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Executive Summary

Introduction

In the following report, Nordicity provides an update to the study entitled, Analysis of Government Support for
Public Broadcasting and other Culture in Canada, first prepared for CBC|Radio-Canada in June 2006 and updated in
January 2009, February 2011 and October 2013." Each edition of the study includes a comparison of the levels of
per capita public funding for public broadcasting in 18 Western countries.” They also include statistics and analysis
of public broadcasters’ commercial and advertising revenues. The 2016 edition of the study also includes a more
in-depth review of the funding models for public broadcasting in the 18 comparison countries.

Market failure in broadcasting and the role of public broadcasters

In contrast to most goods produced in the economy, broadcasting services display characteristics of what
economists call public goods, because they are both non-rival and non-excludable.? Public goods are often under-
supplied by the market because producers may be unable to privately capture the economic value that society
places on such goods. When private markets fail to supply the optimal amount of a particular good, a market
failure exists.

The public good nature of broadcasting services means that private markets will under-supply many genres of
programming that appeal to a minority of viewers (i.e. “minority-audience programming”),* such as
documentaries, indigenous programming, high-quality drama, amateur sports or children’s programming.® These
public services genres of programming can also display characteristics of merit goods and even generate positive
externalities. A merit good is any good for which the value to society is greater than the value placed on it by an
individual.® Because of its informational and educational value, certain broadcast programing can also have a
positive influence on citizen’s behaviour — a positive externality.”The merit good nature and positive externalities
associated with certain genres also increase the risk of under-supply.®

Governments around the world recognize that certain types of television programming are under-supplied viz-a-
viz society’s demand. Because of this, they use a variety of methods to promote the supply of this minority-
audience programming (i.e. public service programming). Most Western countries have established public
broadcasters as the main — or even only — tool for promoting this extra supply. Public broadcasters can create or
commission programing and then distribute it to audiences. In Canada and some other countries, however, public
broadcasters also operate alongside production subsidies, tax credits or exhibition quotas also designed to
promote the supply of under-supplied types of television programming.

The potential benefits of public broadcasting

The degree of market failure and potential benefits from public broadcasting can vary from country to country To
assess the potential benefits of public broadcasting in each of the 18 comparison countries, Nordicity developed

* Due to changes in data sources, methodology and exchanges rates, the public funding statistics for certain countries in this
report are not comparable to statistics in previous editions of this report.

* Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan, New Zealand, Norway, Spain,
Sweden, Switzerland, United Kingdom and United States.

3 Department for Culture Media and Sport (1999), “Market Failure in the Broadcasting Industry,” annex 8 to The Future Funding
of the BBC, July 1999, http://news.bbc.co.uk/hi/english/static/bbc funding review/annex8.pdf, p. 202.

“ Note that in this context “minority” does not only refer to ethnic minority groups within the overall population, but also
genres of broadcasting programming that are only demanded by a minority of viewers or listeners, regardless of their
ethnicity.

° Ibid.

¢ Department for Culture Media and Sport (1999), p. 203.

7 Ibid., pp. 203-204.

8 Ibid., p. 203.
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an index composed of variables such as population density, language diversity, proximity to a large media market
and other sociocultural indicators.

According to this potential benefits index, Canada’s geographic and sociocultural environment suggests that it
would benefit more than any of the other 17 comparison countries from public broadcasting (Figure 1). The
potential benefits index also indicates that New Zealand, Switzerland, Ireland and Belgium would derive high
potential benefits from public broadcasting; the United States (US), Italy, Germany and Japan would derive the
least amount of benefit from public broadcasting, among the 18 comparison countries.

International comparison of public funding for public broadcasting

Despite the fact that Canada’s geographic and sociocultural environment mean that it was likely to derive
relatively high potential benefits from public broadcasting, it continued to display one of the lowest levels of
public funding for public broadcasting in 2014. At $29 per capita (all amounts in Canadian dollars, unless indicated
otherwise), Canada’s level of public funding was third lowest among the 18 comparison countries; only New
Zealand ($17 per capita) and the US ($3 per capita) posted lower levels of public funding (Figure 2). Canada’s level
of public funding was 64% less than the average of $86 across the 18 comparison countries.

