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Facebookwelcomes thisopportunity to provide ourinitial commentsin relation to the ACCC’s review of
theimpact of digital search engines, social media platforms,and other digital content aggregation platforms onthe
state of competition in mediaand advertising services markets in Australia (the Inquiry).

l. Summary

Robust, intense,and dynamic competition for consumer attention is driving rapid innovation and
technological change.

The rapid pace of innovation and technological change over the past two decades continues to
contribute toshifts in how people access and consume news and entertainment, how businesses connect with
their customers,and howadvertisers promote their brands and products. These changes have created significant
opportunitiesand benefits for consumersand businesses—in the news mediaand elsewhere—but theyalso have
created uncertaintiesand challenges for established business models.

These changes are not unique to Australia, norare they a result of any particular market structures or
issuesin Australia. Rather, they reflect aglobal shift that has been driven by—and hasalso resulted in—robust,
intense,and dynamic competition for consumerattention andadvertising dollars.

This competition has delivered substantial benefits for consumersand businesses. These benefits will
continue as many and more diverse players across the digital landscape respond to changing consumer demands
by innovatingand improving the products and services that they offer.

Facebook competes vigorously for people’s attention.

We offerabroad range of productsand services that enable Australians and people around the world to
connect with each other by sharingideas and experiences with their friends, families,and other communities.
Facebookalso helps people discover content that is meaningful to them.

Facebookis popular, butitis just one small part of how Australians connect with friends, family,and the
world around them.Hundreds of other popular messaging servicesand photo and video sharingapps are available,
free touse,andjustaclick or tapaway. The average person now uses eight different services to connectand
communicate (twice as many as five years ago). The ever-decreasing cost of high- speed Internet connectivity,

processing power,and storage space on devices means that people do not need to be selective—they can easily



switch betweenservices,add new ones, or stack them together. For example, the average person might use the
iPhone cameraapp to take photos, Dropbox to store and organize them, Instagram to post some photos to wide
groups of friends,and Snapchat to message other photos directly to friends.

The ease with which people can pickamong different apps creates strong competitive pressure on every
productand service we offer—as wellas pressure to develop new functions to address competitors’ offerings and
retain userattention. This competitionis not based on price—like many of our competitors, we provide our
consumer services for free. Rather, the key drivers of the competition for userattentionare service, quality and
innovation.

Since Facebook was founded in 2004, we have invested billions of dollars inimproving the user experience
anddeliveringgreatervalue to people who use our services. Between 2014 and 2016, for example, we more than
doubled ourresearchand development investments, from USD $2.67 billionin2014 to USD $5.92 billionin 2016; this
2016 spendingrepresents over 20 percent of our revenue.’

Whenwe launched Facebook, the first version was pretty basic. The site mainly consisted of text details
abouteach person. There were no photos, novideos, no News Feed, no Messenger, no Events,and no Groups.
Since then,we have launched News Feed (2006), the Like button (2009), video calling (2011), Messenger (2011),
Safety Check (2014), Instant Articles (2015), Facebook Live (2015), peer-to-peer payments (2017),and personal
fundraisers (2017),to namejustafew.

We know that if we cease to be useful, people will leave. If we do not adapt continuously to people’s
demandsand expectations—bothwith regard to the user experience and in terms of security, privacy,and social
responsibility—people will migrate to other services. If we stop innovating, someone else willinnovate around us—

makingus obsolete.

'See Facebook, Inc., 2016 Annual Report (Form10-K),at 6,31, available at https;//s21.q4cdn.com/399680738/files/doc_
financials/annual_reports/Facebook_AR_2016_FINAL.pdf. Between 2015and 2016, Facebook increased its research and development
expenses by over22%.See id.


https://s21.q4cdn.com/399680738/files/doc_financials/annual_reports/FB_AR_2016_FINAL.pdf
https://s21.q4cdn.com/399680738/files/doc_financials/annual_reports/FB_AR_2016_FINAL.pdf

Facebook competes vigorously for advertising dollars.

Just like newspapers have for overacentury, we rely on advertising to support our services. As our Chief
Executive Officer Mark Zuckerberghas explained, the reason we have chosen the ad-supported modelis because it
isthe only one that willwork to connect the entire world.

Alladvertisingis based onattention. Foranad to be effective, people have to see or hearit. Thisis true
acrossall forms of advertising—from print and mail advertising, to television, radio, billboards,and online ads.

