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Newspapers at
“a strategic inflection point”
What to do, how to do it

In 1982 | was invited to a small gathering at the American Academy of Arts and Sciences in
Cambridge, Massachusetts. The topic for discussion was the future of reading and the book.
At one point a book editor, exasperated at the talk about computers and digital technologies,
let loose. “The computer will never replace the book,” she asserted.“I can’t imagine anyone

wanting to curl up by the fireplace to read War & Peace on a (RT.”
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ND indeed, no one

is. Printed copies of

War & Peace are sell-

ing as briskly today
as they were then.

But does that mean this edi-
tor was the real futurist? Not all
at. Since the, the very prosper-
ous Encyclopaedia Britannica
company has gone from being
a $650 million publishing
enterprise to an estimated $225
million “provider of learning and
knowledge products” Financial
researcher Hoovers shows EB’s
top competitor is Microsoft’s
Encarta CD, now selling for $30.
All but gone, too, as book
publishers, are World Book,
Information Please and other
big name American reference
publishers.

The point is that everything
doesn’t have to change com-

pletely and at once to have an
impact on any industry.

Newspapers and other tradi-
tional publishers as well as ra-
dio and television broadcasters,
must reinvent themselves while
they still have strong cash flow
and resources. Semiconductor
manufacturer Intel learned this
lesson 20 years ago. Former In-
tel CEO Andrew Grove believes
that people succeed in a certain
corporate environment pre-
cisely because their mind-set fits
that environment. Those same
people are therefore unlikely to
be quick at adapting to a
changed environment.

“If existing management want
to keep their jobs when the basics
of the business are undergoing
profound change,” Grove ob-
serves, “they must adopt an out-
sider's intellectual objectivity.”

Grove recalls that when Intel
found itself threatened by Asian
producers of memory chips -
its bread and butter in the 1980s
— its first response was to try to
beat them at their own game:
sell chips for less, or make a bet-
ter chip. Or they could try for
niche markets. After a year of
analysis, he eventually realized
that there was no solution for
Intel in the memory chip busi-
ness. But that would mean aban-
doning the business which was
the founding basis of Intel. “In-
tel equaled memories in all our
minds”

To face the crisis, Grove and
his top management had to take
themselves and the baggage they
carried out of the decision
process. What he did was ask his
colleague Gordon Moore: “If we
got kicked out and the Board
brought in a new CEO, what do
you think he would do?” Moore’s
response: “He would get us out
of memories.” To which Grove
responded, “Why shouldn’t you
and I walk out the door, come
back and do it ourselves?”

And they did. Intel refash-
ioned itself as a microprocessor
business and the rest is history.
Those who run enterprises that
publish newspapers are facing
the same sort of challenge and
will need a similar dramatic
response.

In 2005 News Corporation’s
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industry”
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Chairman, Rupert Murdoch,
gave a speech to the American
Society of Newspaper Editors
that was right on the money—
almost. He warned:

“The peculiar challenge... is
for us digital immigrants - many
of whom are in positions to de-
termine how news is assembled
and disseminated - to apply a
digital mindset to a new set of
challenges. In short, we have to
answer this fundamental ques-
tion: what do we - a bunch of
digital immigrants - need to do
to be relevant to the digital na-
tives?”

Murdoch’s short answer:
“Probably, just watch our teenage
kids”

An even better response
would be “Just hire some of those
kids”

Enterprises in industries that
are mature or declining or just
being threatened by change tend
to be defensive, even when they
may look like they are building
or acquiring. It’s the “covering
your behind” mentality of re-
sponding to threats rather than
genuinely seeking opportunity.
The players in the newspaper in-
dustry carry the burden of be-
ing the incumbents. As such
they have been afraid to inno-
vate if it might cannibalize their
traditional product or stray in-
to a competitive area they
wished to avoid. For example, it
should have been one of the ma-
jor dailies that initiated a feature
such as Yahoo's “Kevin Sites in
the Hot Zone” (http://hot-
zone.yahoo.com). Any of the ma-
jor newspaper chains could have
teamed up with a Lycos or
Overture five years ago to cre-
ate a service that Goggle pre-
empted with Google News. The
New York Times Co. bought
About.com in 2005 for $410 mil-
lion. Why wasn’t About part of
aportfolio of $5 and $10 million
start-up venture investments
three years earlier?