The highest levels of per capita public funding in 2014 were found in the Scandinavian countries — Norway,
Denmark, Sweden and Finland — which occupied four of the top six countries. In some respects, the high levels of
per capita funding in Scandinavia reflect the strong political and public support for public broadcasting in
countries such as Denmark.’

With 37% of its total revenue coming from commercial sources, Canada ranked fourth among the 18 comparison
countries in terms of share of public broadcasting revenue derived from commercial sources (Figure 4). In terms of
share of revenue from the sale of advertising and sponsorships, Canada ranked seventh out of 18 countries, with a
20% share in 2014 (Figure 7).

In general, countries with high levels of public funding also tend to have lower levels of commercial revenue.
Among the top six countries (ranked by public funding per capita), only Switzerland and Germany had significant
levels of commercial revenue (Figure 5). As well, commercial revenues rarely compensate for low levels of public
funding. Among the 10 countries with public funding under $100 per capita, only New Zealand, Ireland and
Belgium had commercial revenue levels that would move them significantly higher in the ranking of countries
(Figure 5).

There was a positive correlation between funding-contract tenures and per capita public funding. The average per
capita funding across the nine countries with annual funding settlements was $68 (Figure 10). For the other nine
countries that maintained multi-year funding settlements for their public broadcasters, the average was $104.

The Canadian government’s economic support for culture

Public broadcasting is just one of the tools through which the Canadian government supports Canadian culture —
both within and outside the audiovisual sector. The Canadian government also provides direct financial support
for Canadian culture through other policies and programs administered by the Department of Canadian Heritage.
The Canadian government also provides indirect support to Canada'’s private television broadcasters through the
implementation of section 19.1 of the Income Tax Act as well as simultaneous substitution regulations. Both
provisions prevent competition from US border stations for Canadian advertising spend, thereby, keeping that
spend within Canada.

The vast majority of the federal government’s financial support for CBC|Radio-Canada is in the form of its annual
parliamentary appropriation. In 1991, CBC|Radio-Canada received a parliamentary appropriation of $1,078
million; in 2014, it received $1,036 million. In other words, over 24 years, the parliamentary appropriation actually
decreased by $42 million (in nominal terms); in real dollar terms, it actually fell by 36%.

Despite the fact that the federal government’s support for CBC|Radio-Canada has stagnated since 1991, its

9 European Audiovisual Observatory (2015), pp. 53-54.
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indirect financial support for private television broadcasters has increased. We estimate that the value of this
indirect benefit increased by between 10% (low-impact scenario) and 18% (high-impact scenario) between 1991
and 2014 (Figure 11 and Figure 12).

Not only has the federal government’s financial support for private broadcasters outpaced its support for
CBC|Radio-Canada, but so has it direct financial support for other culture (excluding CBC|Radio-Canada). The
value of these financial contributions increased by 95% between 1991 and 2014. Meanwhile, overall federal
government spending increased, on a nominal basis, up by 77% between 1991 and 2014. This growth was slower
than the total spending on culture but still well ahead of the relatively static trend in funding for CBC|Radio-
Canada.

Funding models

Across Western countries, the funding models for public broadcasting vary widely. Our research points to at least
five key methods for raising public broadcaster revenue: including (i) parliamentary grants, (ii)
equipment/receiving licence fees, (iii) universal household licence fees, (iv) income tax charges, and (v)
hypothecated industry levies. Some countries use only one of these methods; some use a combination of two or
more of these methods. The variability in funding models shows that they are flexible to accommodate numerous
political, social and economic circumstances.

Among Western countries, the most common method of public funding — particularly in Europe —is the
equipment licence fee (Table 2). Equipment licence fees initially provided a close link between users of television
services (i.e. owners of televisions) and funding. The equipment licence fee model was later seen as a tool for
creating some independence from direct government influence.

Among the 18 comparison countries outside of Europe, parliamentary grants are more common. Australia,
Canada, New Zealand and the US all utilize parliamentary grants.

Over the past decade, developments in communications technology have made equipment licence fees (i.e.
ownership of a television) an increasingly poor proxy for consumption of public broadcasting or television
programming. Consumers can now use a variety of different devices and online services to find and enjoy
television programming. To mitigate the effects of technology, several countries (e.g. Denmark, Austria and UK)
have migrated from equipment licence fees to receiving licence fees. Under a receiving licence fee model,
households pay the licence fee regardless of the type of equipment they use: television, computer, smartphone or
tablet.