Companies, bigand small, have more options than ever when it comes to advertising—from billboards,
printand broadcast, to newer digital platforms like Facebook, Google, YouTube, Amazon, or Snapchat. Unlike 40
yearsago, when companies were largely limited to print, TV, radio or billboards, today there are numerous different
advertising channelsand platforms,and hundreds of companies offering each of them, all competing for people’s
attention. Facebook representsasmall part of this diverse and expanding global media ecosystem.

Ourrelative success has been built, in part, on the fact that we have developedan advertising service that
has enabled awhole new generation of entrepreneursand smalland medium-sized local businesses, many of which
could never have previously afforded newspaper or TV ads, to reach anational or even global audience affordably
through Facebook. Worldwide, over seven million businesses, the vast majority of which are small businesses, now
advertise with us regularly,andthis figure is growing. In Australia, more than 350,000 businesses placing
advertisements on Facebook spent less than USD $100in 2017. Fewer than 150 Australian businesses spent more
than USD $1M placingadvertisements on Facebook in 2017. More than one million small businesses in Australia
have a Facebook Page,and more than 8o percent of Facebook’s Australian usersare connected to at least one
smallbusinessin Australia.In total,about 200 million people around the world are connectedtoa businessin
Australia through Facebook.

Ourgoalistobe the best dollarand the best minute ouradvertisers spend. We are constantly innovating
tomake sure we deliver the best return oninvestments (ROI) to ouradvertisers. Over the past year alone, we have
introduced severalnew mobile ad formats, including full-screen, 360-degree video,and interactive ads that let
users swipe, tilt,and zoom through carousels of images. We partner with our advertisers to help them create

“thumb stopping creative”—ads that are optimised for mobile platformslike Facebook and Instagram.



Many of ouradvertisers only spend asmall portion of their overalladvertising budget with us,and the vast
majority of advertisers do not have long-term commitments to spend on Facebook. If we fail to deliver the best RO
toouradvertisers, they will simply shift their spendto other channels and platforms.

Facebook partners with journalists and publishers to build an informed community.

Discoveringand sharing news with friends and families is only one of the many ways that people can
connectwitheach other on Facebook. Although news is avery small part— less than five percent—of the content
thatis shared in News Feed, we take very seriously our role in the news ecosystemin helping people gather
informationabout what is going onin the world around them. We believe we have aresponsibility to help build—
together with journalists, media organisations,and others—amore informed community.

Accordingly,we support the efforts of publishers of all sizes to build their businesses on Facebook
through advertising,branded content,and subscriptions. We also provide publishers withafree platformfor global
contentdistributionand promotion.

We support the efforts of publishers to monetise their content off Facebook through advertising,
subscriptions and, most notably, referral traffic, which a publisher can monetise inanumber of ways, including
servingadvertising,implementinga payment wall, or further developingits user base.

Wealso offer publishersadvertising options on Facebook, includingbranded content, video ad breaks,
and,inconnectionwiththe Instant Articles feature, the ability to selltheir own ads, develop asubscription offering,
anddrive traffic.

Tokeep pace withtheincreasing consumer preference for digital news media content, we work with
journalists and publishers of all sizes (referred to together generally in this submissionas “media content creators”)

tofindways forjournalismand news to flourish on Facebook. These effortsinclude:

e providingadviceandtrainingtojournalists on best practices on our services through the Facebook
for Journalism project;

e developingnewtools toassist publishersto monetise and distribute their content more effectively,
suchasthroughvideo monetisationand Instant Articles;and

e initiatives to buildamore informed community suchas the APAC News Literacy Working Group, the
News Integrity Initiative and First Draft Coalition,among others.



Weare working to establish stronger ties between Facebook and the news mediaindustry,and to ensure that we
areacollaborative and transparent partner to media content creators.

These initiatives have provided significant value not only for large,incumbent publishers, butalso for
smallerand newer publishers, local news, digital-first publications,and bloggers. Digital platforms like Facebook
have reduced barriers to entry for mediacontent creators and have given them the ability to growa wider
audience. Thisincreased—andincreasingly diverse—competition has enriched the media ecosystem, delivering
greater choiceand easieraccess,for everyone’s benefit.

Facebook’s ability to provide value to people, journalists,and publishers depends on continuous
investments in innovation, which rely on funding from advertising.

Advertising is Facebook’s primary source of revenue.In 2017,itaccounted for 98 percent of our revenue.
Advertisingfunds ourinvestmentsinimproving the services we have to offer to attract, retain,and provide value to
people. Asaresult,we have strongincentives to develop newand better ways for people to connect,share,
communicate,and discover—andto continue offering our ever-improving suite of core services to people at no
charge.