Self-protection is a natural
initial response. Newspaper
publishers seem to have every-
thing to lose. Their challengers
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SOME 2005 LEGACY
MEDIA INVESTMENTS

Weblogs, Inc.

« Time Warner buys Weblogs, Inc.
for $25-$35 million
+ Annual revenue rate $1.1 million

Abaut

« New York Times Co. buys About.com
for $410 million
« Annual revenue $40 million

[LER

*News Corporation spends $580
million—cash- for Intermix
« Annual revenue $79 million

“Newspapers
have thrived
because they
were what passed
fora data base
before the term
was invented.”

only need to pick up a little mar-
ket share here or there to win.
In the newspaper business there
are high fixed costs. There are
low marginal costs. Thus, the
first copy of the daily paper
bears almost the entire cost of
the operation. Subsequent turns
of the press cost relatively little.
That means that a 10% circula-
tion decline saves little in total
cost but weighs heavily in lost
revenue, primarily in lower ad
rates. On the other hand, a new
player in the electronic infor-
mation space has much lower
fixed costs and even lower mar-
ginal costs. If they pick up only
two or three percent of the
newspaper’s advertising revenue
they might have a very profitable
business.

And there’s the rub for the in-
cumbent publishers. The lesson
of the Encyclopeadia Britanni-
ca notwithstanding, the decline
of industries that are mature
comes not with a bang, but a
whimper: death by a thousand
canceled subscriptions, a hun-
dred advertisers cutting their
linage by 4% annually.

What then is a newspaper
publisher to do? Think like a
new player that does not own a
newspaper. Think like venture
capitalists and entrepreneurs.
And if you don’t know how they
think, acquire or hire a few.

Publishers need a strategic
plan with two long term
objectives:

1. How to maintain the cur-
rent ink-on-paper product
healthy enough to produce the
content that will keep as many
readers satisfied as long as pos-
sible. The goal is to invest just
enough to sustain the editorial
product and throw off sufficient
cash to accomplish the second
objective.

2. Create new revenue
streams from products that

raw on some of the same
strengths that define the news-
papers: the gathering, process-
ing and creation of news, infor-
mation and entertainment.

Today’s newspaper is a bun-
dle containing many products
for self segmenting audiences:
some are interested in sports,
some in the arts, others in poli-
tics, in a community and so on.
Newspapers have thrived be-
cause they were what passed for
a data base before the term was
invented, and before the birth of
the Internet. Readers created
their own personalized package
each day.

Thinking like

a venture capitalist

The Tribune Co., publisher of
the Chicago Tribune, The Los
Angeles Times and other news-
papers, had a venture portfolio
dating back to the 1990s that
included early investments in
AOL and Excite. Few other
publishers were as bold. One
of the truisms of venture
capitalist who seek out invest-
ments in still evolving areas
such as the digital media envi-
ronment is that no matter how
smart you are, no matter how
much due diligence you employ,
not every investment - not
even most investments - will
be big winners or any sort of
winner. But if an investment
portfolio is disciplined, you
only need three or four invest-
ments out of 10 to be modest
successes for the overall port-
folio to add to the useful new
product line for the publisher.
And if only one in the portfolio
is a Google-like success, the

financial rewards are just that
much greater.

The best advice is to buy in-
to start-ups that excite your
young managers and journal-
ists, as no doubt News Corpo-
ration learned about MySpace.
And look for good fits with your
editorial mission, as the New
York Times did with About.com.
The problem with these two in-
vestments, however, is that they
were very expensive because
they came well after these two
products became established
(though not profitable). Small-
er publishers could not touch
such pricey ventures.

The solution is for most pub-
lishers to bankroll promising
ideas with what might be rela-
tively small amounts for them
though they might go far in
funding a budding entrepre-
neur’s business plan. Where will
the investment fund come from?
Well, are you really going to in-
vest in a full replacement set of
presses in five years?

Guidelines to inventing

a strategy

Two important guidelines
in seeking investments by
publishers:

1. Be willing to self-canni-
balize- better you than some-
one else. Apple’s iTunes should
have been the product of the
record companies. Why wasn’t
Yahoo’s news operation nur-
tured by a news organization?