A receiving licence fee may still be prone to fee evasion. To counter fee evasion, certain countries (i.e. Finland and
Germany) have made more substantial reforms to the methods by which they apply and collect public funding for
public broadcasting. In response to a very severe fee evasion problem, Finland implemented an income tax charge
on January 1, 2013. Germany, meanwhile, ruled out a similar income tax charge because it would have implied a
more direct relationship between government and public broadcasters. Instead, it implemented a universal
household licence fee on January 1, 2013. Thus far, this household licence fee has been very effective in stabilizing
the funding stream for public broadcasting in Germany.

The UK may be the next European country to experience a significant change in its funding model. Even though
the BBC earns most of its revenue from a television licence fee, by the time, its new Charter comes into effect in
2017, it will have experienced a 15% decrease in revenue on account of reductions in direct government grants —
for BBC World Service, S4C and the subsidization of over-75s licence fees. The BBC's new funding model will most
certainly close the current “iPlayer loophole” and thereby convert what is currently a receiving licence fee to a
fully-fledged time-invariant receiving licence fee. However, the government is also considering a universal
household licence fee (referred to as the universal household levy) and even a hybrid model that includes optional
household subscription fees.
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1. Introduction

For nearly a century, public broadcasting has been a key element of the media markets in virtually every country
of the world. In most countries, public broadcasters were often the first organization to provide national radio
service, and later, television services. And in some Western countries, the public broadcaster was the only source
of national television programming well into the 1970s and 1980s.

As Canada and many other Western countries liberalized their audiovisual markets, from the 1960s onwards,
commercial broadcasters joined public broadcasters within media markets, thus providing audiences with
increased choice and diversity. With the introduction of digital cable and satellite services, the number of
television outlets multiplied exponentially; audiences’ desire for choice, however, seemed to never be sated.

Today, public broadcasters in many countries not only have to compete for viewers with domestic commercial
broadcasters, but also foreign programming services available over cable, satellite or Internet platforms. In the
face of increasing competition, public broadcasters remain a vital democratic institution. In today’s media
markets, public broadcasters are best placed to offer the general public with news, information, entertainment
culture and education that is independent of the economic- and political-power structures that operate within
modern economies.™

In order to continue to fulfil their vital role within modern democracies, public broadcasters — like any other
organization — require sufficient and stable sources of income. The following report provides a review and analysis
of the funding models for public broadcasting in 18 Western countries. In part, this report is an update to the study
entitled, Analysis of Government Support for Public Broadcasting and other Culture in Canada, which was first
prepared by Nordicity for CBC|Radio-Canada in June 2006 and subsequently updated in January 2009, February
2011 and October 2013.™

In addition to this update, the following report also includes a closer examination of the different funding models
in the 18 comparison countries and the changes that certain countries have made to their funding models over the
past decade.

Section 2 of the report provides a comparison of the levels of per capita public funding for public broadcasting in
the 18 comparison countries. It also investigates how these levels of public funding vary across different funding
models — in particular how they vary with respect to the composition of public broadcasting revenue derived from
commercial sources such as advertising and sponsorship income.

Section 3 examines the relationship between the per capita levels of public funding and the potential benefits
that each of the comparison countries could derive from public broadcasting. The potential benefits of public
broadcasting in each of the 18 comparison countries is gauged using an index composed of variables such as
population density, language diversity and proximity to a large media market.

Section 4 provides an overview of the various funding models used in the 18 comparison countries, particularly
with respect to the methods used to provide public funding to public broadcasters. This section also offers a more
detailed review of the changes that have been made over the past decade to the public broadcasting funding
models in Spain, France, Germany, Finland and the United Kingdom (UK).

Section 5 focuses on the Canadian federal government’s funding of culture. It compares the levels of public
funding for the CBC|Radio-Canada since 1991 to levels of funding for other cultural programs and overall federal
government spending. This comparison also includes a quantification of the federal government’s indirect
financial support of commercial broadcasters through certain income tax and broadcast-industry regulation.

