DAVID ELSTEIN – QUESTIONS AND ANSWERS


DAVID ELSTEIN
David Elstein’s CV is a “Who’s Who” of UK television.  He was CEO of Channel 5 from 1996 to 2000, Head of Programming at BSkyB from 1993 to 1996, and Director of Programmes at Thames TV from 1986 to 1992.  He was also a Non-executive Director of Virgin Media Inc from 2003 to 2008.  In 2005, David became the Chairman of Sparrowhawk Media following its acquisition by 3i, a position he retained until Sparrowhawk’s sale to NBC Universal in 2007.  Sparrowhawk’s assets include a vast library of films and mini-series, and the internationally-renowned Hallmark Channels, which reach large audiences in over 150 countries.  David’s current chairmanships include the Broadcasting Policy Group, Screen Digest Ltd, Luther Pendragon Holdings Ltd, and DCD Media, an independent US/UK business specialising in media production and distribution.
Q. What do you see as the two or three most important trends currently driving changes in the production and consumption of video content?  Do you buy the view of an online, fragmented future?
David: There is a noticeable acceleration in the take-up of online video consumption.  However, it is important to note that – at least in the UK – this has not been associated with a decline in TV viewing.  The trend in TV continues to be a shift from the five terrestrial channels to the hundreds of non-terrestrial and DTT channels.  Within TV, there has been rapid take-up of PVR technology, but – again, contrary to received wisdom – this has not significantly undermined the advertising model, as PVR usage is associated with increased multi-channel consumption, with the bulk of this being to commercial channels, thereby reducing the erosion of ad-viewing that zapping allows.  In the UK, the biggest single change in the last five years has been the dramatic decline in Cost Per Thousand and total ad revenues: almost exclusively a factor of Contract Rights Renewal (CRR), which is specifically a UK phenomenon.

On-line viewing is dominated by free catch-up services such as iPlayer and itv.com, and by video theft (mostly of US product, that can be viewed on peer-to-peer services like BitTorrent).  On-demand services on cable and satellite are showing significant growth, and there is a modest increase in web-delivered paid-for video.  Online consumption and fragmentation of TV viewing will continue as core trends, but TV remains by far the most important outlet for new professional content (user-generated content does not compete directly with this).
Q. What are the strengths and weaknesses of the traditional generalist broadcast channels e.g. NBC, ITV?  How can they add value and thrive going forward?  What will they need to do differently?  Will their brands endure?  What do they gain and lose from pooling their online content e.g. Hulu, Kangaroo?

David: The main terrestrial channels – and leading non-terrestrial channels, like HBO – continue to represent the most significant outlets for creative content.  There is a growing emphasis on live content and high quality transmission (such as HDTV), against which the smaller channels find it hard to compete.  The live events – I’m A Celebrity, X Factor, Strictly Come Dancing, Big Brother, major sport – also offer spin-off opportunities for sibling channels (ITV2, BBC3, E4), so broadening their impact.  However, this type of content is short-term in its effect, as compared with high quality scripted drama and comedy, which has longevity and repeatability built into their business model.  Again, only the major channels can afford the initial transmission cost of series like Heroes or Desperate Housewives, and the driving up of production values in the series genre (e.g. Lost) is another natural defence mechanism.

To balance their books, the major channels have also adopted some low cost reality and quiz genres, which have short-term impact but little repeat value.  This is potentially a weakness in their armoury.

The major broadcast brands remain powerful aggregators, and their promotional and marketing strengths give them ability to create hits.  The typical five-year initial contracts then give the networks some protection against being gouged by talent where a show turns into a big hit, but eventually the long-running shows become breakeven propositions in themselves, whilst remaining valuable props for the rest of the schedule.  There is a natural tendency to try and “own” as much production as possible, as a hedge against that trend, but the fact is that creative people do not sit that comfortably in a corporate framework, and – for instance – ITV’s efforts to own more production lack conviction.  By comparison, NBC Universal’s ownership of Wolf Films (with the Law and Order franchise) has been a valuable defence tool in domestic broadcasting and offence tool in the international market.

Placing product in a pay environment is a natural extension of the value chain for content owners, whether or not they are also broadcasters.  Ideally, the platform for that content is directly owned, which allows a certain amount of advertising revenue to be generated along with content revenue.  However, aggregated platforms are a natural attraction for consumers (hence the cluster of jewellers in Bond Street), and jointly-owned platforms are the next best alternative.  Being beholden to a platform like iTunes or Sky is unattractive, but better than nothing.

Of course, where a proposition like Kangaroo arrives, allowing dominant broadcasters and content owners to build a new platform, there will inevitably be competition issues.

Q. What are the video platforms and revenue models that hold greatest appeal?  Will there be enough money for big-budget, high-quality productions?

David: Even as on-line and on-demand platforms grow in terms of total revenue generated, they tend to be dominated by “long tail” content, rather than individual hits.  The major free-to-air and pay channels remain the only realistic candidates for carrying big-ticket and high-quality productions for the foreseeable future – like cinemas for feature film product, they are the shop window and front end for content owners, even if they might in due course match that revenue by sales from international distribution, DVD or on-line exploitation.

Q. In the value chain that leads from rights ownership through production and distribution to broadcast, which elements will make the best financial returns in the next five years and why?  Is it beneficial (or even essential) to be at more than one point on the chain?

David: Very few producers and distributors have the capital and expertise to break into the platform and broadcast sectors.  They will continue to do well from the continuing expansion of those sectors, without having to participate directly, and can also dip their toe into the direct-to-consumer market-place, in the hope that this will eventually grow in scale.

The broadcasters are keen to own content, and can often leverage their commissioning importance into minority ownership shares (within the limits allowed by competition authorities).  Directly owning and distributing content needs to be driven by their own logic, as creative talent does not want to be driven by narrow broadcaster interests.  The most successful model is Fox Broadcasting and Twentieth Television – both highly successful, both in the same ownership, but each driven by its own business logic.

Q. Are there clear signs in the market that the balance of power is shifting between format/content owners and broadcasters?  What are the market hot spots?  What are the key implications of the war for quality content e.g. on production and price?

David: Content owners have significantly benefited from the growth in channel competition.  There are plenty of examples of content owners and talent capturing all the broadcast value of shows, once they have become big hits (ER, Friends, Frasier, American Idol, etc).  However, these are very rare examples, and most scripted shows fail after their first or second seasons.

Formats – especially those sold from one territory into another – have generated real value for their creators, but they never capture the full broadcast value, as there is a sufficient surplus of formats to allow broadcasters to limit the share of value to a format owner by just switching to a cheaper format (which may not generate the same top-line revenue, but could leave the broadcaster with a larger net).

The growth of secondary markets has also opened up multiple opportunities for the creative sector at many different levels of value.  As long as the broadcast market-place remains healthy and competitive, the production and distribution sectors will continue to thrive.

Q. What excites you most about the future of video?

David: The roll-out of high speed broadband will further level the playing field, allowing far more growth of streaming and downloading of video.  Much of the benefit of this will be absorbed by the existing players in the video market – broadcasters and content owners – but in due course broadband will in itself become a highly variegated source of original material for consumers as well as an alternative distribution system.
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