruislip & Northwood Times (launched in August 1999). In the
latter two instances, Southnews was the main publisher in the area at the time, prior to its acquisition by
Trinity Mirror.

5.84. In the Greater Bromley area, it added, additional recent launches—albeit not of weekly
newspapers—included the Lewisham Independent (a monthly publication, launched in June 2003 by an
independent publisher), Up Front (a bi-monthly life-style magazine, launched by Kent Messenger in
June 2003 as a free pick-up at railway stations), and Property Quest (a property-related, advertising-only
publication distributed by an independent publisher to the South of Bromley). Newsquest added further
that it was aware of other imminent launches in the Bexley area, namely the London Voice (a new and
separate edition of the existing London Voice to be launched in the Bexley area), the Bexley Chronicle (a
free weekly, expected to be launched in September 2003 by an independent publisher), and the KM
Informer (a new and separate edition of the existing KM Informer which may be launched in the Bexley
area by Kent Messenger).

Entry by acquisition

5.85. As indicated earlier (see paragraph 5.16), each of what are presently the four main publishers
of weekly titles in London has established its position largely by acquisition. Trinity Mirror—the largest
publisher—entered the London region in 1993 via its acquisition of Argus Press (50 titles) and it
subsequently bought the Mercury Series (one title with several local editions) in September 1996:
together, these account for around one-third of its current titles and London business. The remaining two-
thirds relate to its £325 million purchase of Southnews (with 145 titles) in November 2000. Trinity
Mirror told us that it had not launched new titles since its acquisition of Southnews because it had
devoted its resources to improving and integrating the newspapers that it had acquired.

5.86. For Newsquest—the second largest—about [$<] per cent of its current London business relates
to the Reed titles it acquired through an MBO in January 1996 (see Chapter 4). It subsequently bought
Westminster Press in December 1996: the six titles acquired account for around [<] per cent of
Newsquest’s current London business. Since then, Newsquest has acquired Property Weekly (six titles,
in March 1998), Review Newspapers (three titles, in July 1998), and Dimbleby Newspapers (two main
titles, in 2001), each of which accounts for about [<] per cent of its current London business.
Newsquest told us that it had also launched eight titles' since 1996, which together account for about
[<] per cent.

5.87. INM—the other main party to this inquiry and the third largest publisher of weeklies in
London—made four acquisitions in developing its current business. These were GLEN (in 1986; the six
titles acquired account for around 35 per cent of INM’s current London business.); Capital Newspapers
Ltd (in 1993; the eight titles acquired account for around 31 per cent), Recorder Group Newspapers Ltd
(1995; eight titles acquired accounting for 9 per cent) and Kentish Times Ltd (1997; 17 titles accounting
for about 25 per cent).

5.88. Archant (the smallest of the main publishers in London, with about 4 per cent by volume of the
market, but 7 per cent by value) entered the London region in May 1998 through its acquisition of Home
Counties Newspapers. The titles acquired in Greater London were the Recorder series (llford, Newham
and Romford, including eight separate editions) and the Express series, including the Highbury &
Islington Express and its ‘flagship’ title, the Hampstead & Highgate Express (commonly known as the
‘Ham & High’). Together, these account for more than 95 per cent of Archant’s current business in
London (see also Table 5.1).

“The Harrow Times, Uxbridge Times, Ealing Times, The Chiswick, Hounslow Guardian, Staines Guardian, Kingston Live and the
Redhill & Reigate Life titles.
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Cost of entry for weekly titles

5.89. The costs and risks of launching entirely new paid-for titles (especially daily newspapers) are
generally regarded as relatively high, largely because of the costs and investment associated with edi-
torial, marketing and possibly print facilities. For free weeklies, on the other hand, the initial launch costs
seem to be lower, because there are no costs of establishing a ‘brand’ that will attract consumers to buy;
capital and sunk costs can largely be avoided by leasing equipment; and printing investment is not
needed since there is ample contract printing capacity available. Moreover, credibility with advertisers
can more easily be established since penetration rates are high if the title is distributed direct to homes.
It was put to us during this inquiry, however, that distribution arrangements can involve both substantial
costs and may also present a barrier to entry. In this context, we were told that seeking to arrange home-
delivery distribution might easily come to the attention of incumbent publishers, leading to a response by
them which would be likely to increase both the risks and costs of entry (see also paragraph 5.93).