*° European Audiovisual Observatory (2015), Online activities of public service media, p. 12.
* Due to changes in data sources, methodology and exchanges rates, the public funding statistics for certain countries in this
report are not comparable to statistics in previous editions of this report.
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2. The Potential Benefits of Public Broadcasting

2.1 Market failure in broadcasting

Even within liberalized Western economies, governments will intervene where market failure exists. A market
failure occurs when private economic agents (i.e. businesses and consumers) either under-supply or over-supply
certain goods in relation to the optimal level from a societal perspective —i.e. the level at which no one can be
made better off without making someone worse off. The production of pollution is the classic example of market
failure. Without government regulation, businesses would over-supply pollution in relation to a level that best
balances society’s economic and environmental interests.

Most goods are supplied through competitive markets with little risk of market failure. However, certain goods
and services or certain market conditions are more prone to market failure, thereby, necessitating some type of
government intervention. Broadcasting services and public broadcasting services, in particular, represent one
such good.

In general, broadcasting services display characteristics of what economists call public goods. Unlike most goods,
public goods are non-rival and non-excludable.” Their non-rival nature means that one person’s consumption
does not exclude others’ consumption (e.g. clean air). Their non-excludability means that they can easily be
shared amongst consumers or citizens (e.g. national defence). Public goods are often under-supplied by the
market because producers may be unable to privately capture the economic value that society places on such
goods.

Historically, the broadcasting industry has responded to the public good nature of its product by “giving it away
for free” to consumers (i.e. free-to-air broadcasting) and, instead, selling advertising airtime to businesses. These
advertising businesses, however, have sought to maximize the exposure of their ads. This created incentives for
broadcasters to create or commission general audience programming that appealed to the majority of viewers.™
As a result, many genres of programming that appealed to a minority of viewers (i.e. “minority-audience
programming”), such as documentaries, indigenous programming, high-quality drama, amateur sports or
children’s programming, were under-supplied.™

The advent of subscription and pay television should, in theory, address the under-supply of minority-audience™
programming in the over-the-air broadcasting segment. However, these alternative models are not perfect
solutions. If subscription television services have to set their fees to high, they will invariably exclude a segment of
society that wishes to consume minority programming. If they set their fees too low, they may not capture
enough of the audiences’ monetary valuation of niche programming. As a result, expensive high-quality
programming may not be made — thus persisting the under-supply.16

2.2 Role of public broadcasting

At the advent of broadcasting services during the 20" century, the scarcity of usable radio-spectrum and the high
fixed costs of transmission and programming meant that the broadcasting industry displayed characteristics of a
natural monopoly.” Rather than place these broadcasting monopolies in the hands of private businesses, many
Western governments established public broadcasters.

** Department for Culture Media and Sport (1999), “*Market Failure in the Broadcasting Industry,” annex 8 to The Future
Funding of the BBC, July 1999, http://news.bbc.co.uk/hi/english/static/bbc_funding review/annex8.pdf, p. 202.

3 bid., p. 206.

*Ibid.

*> Note that in this context “minority” does not only refer to ethnic minority groups within the overall population, but also
genres of broadcasting programming that are only demanded by a minority of viewers or listeners, regardless of their
ethnicity.

*® Ibid.

* Ibid.
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As competition was introduced to broadcasting markets, the public good nature of broadcasting services
(discussed above) provided the rationale for continued operation of public broadcasters. Public broadcasters
represented one tool for addressing the under-supply of minority-audience programming. The merit good nature
and positive externalities associated with certain genres also increased the risk of under-supply.*® A merit good is
any good for which the value to society is greater than the value placed on it by an individual.” Related to this
merit-good quality of certain broadcasting programming is that fact that the certain broadcasting programming,
because of its informational and educational value, can have a positive influence on citizen’s behaviour.™

Governments around the world continue to recognize that certain types of television programming are public or
merit goods, and offer positive externalities. Because of this, they use variety of methods to promote the supply
of this public service programming. Most Western countries have established public broadcasters as the main tool
for promoting this supply. Public broadcasters can create or commission programing and then distribute it to
audiences. In some countries, public broadcasters operate alongside production subsidies or exhibition quotas
also designed to promote the supply of under-supplied television programming. In Canada, for example,
CBC|Radio-Canada operates alongside the Canada Media Fund and the exhibition quotas enforced by the
Canadian Radio-television and Telecommunications Commission (CRTC). In most Western countries, however, a
vertically integrated public broadcaster is the main, or only, tool for addressing the market failure in the supply of
minority-audience programming.