The interconnected relationshipamong people, journalists and publishers,and the advertisers that are
the source of most of our revenue, is critical to understanding the competitive environment in which we and
others operate.2 This paper focuses onthose relationships. Part Il discusses the value that we provide to users,
mediacontent creators,and advertisers (includingan overview of the tools, products,and services available to
eachgroup). Partlllfocuses onthe multi-sided ecosystem inwhich we operate, including the competition for user
attention, media content distribution,and foradvertisers, as wellas the dynamics that drive vigorous competition

withinthatecosystem.

2Consistent with the focus of the Inquiry, this submission focuses on news media content and the value Facebook provides to (1) consumers
discoveringand engaging with that content, (2) publishers and journalists in distributingand monetizing that content,and (3) advertisers
looking to connect with Australian consumers. Inaddition to the media content creators that we focus onin this submission, there are many
anddiverse entities that share public content on Facebook including, for example, politicians, governments, community organisations,
NGOsand other non-profit organisations,athletes and sports teams, artists and entertainers, public figures,and other businesses. We
generally do not discuss these in this submission, other than to the extent that they may also be advertisers, because theyare notafocus of
thisInquiry.



We hope that this submissionis helpfulin explaining the significant value that the Facebook platform
providestoallstakeholders—bothin Australiaand globally—and the significant competition that we face in these
rapidly evolvingand multi-sided markets.

Il. Facebook Provides Value to People, Journalists and Publishers, and Advertisers

This sectionexplains how Facebook works and, consistent with the focus of the Inquiry,on the value that
our platform creates for people, for journalists and publishers,and for advertisers.

A Value for People

Peopleare at the centre of our mission. We strive to give people the power to build community and bring
the world closer together—for example, connecting meaningfully with friends and family overashared photo or
withalarger community overashared experience or interest3 We developall of our consumer productsand
services with this paramount objective in mind and provide Facebook, Instagram, Messenger and WhatsApp to
people without charge.

1. Personalised Experience

Ourfundamental value to consumers comes from the highly personalisedand relevant content that they
canaccessand share on Facebook. Thisincludes shared content derived from their relationships with people and
organisations, photo and video content based on their expressed tastes and interests,and advertising content
tailored to those preferences. People also provide information and feedback on contentin real-time, which further
enables usto provide arelevantand personalised experience to each individual.

We provide this same tailored and meaningful user experience with respect to news media content. We
make it possible for people to easily discover news content fromadiverse array of publishersand journalists—

includinglocal news sources, established publishers with national or international followings, new or start-up

3Forexample,in2017,severalmenin Australiastarted the Virtual Pub Facebook group to provide a space for Australian mentodiscussa
variety of issues, such as mental health. The group now has over fifty thousand members. See Robert Virtue, Facebook Group Gives Regional
Australian Men Safe Space to Seek Support via Social Media, ABC News, 9 Nov. 2017, http;//www.abc.net.au/news/2017-11-10/facebook-group-
gives-regional-australian-men-safe-place/9133126.
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publishers,and digital-only publishers—to buildand strengthen their engagement with content creators that they
value,and toshare and discuss these news stories with friends and family. Toillustrate,a person’s friend may posta
linktoanewsstory by The Australianto her Facebook Page. If that person clicks through to The Australian’ssite
andfindsthestory particularly relevant orinteresting, she may engage with the post directly or decide to “like” or
“follow” The Australian’s Facebook Page > If she does that, she may see more news stories posted by The Australian
in herown News Feed, or links to stories published by The Australianthat she could thenclick throughtoaccess or
share and discuss with her network of friends and family. If the reader would like news stories from The Australian
always to appear at the top of her News Feed, she also can manage her News Feed preferences to make The
Australiana Page that she wants to “see first.”

2. News Feed

One of the ways that people use Facebookis by spending time engaging with content via News Feed. News
Feedisapersonalised stream of content from the people (includingfriends and other groups or communities),
news sources (e.g,journalists and publishers),artists,and businesses thata person chooses to follow on Facebook.
Italsoincludes recommended content based on the information people share with us (e.g, “Popularin
Melbourne”) and advertisements.

People build their own News Feeds by connecting to the people,communities,and organisations they find
most meaningfulto them. Most of the posts that people findin their News Feed are updates, photos,and videos
from friends and family. A smalleramount of posts come from organisations and public figures that people choose
to connect with on Facebook. Notwithstanding its name, news media content generally represents less than five
percentof itemsonaperson’s News Feed.