5.90. Whilst initial launch costs of local free weeklies are likely to be low, more significant costs (in
relation to expected revenues) are likely to arise from the need to sustain losses over an initial period
before break-even is achieved, which may be as long as two years or so, other things being equal. This
would be especially likely where a new entrant was seeking to displace a well-established incumbent title
(or titles). On this point, both main parties commented that a new title might become profitable in a much
shorter time frame where it was supported (or even initiated) by local advertisers (for example, estate
agents).

5.91. Launch costs, the ongoing costs of publishing and the ability to sustain losses for a period are
likely to differ between types of entrant. There may also be strategic barriers to new entry into areas
where the publisher concerned does not already have a ‘flag in the ground’. For major publishers
(certainly the top four), there are unlikely to be significant capital cost barriers to launching a single new
free weekly title or to financing losses for a period of time. Moreover, when they choose to launch such a
title in an area in which they already operate, they may benefit from cost savings or synergy gains—
hence in part the apparent tendency towards “cluster’ publishing, as noted earlier (see Chapter 3). They
might also be able to exploit any such synergy gains from extending outwards by launching new titles in
adjacent or neighbouring areas to those where they are currently focused.

5.92. For smaller publishers, some costs are likely to be higher, in part because of their lack of
economies of scale or scope, but also because an incumbent publisher may choose to defend what it sees
as its own territory (which is likely to increase both the costs and the commercial risks for a new entrant).
In this context, [ < ] told us that the initial launch costs for a new weekly free start-up might be up to
£100,000 over the first six months, and that cumulative trading losses to the point of break-even might be
as high as £1 million. It added that these costs would be non-recoverable on exit from the market (ie they
are sunk costs) unless the title could be sold rather than closed. It added further that ‘tit-for-tat’ retali-
ation by incumbent publishers was always a concern when considering a title launch into another pub-
lisher’s territory.

5.93. Similarly, KOS told us that its own losses since its start-up of its free Sunday title were
approaching £1 million. It added that incumbent publishers tended to respond to the threat or the reality
of a start-up in their area in three ways. First, where they had more than one title in a market, the
secondary title would keep advertising prices low to minimize the gap in the market for the new entrant.
Second, they would contact those motor and property advertisers who were using the new publication
and offer discounted advertising rates over a long period of time to retain their business. Third, they
would spread confusion in the market (for example, threaten to launch their own title in response or
spread doubt in the minds of advertisers that the new entry would actually happen). Reflecting that, it
said further, the fear of a significant competitive response by an incumbent publisher was a wholly
rational one for any new entrant.

5.94. In this context, we note the recent Aberdeen Journals case decision of the OFT—subsequently
upheld by the CAT (see Appendix 3.1, item C3)—which involved price predation against a new entrant
by the incumbent publisher (DMGT). Newsquest claimed that this decision acted as a strong warning to
any dominant incumbent publisher about the legitimacy of any response it might make to actual or
threatened new entry.

“Whether a title is read or simply disposed of immediately is a different matter, but this depends in part on the perceived
attractiveness/quality of the editorial content.
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Potential entrants

5.95. There are a number of publishers that operate on the fringes of Greater London, and two of
these—Archant and to lesser extent Tindle—have some presence within the region. All of these might be
considered to be possible entrants into the London market should commercial opportunities arise (ie
there are perceived to be ‘gaps’ in the market). Figures 5.8 to 5.10 illustrate the 10 per cent penetration
coverage areas (or footprints) for the nine publishers operating within 50 miles of Central London (not
including Trinity Mirror, Newsquest and INM, whose coverage areas within Greater London are illus-
trated in Figures 5.2 to 5.4).

5.96. Figure 5.8, for example, shows the footprints of DMGT, Yattendon and Clyde & Forth Press (a
small, Scottish-based publisher). We note that none of these have sought to expand into the Greater
London area by launching weekly newspapers; and also that for the two contiguous publishers (DMGT
and Yattendon), there appears at best to be a minimal overlap of coverage areas.

5.97. Similarly, Figure 5.9 illustrates the footprints of Johnston, GMG and KOS (which has only one
title; see paragraph 5.81). Again, the two major publishers have not expanded into London, even though
they are close by; and we note also that to the south of London, GMG, Johnston and DMGT are in con-
tiguous areas, but with only a minimal overlap of coverage areas.

5.98. Lastly, Figure 5.10 illustrates the footprints of Archant, Kent Messenger and Tindle. Here,
there are some overlaps. Archant, for example, overlaps with Yattendon to a significant extent in the
areas to the north of London. Similarly, Kent Messenger (the main publisher in Kent) and KOS (with its
Sunday title, Kent on Sunday) overlap throughout most of Kent. Also, Tindle overlaps with much of
DMGT’s territory to the south of London.