2.3 Potential benefits index

The public or merit good nature of television programming can vary from country to country. For example, a
country with a low population —and therefore low audience base — may experience a greater under-supply of
certain types of indigenous television programming because it lacks the audience base upon which to amortize
the relatively high sunk costs associated with high quality drama or other types of television programming.

In order to better assess the risk of under-supply and thereby the potential benefits of public broadcasting,
Nordicity developed a potential-benefits index that incorporates a variety of indicators. This benefits index
attempts to take into account the geographic, social, political and cultural environment within countries in so far
as they affect potential benefits of public broadcasting. In particular, the benefits index incorporated four criteria:

1. Promotion of culture and common values

2. Relative size of domestic language market

3. Proximity to a large larger country with the same language
4. Audience appeal of indigenous programming

Within each criteria, we identified one to three indicators that could be measured in some respect. These
indicators are listed in Table 1.

18, .

Ibid., p. 203.
*9 Department for Culture Media and Sport (1999), p. 203.
*°Ibid., pp. 203-204.
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Table 1 Potential benefits index — criteria and indicators

Criteria Indicators
1. Promotion of culture and e  Population density
common values e Number of broadcasting languages — number of official languages broadcast

by the public broadcasting services (note: must be rough equivalency in
broadcast, not just occasional minority programming broadcast)
e  Ethnic-diversity challenges (third-party risk ratings)

2. Relative size of domestic e Population of country or population of various official language groups within
language market a single country
3. Proximity to a large larger e  Countries bordering countries of similar language with a much larger
country with the same economy
language e  Countries whose mother tongue is English (which are subject to greater
pressure from American programming, even if not bordering on the U.S.)
4. Audience appeal of e The number of indigenous programs among the top ten programs

indigenous programming

Based on these four criteria, we rated each country against six different indicators on a five-point scale. The
details of the scoring methodology and the data used to derive the scores can be found in Appendix B. In
summary:

e Arating of high and a numerical score of five was assigned when the indicators pointed to an
environment where a public broadcaster could potentially generate relatively high benefits to its
country’s residents.

e Arating of medium and a numerical score of three was assigned when the indicators pointed to an
environment where a public broadcaster could potentially generate a relatively moderate level of
benefits.

e Arating of low and a numerical score of one was assigned when the indicators pointed to an
environment where a public broadcaster could generate relatively modest benefits.

Countries could also obtain scores of two or four.

We did not weight the indicators or the criteria in terms of level of importance, and recognize that not doing so is
somewhat arbitrary. Nevertheless, this approach provides a systematic basis for gauging and comparing each
country’s environment, and thereby the relative benefit that a public broadcaster could bring to a country.

While this assessment was qualitative in many respects, it was systematic in terms of comparative analysis. We
selected indicators that could be considered indicative of the relevant socio-political conditions for each country.
For each indicator we used a simple five-grade scale (high to low) for rating each country. While this approach did
not eliminate subjectivity, it did force a discipline to the ranking of the countries.

The results of the rating process are presented in Figure 1. Under this approach, Canada received the highest
score (23 out of 30), thus indicating that it could potentially benefit most from a public broadcaster, compared to
17 other Western countries. New Zealand, Switzerland, Ireland and Belgium also posted relatively high potential-
benefits scores, ranging from 17 to 20.

Japan displayed the lowest score among 18 Western countries (18 out of 30). Germany, Italy and the United States
(US) also posted relatively low scores (9 out of 30).
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Figure 1 Index of potential benefits of public broadcasting, 2014
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Source: Nordicity analysis, PRS Group Inc. and EurodataTV.
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3. International Comparison of Public Broadcasting

3.1 Public funding for public broadcasting

Canada continued to display one of the lowest levels of public funding for public broadcasting in 2014 (Figure 2).
Among 18 major Western countries, Canada was third lowest in terms of the level of per capita public funding for
public broadcasting in 2014.

