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SECTOR OVERVIEW

Media Sector gaif

15™ in a series

his Eurosif sector report has been compiled using research by Ethix SRI Advisors. It describes the major
environmental, social and governance (ESG) challenges facing the Media sector and the associated
risks and opportunities these pose for long-term financial returns.

The media sector encompasses companies involved in producing,
communicating and distributing information and entertain-
ment, as well as entities offering platforms for content distribu-
tion. The goods provided by the sector include many kinds of
printed, audio, visual and audio-visual content, which are dis-
tributed to consumers through a wide range of channels such
as the Internet, television, newspapers, magazines, books, video
games, film, radio and social networks.

This sector is changing, reflecting the rise of social media and
the increased blurring of the boundaries between the media
sector and the advertising, telecommunications and technology
sectors. This blurring demonstrates the challenges presented to
‘traditional’ media businesses (newspapers, television, radio) by
new communications technologies, the low cost of content gen-
eration, and the rise of social media.

® While the emergence of social media and new technologies are

widely described as a threat to 'traditional’ media businesses,
television continues to be the world's largest advertising me-
dium, with a total advertising expenditure of $180 billion (€135
billion) in 2010, followed by newspapers ($97 billion or €72.8
billion), the Internet ($62 billion or €46.5 billion), magazines
($43 billion or €32.3 billion) and radio ($32 billion or €24 bil-
lion)'. Although it is likely that this picture will change - for
example, search engine marketing will most likely take a larger
share of companies' marketing budgets at the expense of tra-
ditional media (print media, TV, radio)?, - the rate of decline
of traditional media should not be overestimated. For instance,
while print circulation is declining worldwide (2% decrease from
2009 to 2010), it is still rising in Asia Pacific®.
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SECTOR TRENDS
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Convergence of Sectors. New communications technologies,
such_as the smartphone*, combined with the pressure to de-
liver more content at an even faster rate,are accelerating the
convergence of the media, technology-and telecommunications
sectors, and the development of new media formats and distri-
bution channels. Examples.include the provision of TV through
high-speed Internet connections, as well as reading tablets forc-
ing content providers to adjust their offerings to fit into the
interactive screen. The rise of new media content distribution
channels and user-generated content is a challenge to tradi-
tional media companies' business models, as consumers increas-
ingly access content via these new technologies, thereby ena-
bling producers to market content directly to consumers.

Global Information and Communication Technology (ICT) Developments, 2000-2010
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Free Content but New Revenue Models. Recognising the threat
to their existing business models, many traditional media com-
panies have sought to develop an online presence, whether on
their own or in conjunction with technology partners. However,
they have struggled to develop profitable online businesses, as
an increasing number of consumers now expect to be able to
access media anywhere, anytime free of charge. For example,
videos can be watched on YouTube, music is distributed through
streaming software such as Spotify, and more news is being read

online®. Despite the free content trend, new revenue models are
developing, such as paying for downloaded media applications
or extra features within social network games. Media companies
are able to benefit from technology by reducing operating costs,
and some media outlets have successfully established online
pay-services, either directly or through the use of third-party
applications. The success of these ventures is often based on the
perceived quality of the information provided.

e Consumers Taking Control. Consumers can now choose among

a wide range of sources for their media consumption. Increas-
ingly, consumers are able to bypass media content distributers
and access content directly. This has created pressure for tradi-
tional media companies to seek partnerships or closer relation-
ships with companies in the advertising, telecommunications
and technology sectors. Piracy (and the protection of intellec-
tual property more generally) has become a key battleground,
with customers looking to access content through a variety of
sources but, at the same time, content producers striving to
protect their revenues by avoiding the unlimited distribution of
content.

Advertising Revenue by Distribution Channel (Western Europe, $ Billion)
Newspapers / Television / Internet
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Companies in the media sector tend to be involved in a whole variety of activities, including content generation, content distribution, advertising and marketing, technology development, and social networking. This variety limits investors' ability to analyse the investment implications of environmental,
social and governance (ESG) issues for the sector as a whole, or even for subsectors. Instead, investors must consider the business implications of ESG issues at the individual company level and, frequently, at the level of individual business lines.

This table, which has been developed based on a series of detailed discussions with corporate responsibility managers within the sector as well as relevant stakeholders, presents the ESG issues that are most commonly cited as being relevant to the sector. For each of these issues, the table provides examples
of how they may impact on companies. It is important to stress that the inclusion of these issues in this table is not intended as a comment on whether these issues are financially material or not for individual companies, or even whether the business impacts are positive or negative.