2.You need not be first, ideas
need not be unique. Execution
is better than primacy. Overture
was the search engine that first
employed the notion of selling
paid search. Google made it
work better. For that matter,
IBM came to the PC market
after Apple, Atari and Com-
modore. And Dell became
the largest through execution
innovation, not “substance”
innovation.

3. Think margin, not rev-
enue. Newspapers are manu-
facturing operations. Much of
their revenue goes to pay for
plant, equipment and raw ma-
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terials. Payroll is a smaller pro-
portion of overall costs. In the
digital world, servers and band-
width are the sum total of
equipment and materials. They
are a tiny fraction of the cost of
the print manufacturing oper-
ation. Thus, far less revenue is
needed to earn as large or a
greater profit. Gannett, one of
the more profitable newspaper
publishers, had 43% more rev-
enue than Internet pioneer Ya-
hool,but 37% lower earnings, as
afunction of its 16% profit mar-
gin vs. the 36% margin for Ya-
hoo!.

The strategic direction for pub-
lishers, therefore, must be a
blend of much of the content of
traditional newspapers, along
with the search, linking and ad-
vertising capabilities of Google,
the personalization and portal
features of My Yahoo, leavened
with the classified approach in-
spired by Craigslist, the popular
and mostly free, localized clas-
sified site.

To make this happen, pub-
lishers need to create a new mis-
sion statement and vision that
will make believers of everyone
in the organization form the
CEO down to every operating
level. It means:

® Shifting from a mechani-
cal to a digital mindset. Man-
agers must wean the accounting
and economics from a manu-
facturing operation to an infor-
mation age model.

® Unlike the one-size-fits-
all newspaper, take advantage of
segmenting markets. The print
product is not about to disap-
pear. But respond to the oppor-
tunities for new audiences and
new markets.

® Work toward virtual, in-

“Think like a new
player that

does not own a
newspaper.”

Revenue = §7.6 billion

Net Profit = §1.2 billion
Profit Margin =16%
Growth prospects =

YrHOO!

Revenue = $5.3 billion
Net Profit= $1.9 billion
Profit Margin=36%

Growth prospects=_

The above figures are for the period October
2004 through September 2005.
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SOME 20TH CENTURY MEDIA INNOVATIONS
AND THEIR INITIATORS

+ Cable TV: Television retailers in rural
areas, not broadcasters

« Internet: Academics on government
contract, not tel ications or

room, not the musicindustry

«Legal music downloads: Apple, not the
musicindustry

computer company

+WWW:A guy in a lah in Switzerland,
not AOL, Prodigy, or CompuServe

«Portal: Two grad stud Yahoo:

Blogs: pany add-
ons, not AOL, Time-Warner, Knight-
Ridder

+Online want ads: Venture capital and
ital ups (Monster.com,

notamedia company

« Search engine:Two grad school drop
outs create Google, not DEC

* Music sharing (Napster): A guy in dorm

Craigslist), not Gannett, Tribune,
McClatchy

tegrated, and networked infor-
mation sites. Feed readers from
the print newspaper to the on-
line newspaper to your Web logs,
companion sites, and to your ad-
vertisers’ sites.

® Hire Web programmers
with journalism training. Or
journalists who like to play with
XML. These skills sets should be
increasingly easy to find. They
reside among the “digital natives”
Mr. Murdoch referred to.

® Feed data to support vari-
ous third-party online relation-
ships. Take advantage of the ease
and willingness of thousands of
others to incorporate your RSS
feed.

® “Trust people, and be trust-
worthy” says Craigslist founder
Craig Newmark. The latter
should already be part of a jour-

nalist’s creed. The former may
take more of a leap of faith and
atolerance for the inevitable ex-
ceptions.

Newspaper publishers, as well
as other traditional publishers
and radio and television broad-
casters, must reinvent themselves
while they still have strong cash
flow and resources. Cost cutting,
judicious use of technology,and
sharp management may produce
a profitable newspaper for a few
more years. For the industry as a
whole, a long term decline is in-
evitable. It is easy to look back
and groan over what should have
been. Reality is, there were plen-
ty of signs a decade or two ago
of where the information indus-
try was headed and a gaggle of
analysts interpreting them for the
industry. Many listened, fewer
heard and only a handful acted
in a committed way. The inflec-
tion point was then. But the game
is far from over for those pub-
lishers that make use of the re-
sources they still have.

“The game s far
from over for
those publishers
that make use of
the resources they
still have.”