Canada’s national public broadcaster, CBC|Radio-Canada, receives public funding by way of an annual
parliamentary appropriation. In 2014, this parliamentary appropriation was just over $1 billion, or equivalent to
$29 per capita (all amounts in Canadian dollars, unless indicated otherwise). **

Figure 2 Per capita public funding for public broadcasters, 2014’

Norway 180

Switzerland 179
Germany*
Denmark
Sweden

Finland

United Kingdom
Austria

France*
Belgium*
Australia

Ireland

Japan

Spain**

Italy

Canada

Average = 86

New Zealand* 17

United States” 3
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Source: Nordicity analysis of annual reports of public broadcasters; see References and Data Sources and Appendix A for additional detail.
+ Excludes any commercial revenue earned by public broadcasters.

* Includes certain data for 2013 fiscal year due to unavailability of data for 2014.

*%* Statistics for Spain are for 2013 fiscal year and include autonomous region public broadcasters.

As in previous editions of this study, only New Zealand and the US posted lower levels of public funding. Canada’s
level of public funding was 64% less than the $86 average across the 18 comparison countries. This average,
however, belies the fact that there was a wide variation in the per capita levels of public funding across Western
countries. Later in this study, we delve into some of the possible explanations for this wide variation. In summary,

** This figure excludes the public funding of provincial educational broadcasters: TéléQuébec, TVOntario, TFO and Knowledge
Network BC. The public funding for these broadcasters was equal to approximately $3 per inhabitant during the 2014 fiscal
year.
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however, we note that levels of public funding are clearly higher in northern European countries, and lower on the
southern and western edges of Europe as well as outside of Europe.

Scandinavian countries — Norway, Denmark, Sweden and Finland — occupied four of the top six countries in terms
of per capita public finding. In some respects, the high levels of per capita funding in Scandinavia reflect the
strong political and public support for public broadcasting in countries such as Denmark.** And while these
Scandinavian countries have relatively smaller populations (i.e. under 10 million) than many other European
countries, country-size alone, was not a reliable determinant of per capita public funding. The largest country in
Europe, Germany (population: 80.9 million) actually displayed the third highest level of public funding, $143 per
capita.

Germany’s relatively high rate of per capita public funding may, in part, reflect the fact that its public broadcasting
system consists of two national public television networks, ZDF and ARD-Das Erste, as well a consortium of
regional public broadcasters (also operating under the ARD network). These overlapping networks and
regionalization of the public broadcasting system means that the cost structure for public broadcasting tends to
be higherin Germany.

Another, high-funding country, Switzerland, also maintains four public broadcasters for each of its four official
languages, French, German, Italian and Romansh. What is more, the operations of these four language-based
broadcasters has to be amortized over a relatively small population of 8.2 million.

Public funding in Spain

On January 1, 2010, the Spanish government abolished the sale of television advertising by the by the national
public broadcasting corporation, RTVE. To compensate for the loss of an estimated €478 million in advertising
revenue and help RTVE meet its annual budget of over €900 million, the government implemented:

= a<€550 million government grant;
= a3% levy on commercial broadcasters’ revenue;

= 20.9% levy on telecommunications providers (e.g. Telefonica, Vodafone, Orange) as recompense for
use of radio-spectrum; and,

= 80% of the revenues earned by the government from spectrum licence fees paid by all radio and
television operators.

In the 2013 edition of this study, only the government grant portion of this new funding model was included in
the tabulation of total per capita public funding in Spain public broadcasting system. In this edition of the
study, however, all four sources of funding have been classified as public funding. This new approach reflects
the fact that the industry levies and taxes used to raise monies are hypothecated taxes or analogous to licence
fees imposed on households and businesses in other countries.

For most of the 18 countries, the public funding for public broadcasting was raised through some type of licence
fee levied on households, and in some cases, businesses.

A small national population base or even a fragmented population base (due to a regional broadcasting system)
do not, however, on their own, explain high levels of public funding. The United Kingdom (UK) displayed per
capita public funding of $114 in 2014, despite the fact that it has a relatively large population base (64.5 million) —
and with the exception of a small amount of programming broadcast in Welsh by S4C —broadcasts in a single

* European Audiovisual Observatory (2015), pp. 53-54.

10
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language: English.