ENVIRONMENTAL, SOCIAL AND GOVERNANCE ISSUES KEY CHALLENGES

BUSINESS RISKS & OPPORTUNITIES
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e The blurring of the boundaries between news, PR and en- producing material that does not meet the criteria of inde- e If an information or news provider is not perceived as trust- tween editorial and advertorial content;

tertainment may result in news and information providers

® While the principle of freedom of expression suggests that

there should be unrestricted and uncensored inclusion of views

and opinions in media output, media companies face practical

challenges, including:

e Balancing trade-offs. For example, does freedom of expres-
sion justify the publication of inappropriate content? How
can freedom of expression be reconciled with other human
rights (e.g. children’s rights)? How can freedom of expres-
sion be reconciled with social and cultural norms in par-
ticular societies?

e Complying with regulations in individual countries. For ex-
ample, Internet censorship affects both companies hosting

* The production of news content raises serious ethical issues,

many of which have come to the fore in the recent contro-

versies around Wikileaks and around phone hacking in the UK.

These include:

® The protection of the identity of anonymous sources. This is
a basic principle for journalists and is underpinned by leg-
islation in several countries. The removal of this protection
would undermine the willingness of many whistle-blowers
to report wrongdoing.

® Tensions between the right of anonymity and potential

e Security refers to the ability to protect customers, data and

systems from outside interference and unauthorized person-

nel. Privacy refers to the ability to protect or safeguard per-

sonal information and confidentiality’. The media sector faces

a series of complex and interrelated issues around security and

privacy, including:

® How to ensure that individuals' personal data and informa-
tion is properly protected? In perhaps the most high profile
case, private photographs of Facebook founder Mark Zuck-
erberg were made publicly available following the publi-
cation of information on how to circumvent Facebook's

® The media sector accounted for 1.7% of global greenhouse

gas emissions and 3.2% of global electricity use in 2007.

¢ Companies in the sector can have an important influence on

the public's awareness of, and opinions on, environmental and

e Social media and user-generated media pose new challenges
regarding copyright, in particular protecting the commercial

* Media companies should seek to offer balanced content that

ensures a fair and accurate representation of views.

® Media companies can play a valuable role in broadening the
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pendence, impartiality, integrity, reliability and credibility.

media platforms such as blogging sites or video hosting (as
they may be asked to deploy country-specific filters or de-
activate accounts), and content providers (who may not be
permitted to create certain types of content). In 2011, the
Open Net Initiative reported network filtering by govern-
ments in over 40 countries®.

e Commercial pressures to adopt a particular editorial line.
While the implications of national regulation for freedom
of expression are well recognised, there are a range of other,
frequently hidden, pressures for media companies to self-
censor. These may include proprietorial interference and
the desire not to offend particular clients or advertisers.
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wrong-doing (e.g. when information is confidential or un-
lawfully obtained).

e The rights of individuals to a private life, a principle that
was clearly ignored in the phone-hacking scandal and,
more generally, in the media harassment of many celebri-
ties.

® The issues around press ethics also intersect with other issues

raised here, in particular the issues of trust, freedom of ex-
pression, and security and privacy.
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privacy rules.

® Who owns private information? For example, some online
media platforms have been acquired by online service pro-
viders (e.g. YouTube by Google), raising concerns that the
personal information on these platforms may be used for
purposes other than those originally intended.

® How to respond to government requests to hand over pri-
vate customer data? That is, how are tensions between in-
dividual civil liberties and national issues such as security
to be reconciled?

©0000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000

social issues, and, through advertising, on purchasing deci-
sions and consumption patterns.

and moral rights of the creators of copyrighted material.

content that is available through, for example, catering to the
interests of minority groups and offering content that is not
available elsewhere.

Trust

Freedom of
Expression

worthy, it may lose customers to other providers or it may find
itself subject to regulatory scrutiny. Reductions in the number
of viewers/readers/listeners/followers may, in turn, affect the
company's ability to attract advertisers.

News and information providers can enhance their trustwor-
thiness by:

e Taking measures to ensure the quality of the information

that they provide;
¢ Clearly delineating between facts and opinions, and be-

As media and related entities expand globally, they find them-
selves operating under different requlatory regimes, includ-
ing some in which they may be called upon by governments
to limit access to content that is deemed politically sensitive.
Companies have found themselves facing situations where
they either need to comply with the governments' requests
(and, thereby, compromise their and their users' freedom of
expression) or lose their licence to operate in that country.