Ourgoalistoensure that people see posts that matter to them,so we order posts withina person’s News

Feed based on how relevant we believe theyare likely to be to that specific person. On average, there are 3,500

4Facebook’s support of publishers’monetization of their content is discussed belowin Section I1.B.2.
5See The Australian Facebook Page, https;//www.facebook.com/theaustraliar/.

6See Facebook, What does it mean to see first? https;/fwww.facebook.com/help/1188278037864643.
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potential posts for each personto see every time she visits Facebook. News Feed prioritises the content we believe
will be most relevant to each person. This does not mean that people see onlythe content that Facebook ranks as
most relevant for them. Rather, every photo, status update, video,and linka person’s friends share is viewable in
that person’s News Feed; she just needs to scrolldown to seeit. We order the contentin the way we think most
relevant to each person.

As part of that process, we often make improvements to News Feed. When we do, we rely onaset of core
values,whichare publicand which we have been usingfor years.” These values guide our thinkingand provide

insight in to what we optimise forwhen ranking contentin News Feed:

e Friendsand family comefirst.

e Afterthat,aperson’sfeedshouldinformandshould entertain.

e NewsFeedisforallideas.

e Thestrength of ourcommunity depends onauthentic communication.
e People controltheir experience.

e Constantiteration.

We do notalways rank the postsin News Feed perfectly,and ultimately each individualis the only one who
truly knows what is meaningful to them. We are therefore always trying toimprove,and we survey approximately
10,000 people about News Feed every week to learn where we can make specificimprovements. Facebookalso
provides tools for people to actively shape their own experience. Forexample, people can prioritise content from
specific friends or Pages that they follow, ensuring that they always see that content first in their News Feed

Peoplealso canuse our “snooze” product to temporarily unfollow people or Pages in their News Feed.? People can

7Facebook, News Feeds Values, https;/newsfeed.fb.com/values/.
8See Facebook, What does it mean to see first?, https;jwww.facebook.com/help/1188278037864643.

9See Facebook, Introducing Snooze to Give You More Control of Your News Feed (Dec.15,2017), https;//newsroom.fb.com/
news/2017/12/news-feed-fyi-snooze/.


https://newsfeed.fb.com/values/
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alsounfollow people or Pages, or reconnect with people or Pages they have unfollowed inthe past.'© Weare
continuingto work on more powerfulways for people to control what they see in News Feed.

Inour continued efforts to be transparentabout how News Feed works, we publish regular updates to our
News Feed FYIblog."In January blog posts, for example, we explained that we are in the process of updating News
Feedto prioritise posts that are more likely to spark conversationsand meaningful interactions between people.™
Wealso prioritise content from family and friends over public content, consistent with our News Feed values
(discussedabove).* We made these changes in response to feedback from our community that public content—
posts from businesses, brands and media—was crowding out the personal moments people came to Facebook to
share with friends and family. Asaresult of these changes, we expect that the time people spend on Facebook and
some measures of engagement will go down. But we believe that this change will make the time that people do
spend on Facebook more valuable and that, in the long run, thisis better for both our communityand our
business.™

Wealso have updated News Feed to make sure that when people see news media content on Facebook
that contentis high quality, by prioritising content that s trusted, informative,and local. For example, people have
told us local news is often more relevant and meaningful to them, so we are prioritising this in News Feed for people

|n

inallcountriesandinall languages. Wealso expanded the scope of what may be considered “local” to include

°Facebook, How can I viewand adjust my news feed preferences?, https;/www.facebook.com/help/371675846332829.
""Facebook, News Feed FYI, https;/newsroom.fb.com/news/category/news-feed-fyi/.
2d.

3 Asnotedabove, people canensure they always see posts from their favourite businesses or organisations by selecting “See First” in their
News Feed preferences.

4Seeid.

> Adam Mosseri, Head of News Feed, & Campbell Brown, Head of News Partnerships, Facebook, News Feed FYI: More Local News on
Facebook (Jan.29,2018), https;/newsroom.fb.com/news/2018/01/news-feed-fyi-local-news/, Adam Mosseri, Head of News Feed, & Campbell
Brown, Head of News Partnerships, Facebook, News Feed FYI: More Local News on Facebook, Globally(Mar. 26,2018),
https;/newsroom.fb.com/news/2018/03/news-feed-fyi-more-local-news-on-facebook-globally/.
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other nearby cities that people also may consider to be of local interest. Now, people around the world will see
more news media contenton Facebook from local sources coveringtheir current cityand other cities they may
care about, helpinglocal publishers and journalists who cover multiple, nearby cities to reach audiences in those
cities. Asthese recent examples show, News Feed is continually evolvingas we strive to improve the user

experience on Facebook.

