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Introduction

· The current regulatory regime limits the competitiveness of Australian media companies by restricting their access to capital and preventing their full participation in developing media markets

This submission is made by UBS Warburg Australia Limited for consideration by members of the Senate Environment, Communications, Information Technology and the Arts Legislation Committee in its current investigation of the Government’s proposed amendments of the Broadcasting Services Act and other legislation affecting the regulation of Australian media.

The current regulations hinder Australian media companies in competing in a rapidly changing media market.  The ability for media companies to consolidate across different media (ie make cross-media acquisitions and mergers) is important as it provides opportunities to increase scale and enrich content and other consumer services.  It is also a key part of the convergence of media, telecommunications and information technology.  In addition to these matters, restricting media companies from such activity also decreases their attractiveness to investors both locally and internationally.

The restrictions on foreign investment limit Australian media companies’ access to foreign capital.  Increasingly, the success of  larger Australian companies will be dependent upon access to global capital markets.  This restriction also further limits Australian media companies’ ability to compete with global competitors and their ability to provide the best content and services to Australian consumers.

The Government’s proposed amendments would greatly assist media companies to be internationally competitive and to attract capital from local and international investors.  A vibrant and efficient media sector in Australia and the participation of Australian media companies in the global media market are best fostered by deregulation.

Cross-media restrictions

· The cross-media rules restrict Australian media companies from participating in developing media markets

Cross-media strategies are becoming increasingly prevalent in the world’s media markets.  The benefits from such acquisitions are considerable for both shareholders and consumers; enriched content and services coupled with increased efficiency.  They are also an integral part of the convergence of telecoms and media markets.  Australian media companies and markets will lag the world if the current rules remain.  Local content and diversity can be protected by other means and must be balanced against economic objectives.

At its broadest level, convergence is characterised by increasingly close interrelationships between information technology, telecommunications and media.  The convergence of the means of delivery has helped create a highly competitive market for content.  ‘Traditional’ media companies must assume leading positions in the provision of content to remain competitive and relevant.  Investors are increasingly rewarding those companies that have global scale to maximise the value of their content and are able to develop strategies to participate in convergence.

The following diagram highlights the important benefits of cross-media mergers for media companies and consumers.

Benefits of cross-media mergers
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¨

Ability to aggregate audiences and provide a “one-stop shop” for media buyers

¨

Simpler and therefore cheaper method for advertises to achieve the “multiplier effect”

¨

Create incremental revenue from the additional services that can be provided to advertising

clients—marketing solutions vs advertising solutions

:

Co-branding

¨

Linking internal and external brands

–

news & sports

–

internet portals

¨

Does not necessarily mean that brand names need to be identical, rather that an association

between the different brands is developed

Cross promotion of

brands

¨

Creates a cost effective way to build brand awareness across multiple platforms

Greater ability to

fill inventory

¨

By creating cross media solutions for advertisers, cross media companies can fill advertising

inventory at the expense of single platform media companies

¨

The ability to cross-promote brands and thus absorb excess advertising inventory can help

mitigate advertising weakness

Increased revenues

through increased

ratings

¨

Greater ability to drive listeners/viewers to specific programs on different platforms

¨

Increased listeners/viewers on platforms, and therefore increased ratings will lead to a

greater share of total adspend

Content leverage

¨

Amortise content costs over a greater number of media platforms

¨

Economies of scale to provide greater local services

¨

Improves richness of content

:

:

:

Consumer Benefits

¨

Greater efficiencies are passed to consumers in competitive 

amarkets

¨

Richer content

¨

New and superior service offerings


Cross-media restrictions (continued)

The cross-media restrictions also place media companies at a disadvantage to new participants from other sectors.  For instance, companies from the information technology and telecommunications sectors do not face the same restrictions in relation to the control of media companies.  

The current cross-media ownership provisions limit the capacity of Australian media companies to fully participate in this new environment.  Relaxation of the existing cross-media rules is essential to enable Australian media companies to remain competitive in rapidly developing Australian and global media markets.

Foreign ownership restrictions

· Access to international capital will be essential for Australian media companies to remain competitive

Australia represents less than 2% of global equity markets.  Increasingly, the success of Australia’s larger companies will require access to global capital markets.  In addition, as investors move to patterns of investment driven by global sectors, the competition for investment increasingly favours those companies with larger market capitalisations.

	Relative size of Australian equity market
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In this environment, an ongoing challenge for Australia will be to develop a large, highly liquid stock exchange.  A handful of giants (News Corp, BHP Billiton, Telstra) will be insufficient to maintain and grow the participation of global investors over time.  Companies must be encouraged to maintain an Australian domicile, whilst accessing global capital to achieve scale.  Australian media companies could help Australia to face this challenge in a deregulated environment.

The tables below highlight the extent to which international markets (US and UK/Europe) dominate the raising of new capital both across all sectors and in media.

	Total equity raisings across key markets
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Foreign ownership restrictions (continued)

	Media equity raisings across key markets
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The current foreign ownership provisions restrict the ability of Australian media companies to access global capital markets and reduces the attractiveness of the Australian media sector to all investors. 

Delivering the benefits of convergence to consumers is highly capital intensive.  The capital required for the rollout of digital delivery networks and access mechanisms is substantial.  The requirement to raise capital in large part from the domestic market is a significant burden for Australian media companies.  

Relaxation of the foreign ownership restrictions would greatly assist Australian media companies to efficiently raise the capital required to be competitive both locally and internationally.

Conclusion

UBS Warburg Australia Ltd submits that:

· The current regulations reduce the competitiveness of Australian media companies by limiting their access to international capital and by preventing them from achieving scale in their home markets

· The existing rules also prevent Australian media companies, and thus Australian consumers, from fully participating in convergence and realising the benefits of cross-media platforms, including enriched content and superior services

· The proposed deregulation would foster a more vibrant and efficient media sector and assist Australian media companies in competing both locally and internationally
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