® Being transparent about the sources and reliability of the
information they provide;

e Being transparent about their ownership structures (and
how this may affect the information that they produce);

® Providing mechanisms for correcting factual or other er-
rors; and

® Maintaining an open dialogue with their readers and their
customers.
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® Media companies may find that there are commercial benefits

to self-censorship, and that the commercial benefits of clients
being more willing to place advertisements with them may
outweigh any loss of readers due to the editorial line being
taken.
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Failures of press/journalistic ethics affect all news/content
providers. As seen in the UK, this can result in calls for greater
regulation of content providers and may also undermine the

public's trust in the press. This, in turn, may result in cost in-
creases or loss of customers (and, in turn, revenue).
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The manner in which the media sector manages personal
data and information is likely to receive greater attention,
with privacy campaigners highlighting the unauthorised or
inappropriate use of this information. It is likely that media
companies will face increasing pressure from both regulators
and customers to ensure that they properly manage private
information. Perhaps more significantly, they may face limits
or constraints on how they can use this information (e.g. for
selling other products).

® A proactive response to managing security and privacy issues

is vital in order to safequard the sector's license to operate,
avoid obstructive regulation, and maintain customer trust.
For example, media sector companies could educate custom-
ers on how they themselves can increase the security of their
personal information when using media platforms and when
accessing or creating media content.
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A focus on environmental issues (in operations and in pro-
gramming) may provide companies with cost savings through:
reducing the use of resources and energy, brand benefits by
allowing them to market their green credentials, and better
customer relationships.

Environmental issues also present challenges. Perhaps the most
significant is that companies fail to recognise that changes in

their activities and operations may create new issues for them
to manage. For example, while the environmental impacts of

physical devices are generally not considered by media enti-

ties (as these impacts are seen as being the responsibility of
telecommunications companies), sector and technology con-
vergence may see these impacts being of greater importance

over time.
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Social networking and user-generated content sites create a
plethora of risks, as software developers and media companies
may end up distributing unlicensed copyrighted content, with
the consequent risks of litigation for breaches of intellectual
property (IP) law. For example, the wrangles surrounding mu-
sic exchange have generated extensive copyright litigation,
notably over Napster's music download service. Experts have
suggested this risk will be tested again with Google as a result

of its acquisition of YouTube. A company's ability to secure
its own IP, as well as ensure that any products/services on of-
fer do not breach IP laws, will be an increasingly core part of
safeguarding its business®.

Piracy may result in content being distributed without permis-
sion, potentially resulting in loss of revenues for the producers
and owners of this content.
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The provision of diverse content may result in an increase in
customers by providing information and material that is not
available elsewhere. Offering diverse content may also enable
media companies to have better relationships with regulators
and other important stakeholders by enabling them to dem-
onstrate that they are socially responsible, that they deliver on

their public service obligations, and that they can be relied on
to self-requlate.

Increasing content diversity may result in increased costs and
may have the effect of weakening the company's brand or
even alienating some of its existing customers (who may not
be interested in accessing new or unfamiliar content).
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Alma Media: A Sustainable Media Project Reed Elsevier: Improving Access to Infor-
The general lack of trust in media is a major challenge for the mation and Prowdmg Universal Content
whole sector with major implications for circulation and, in turn,
advertising revenues. One of the key reasons for this lack of trust
is the public's lack of familiarity with journalistic ethical proc-
esses and how these processes differ from free of charge social
and interactive media. At the newspaper Aamulehti, circulated
mainly in the Pirkanmaa region in Finland, Alma Media has initi-
ated a sustainable media project to increase the transparency of
journalism and engage journalists in open dialogue on journalism
and related topics. The goal is to re-establish trust by allowing
readers to understand the journalistic process. There are plans to
create an interactive game tool where readers can play the role
of a reporter and learn about the thinking process and choices
behind news decisions. Furthermore, there are plans for "question
hours” and forum topics, crowd sourcing (asking the public for
opinions and input), and putting “journalist view" sections next
to articles in the actual newspaper, where the author can explain
how the news item was created.

As part of its mission to build insight and breakdown bounda-
ries, Elsevier makes more than 1,500 journals available to 4,000
institutions in low-income countries through the Research4life
programme. Research4life is a partnership between publishers
and the United Nations. All parties, including technology partner
Microsoft, academic contributors like Cornell and Yale Universi-
ties, and trade organisations like the International Association of
Scientific, Technical and Medical Publishers, have committed to
Research4life through 2015, in order to further the UN Millenni-
um Development Goals. Research4Life connects participant coun-
tries with the global scientific community. Research conducted
last year by Elsevier showed a rise in research output by scien-
tists in the developing world since 2002. By comparing absolute
growth in published research before Research4life (1996-2002)
and after (2002-2008), there has been a 1949% increase in articles
published in peer-reviewed journals™. Though the full credit can-
not be given to this initiative, it is clear that providing this access
has made an important contribution to allowing scientists from
developing countries to have their research presented in interna-
tional journals.
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