3 People-Driven|Innovation

Atits core,Facebookisabout personal connections. We offerabroad range of innovative services that
enable people to connect,communicate, discover,and share with their friends, families,and communities.
Facebookistherefore onlyas successfulas the value of the user experiences we provide. For this reason, we invest
heavilyininnovationtoimprove the user experience. Between 2014and 2016 alone, for example, we more than
doubled ourresearchand development investments, from USD $2.67 billionin 2014 to USD $5.92 billionin 2016; this
2016 spendingrepresents over 20 percent of our revenue.” Our commitment to people-driveninnovationis the
reasonwhy Facebook has appeared in the ‘Most Innovative’ Companies listalmost every year since it was launched
in2008.®

News Feedisaclear example of this consumer-driveninnovation. When Facebook first launched, it
consisted of aset of profiles through which people had to manually clickin order to see new or changed content
thattheir friends had posted—Ilike their profile picture or their statuses. In response to this, we developed News
Feedto provide aneasier way for people to see their friends’ updates. News Feed dramatically improved the user
experience by deliveringa personalised stream of content directly to each person. It reduced the amount of time
people had to spend searching manually for relevant content on the Facebook profiles of their friends and enabled

them to engage more quickly and effortlessly with relevant and meaningful content.

©ld.

7See Facebook, Inc., 2016 Annual Report (Form10-K),at 6,31, available at https;//s21.q4cdn.com/399680738/files/doc_
financials/annual_reports/Facebook_AR_2016_FINAL.pdf. Between 2015and 2016, Facebook increased its research and development
expenses by over22%.See id.

® Fast Company, Most Innovative Companies 2017, available at https;/fwww.fastcompany.com/most-innovative-companies/2017.


https://www.fastcompany.com/most-innovative-companies/2017
https://s21.q4cdn.com/399680738/files/doc_financials/annual_reports/FB_AR_2016_FINAL.pdf
https://s21.q4cdn.com/399680738/files/doc_financials/annual_reports/FB_AR_2016_FINAL.pdf
https://www.fastcompany.com/most-innovative-companies/2017

Asaresult,today people have come to expect social media content to be personalised—so much so that
other platforms,suchas Twitter, LinkedIn, Apple,and YouTube, also have adopteda live-updating hub of central
contentsimilarto News Feed.

Another clear example of consumer-driveninnovation is the Facebook mobile app. Over the last decade,
people have increasingly sought to engage with content (fromawide array of providers, including Facebook) on
mobile devices—inaddition to,orin many cases instead of, personal computers. Facebook, whichlaunchedasa
website optimised for display onadesktop computer,had to adapt to this change, but our success was far from
certain. We were initially slow to recognise this change in consumer preferences and therefore had to invest
heavily and immediately in our mobile products and features. We quickly trained hundreds of programmers to
develop productsand features foriOSand Android,assigned mobile engineers to every product development
team,and builtall new features witha ‘mobile-first’ mindset.”” We began updating our mobile apps much more
frequently—from every three to sixmonths to every month.2° Today, over 95 percent of our active usersaccess
Facebook from their mobile devices,and the substantial majority of our revenue is generated fromadvertising on
mobile devices”

We are constantly working to improve the services we provide to people. Over the last decade, we have
added the Like button (2009), video calling (2011), Messenger (2011), payments via Messenger (2014), Instant
Articles (2015), Facebook Live (2015),and Peer-to-peer payments (2017), to name just afew. We know that if we
cease to be useful, people willleave. If we stop innovating, someone else willinnovate around us—making us

obsolete. We arealready looking at the next big technologies that will change how people connectand

9 See David S. Evans, Why the Dynamics of Competition for Online Platforms Leads to Sleepless Nights, but Not Sleepy Monopolies (last
revised Aug. 25,2017), available athttps;/papers.ssrn.com/sol3/papers.cfm?abstract_id=3009438.

2 See id;seealso Kurt Wagner, Inside Facebook’s Mobile Strategy, Mashable.com, Sept. 30,2013, https;/mashable.
com/2013/09/20/facebook-mobile-strategy/#4Y4D7dtvkggF.