Later in the study, we examine the relationship between per capita public funding and commercial revenues. At
this point, however, we note that it was very common for countries with below-average per capita public funding
to utilize other sources of funding, namely advertising and sponsorship income, to fund their public broadcasting
systems. In fact, all but one of the countries with below-average funding, i.e. Japan, also earned advertising and
sponsorship revenue. However, once again, the use of mixed revenue models was not perfect predictor of per
capita public funding levels because some countries with high per capita public funding also follow mixed revenue
models (e.g. Germany, Switzerland and the UK).

3.2 Public funding vs. potential benefits

To help explain the wide differences in public funding for public broadcasting, we compared the per capita levels
of public funding in each country to its potential-benefits score. Our hypothesis was that there should a strong
positive correlation between these two variables.

The results of this comparison can be found in Figure 3. Rather than confirming the existence of a strong positive
relationship, the scatter plot indicates that Western countries can be grouped in three categories: (i) countries
that under-fund; countries that over-fund, and countries where funding is commensurate with potential benefits.

Figure 3 Comparison of potential benefit and funding of public broadcasting, 2014
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Index of potential benefit of public broadcasting

Source: Nordicity analysis, PRS Group Inc. and EurodataTV.

Under-funding: The countries in the bottom right quadrant of Figure 3 display low levels of per-capita funding
even though there is a high potential benefits from public broadcasting. Canada is among this group. This group
also includes New Zealand, Australia, Ireland and Spain.

*The public funding of S4C accounted for only $2.24 out of total per capita public funding of $114.23 in 2014.

11
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Over-funding: Countries in the upper-left quadrant of Figure 3 have high levels of public funding even though the
relative potential benefits from public broadcasting could be low. Germany is the only country that clearly falls
within this group.

Commensurate funding: The remaining 11 countries in the bottom-left and top-right quadrants as well as middle
box display levels of per capita public funding that are commensurate with the potential benefits of public
broadcasting.

3.3 Commercial revenues

In this sub-section, we examine the extent to which public broadcasters in the 18 comparison countries earned
revenues from commercial sources such as the sale of television and radio advertising airtime, the sponsorship of
television and radio programming, the licensing of programming to other broadcasters, publishing rights and
merchandise sales.

Among the 18 comparison countries, there were three countries where public broadcasters did not earn any
commercial revenues (Figure 4). Public broadcasters in Sweden, Norway and Denmark reported that they did not
earn any revenues from commercial activities in 2014: all of their income was derived from public-funding sources,
namely television and radio licence fees levied on households and businesses.

Figure 4 Commercial revenues as a share of total public broadcaster revenues, 2014
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Source: Nordicity analysis of annual reports of public broadcasters; see References and Data Sources and Appendix A for additional detail.
* Includes certain data for 2013 fiscal year due to unavailability of data for 2014.
** Statistics for Spain are for 2013 fiscal year and include autonomous region public broadcasters.

At the other end of the spectrum was New Zealand, where public broadcasters earned 78% of their total revenue
from commercial sources in 2014. New Zealand's largest public broadcaster, Television New Zealand (TVNZ), is a
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Crown Owned Entity, much like public broadcasters in other countries.** It also receives a small amount of
operations funding from the government. However, with the enactment of the Television New Zealand Act 2003,
TVNZ was tasked with “maintaining its commercial performance” and thereby operates in a financially viable
manner.”® This operating model has meant that it has sought to raise the majority of its revenue from commercial
sources.

In between these extreme cases, the public broadcasting systems in 12 (of 18) countries earned between 10% and
50% of their total revenue from commercial sources in 2014. With a commercial-revenue share of 37% in 2014,
Canada was near the top of this range. The other high-share countries included Ireland and the US.

Figure 5 ranks the 18 comparison countries on the basis of their public funding per capita (as in Figure 2), but also
indicates the amount of commercial revenue per capita earned by public broadcasters in each country. The data in
Figure 5 show that countries with high levels of public funding also tend to have lower levels of commercial
revenue. Among the top six countries, only Switzerland and Germany had significant levels of commercial
revenue. The data also show that commercial revenues rarely compensate for low levels of public funding. Among
the 10 countries with public funding under $100 per capita, only New Zealand, Ireland and Belgium had
commercial revenue levels that would move them significantly higher in the ranking of countries.