Editorial issues

5.99. Like most other products, newspapers are subject to the full competition and public interest
provisions of the Act, including those relating to product quality. But the Act also includes certain
additional provisions that are specific to newspapers. These require us, in investigating proposed trans-
fers of newspapers, to have regard in particular to the need for accurate presentation of news and free
expression of opinion. This has usually been seen as being largely if not wholly determined by the extent
to which newspaper editors enjoy, and are able to exercise, independence or freedom from interference
by managers and newspaper proprietors when deciding on the news or editorial content of the news-
papers for which they are responsible.

5.100. Other readership issues may arise, however, from the possible lessening of competition
between local newspapers that may result from mergers and increased local concentration among pub-
lishers. These issues largely concern possible adverse effects on the quantity and quality of the editorial
content of local titles affected by a merger, and whether there might be a loss of diversity (or plurality) in
relation to the available sources of local news and comment.

5.101. In this section, we look at these issues in the context of the proposed transfers between INM
and Newsquest and consider the quantity and quality of editorial content; the evidence on editorial
freedom and plurality; and Newsquest’s future plans for the titles.

Quantity and quality of editorial content

5.102. Local newspapers can play an important role in monitoring local affairs (for example, relating
to local businesses or public sector bodies in their areas), and issues of concern to the community such as
crime, development proposals etc.® In this context, we note that paid-for titles often carry a higher
proportion of editorial content (45 to 55 per cent in the case of INM titles) than do free newspapers (20 to
35 per cent in INM titles), albeit that copy volumes are usually substantially lower. We note also that
more than half of INM’s portfolio are paid-for newspapers (which account for 20 per cent of INM’s total

A somewhat contrary view put to us was that local newspapers in practice rarely include much ‘hard news’ but concentrate
instead almost entirely on “soft news’—names and faces, pictures and places.
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copy volume; see Table 5.1), whereas for Newsquest only 5 per cent of its copy volume in the London
area is through paid-for tiles.

5.103. The INM portfolio also includes many long-established titles: a dozen of them (mainly paid-
for titles) are over 100 years old (the oldest two being the Gravesend Reporter and the Islington Gazette,
both having been started in 1856). We note also that INM’s editorial team is highly experienced and
long-serving: of its six senior editors, three have served more than 30 years with the INM titles and a
fourth for more than 15 years.

5.104. As the third largest publisher of local newspapers in the UK, Newsquest itself, of course, has
enormous experience and expertise in publishing. Its UK portfolio now comprises nearly 200 weekly
titles, of which around 70 are paid-for newspapers.

Editorial freedom and plurality

5.105. Maintaining a diversity of opinions within the local press, as well as in-depth coverage of
particular local issues, is important to the sizeable communities served by the INM titles. Both INM and
Newsquest told us that these are best safeguarded through allowing editors to determine and control the
news coverage of their titles, albeit operating within an agreed marketing strategy and normal budgetary
constraints.

5.106. For its part, Newsquest told us that it was acutely aware that any attempt by a publisher to
impose a uniform style of approach would risk a loss of readership and reduced advertising revenues. It
was not, therefore, in Newsquest’s commercial interest to interfere with the autonomy of local editors,
nor would it be consistent with its general editorial policy. Newsquest was committed, it said, to the
principle of maintaining the autonomy of local editors, and it did not consider it either necessary or
helpful to issue any formal statement of editorial guidance, either in the UK or the USA. It looked
instead, it said, to the people in the business and their sense of ownership of the content in the news-
papers as the main safeguards; and Newsquest was entirely neutral as to the political stance of its editors.

5.107. We note that neither INM nor Newsquest promulgate any formal statement of editorial guid-
ance, but that both have adopted the Press Complaints Commission’s Code of Practice, which sets out
guidelines on editorial standards and freedom of expression.

Future plans for the titles to be transferred

5.108. Newsquest told us that it did not currently consider it necessary to make any significant
changes to INM’s present portfolio. All the existing titles would be retained much in their current form
with the same editorial staff, it added, and Newsquest would review the potential for their development
and the need for extra investment. Its primary aim, it stated, was to improve and develop the titles,
should the acquisition go ahead. Although some synergy gains and cost savings might be achievable (see
Chapter 4), there was no question of sacrificing editorial quality.

5.109. Should the transfers not go ahead, INM would it told us seek to find another buyer for its
local newspaper business. In that context, there were several other publishers and venture capital groups,
it added, that were likely to be interested in acquiring the portfolio, and at much the same level of
consideration, it believed, as had been agreed with Newsquest (£60 million).
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