Figure 5 Commercial revenues and public funding per capita, 2014
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Source: Nordicity analysis of annual reports of public broadcasters; see References and Data Sources and Appendix A for additional detail.
* Includes certain data for 2013 fiscal year due to unavailability of data for 2014.
** Statistics for Spain are for 2013 fiscal year and include autonomous region public broadcasters.

** Television New Zealand Limited (2018), Statement of Intent: For the years ending 30 June 2018,
http://images.tvnz.co.nz/tvnz _images/about tvnz/FY2015%20Statement%200f%-20Intent%20FINAL.PDF
*> New Zealand Government (2011), Television New Zealand Act 2003, reprint as at 23 July 2011,
http://www.legislation.govt.nz/act/public/2003/0001/latest/DLM183337.html
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In most Western countries, public broadcasting is delivered by more than one public broadcaster. In many
countries, domestic television and radio services are delivered by separate entities. In some countries, television
services may be delivered by two or more distinct public broadcasters. For example, in Germany, ZDF and ARD
deliver public television services. In the UK, BBC and Channel 4 — both of which are government-owned — deliver
public television services.

In those cases where public broadcasting services are delivered by two or more entities, the hybrid revenue
models may be a function of different broadcasters operating different funding models. Figure 6 provides a more
detailed breakout of commercial-revenue shares of 32 individual public broadcasters or public broadcasting
organizations across the 18 comparison countries.”

The broadcaster-by-broadcaster data in Figure 6 largely correspond to the country-basis data presented in Figure
4. The data in Figure 6 also reveals that there can be significantly variability in the revenue models of public
broadcasters within a given country. In the UK, the government-owned Channel 4 receives no public funding and
earns 100% of its revenue from the commercial sources. Meanwhile, BBC, which does receive public funding, still
earns 22% of its total revenue from commercial sources.

Figure 6 Commercial revenues by individual public broadcaster or organization, 2014
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Source: Nordicity analysis of annual reports of public broadcasters; see References and Data Sources and Appendix A for additional detail.

In New Zealand, the largest public broadcaster, TVNZ earns 93% of its revenue from commercial sources, while
smaller public broadcasters, such as Maori Television and Radio New Zealand earn only 3% and 0%, respectively.

In Spain, the national public broadcaster, RTVE, earned 3% of its revenue from commercial sources, while the

6 Examples of organizations of public broadcasters include the group of autonomous region public broadcasters in Spain and
the public broadcasting system in the U.S. comprised of local PBS affiliates (public television) and National Public Radio (NPR)
affiliates (public radio).
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autonomous-region broadcasters earned 25% of their revenue from commercial sources. In Australia, the
domestic public broadcaster, ABC, earned 10% of its revenue from commercial sources, while the international
public broadcaster, SBS, relied on commercial sources for 25% of its revenue.

France and Belgium also displayed variances in the commercial-revenue shares across their various public
broadcasters. In Germany, however, the two public television networks, ZDF and ARD, both earned 14% of their
revenue from commercial sources in 2014.

3.4 Advertising revenues

In this sub-section, we confine our analysis of public broadcasters’ commercial revenues to advertising and
program-sponsorship revenues. We exclude the revenues earned from other commercial activities, such as

program licensing and merchandise sales. While public broadcasters in 15 of the 18 comparison countries earned
some amount of commercial revenues in 2014 (see Figure 4), a slightly smaller subset of 13 countries were home
to public broadcasters that earned commercial revenues from the sale of advertising airtime or program

sponsorships (Figure 7).

Since advertising and sponsorship revenue typically comprise the lion’s share of commercial revenues in the
broadcasting system, the profile of countries is very similar to that for commercial revenues. The Scandinavian
countries — Sweden, Norway, Finland and Denmark — along with Japan were the only countries where public
broadcasters did not earn any advertising and sponsorship revenues in 2014. Similarly, in New Zealand, where
TVNZ operates with a commercial focus, advertising and sponsorship sales accounted for 74% of total revenue.

Figure 7 Advertising and sponsorship revenues as a share of total public broadcaster revenues, 2014
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Source: Nordicity analysis of annual reports of public broadcasters; see References and Data Sources and Appendix A for additional detail.
* Includes certain data for 2013 fiscal year due to unavailability of data for 2014.
** Statistics for Spain are for 2013 fiscal year and include autonomous region public broadcasters.
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Advertising and sponsorship reven