' See Statista, Device usage of Facebook users worldwide as of January 2018, https;/www.statista.com/statistics/377808/distribution-of-
facebook-users-by-device/ Facebook,10-K for Year Ending December 31,2017,at 11, httpy/di8rnop2snwréd.cloudfront.net/CIK-
00013268071/c826def3-c1dc-47b9-99d9-76c89d6f8e6d.pdf.
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communicate, like virtualand augmented reality,and working hard to ensure that we can provide these services for
people.

4. News Media Content on Facebook

Though news media contentisasmall part of the content on Facebook, news willalways be a critical way
for people to start conversations onimportant topics. We provide adistribution platform on which both people
and publishers choose to share news. As explained further below, publishers decide what news content to make
available on Facebook. Whenaperson sharesalink toan article fromanews website on Facebook, the ability of her
friendsand family to read that article willdepend on whetherand how the publisher has decided to make that
articleavailable:

e [fthearticleisavailable withouta paywallonthe publisher’'s website, then friends and family can click
onthelink postand will be directed to the publisher’s website.

e Ifthepublisher haschosento put the article behinda paywall,then the friends and family will need to
pay the necessary fee toaccessand readthearticle on the publisher’ssite.

e If,instead, the publisherhas chosento makethearticleavailableasan Instant Article on Facebook, it
willrenderimmediatelyinthe Instant Article format whenit is shared.?

People benefitinavariety of ways fromaccessing news content through Facebook. They can discover
newand diverse media content creators, including leading publications fromaround the world like The Daily
Telegraphand The New York Times, “borndigital” publications basedin Australialike The New Dailyand The
Conversation,or new and local sources of news. People canaccess news content through Facebook from
anywhereinthe world onavariety of devices—mobile, tablets, or desktop computers. They can post links to news
media content that they find meaningfuland engage ina variety of ways—suchas likes,comments, or shares—on
important topics with others. Through Facebook, people canalso “follow” publishers and media content creators

thatare valuable to them, creatingacurated stream of relevant news content.

2 |nstant Articlesis discussed belowin Section 1.B.1.b).



Wealso enable people to take action quicklyin response to news media content. For example, after
readingnews aboutanatural disaster, people can click ona“donate” button to give money to communities
affected by that disaster or, if theyare part of an affected community, use our “Safety Check” tool to communicate
with friends and family after the disaster®and our “Community Help” feature to offerassistance.

5. Dataand Transparency

Our core value to consumers comes from the highly personalised and relevant experience we provide.
Information that people share about themselves enables us to provide this experience,and is therefore integral to
the Facebook experience. Itis notancillary to the services that we provide oraseparate benefit that we derive from
providingthose services, but rather what makes those services possible in the first place.

We take the responsibility that comes with collecting people’s data very seriously, and work hard to
ensure that people understand what information we collect and the controls they have over howitis used. Weare
continually workingto provide clear, simple tools for people to manage their privacy. Our “privacy basics” portal

guides people through the process of understandingand managing their experience:®

#See Facebook Crisis Response, https;//www.facebook.com/crisisresponse; see also, e.g, Megan Rose Dickey, Facebook Makes It Easier to
Donate in Times of Crisis, TechCrunch,Nov. 10,2017, https;/techcrunch.com/2017/11/10/facebook-makes-it-easier-to-donate-in-times-of-
crisis/. Australian communities have activated Safety Check eight times since 2016, including after the bushfires in Kurri Kurri, New South
WalesinJanuary 2017and in Wungong, Western Australiain February 2017. See https;fwww.facebook.com/crisisresponse/kurri-kurri-new-
south-wales-wildfire-jan18-2017/about/; https;//www.facebook.com/crisisresponse/wungong-western-australia-australia-wildfire-febo8-
2017/about/.

4Facebook’s Social Good Forum Introducing Community Help and Donations In Live (Nov.17,2016), https;/newsroom.fb.com/
news/2016/11/facebooks-social-good-forumy.

»Facebook, Privacy Basics, https;fwww.facebook.com/about/basics.
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https://www.facebook.com/crisisresponse/wungong-western-australia-australia-wildfire-feb08-2017/about/
https://newsroom.fb.com/news/2016/11/facebooks-social-good-forum/
https://newsroom.fb.com/news/2016/11/facebooks-social-good-forum/
https://www.facebook.com/about/basics

You're In Charge

Learn how you're in control of your Facebook experience.

Manage Your Privacy Stay Safe and Secure
Learn how to customize your privacy settings so you can Explore ways to increase your account security and learn how
confidently share your moments. we help protect you.
Explore » Explore »
w Advertising Working Together
Find out how to control the ads you're shown so they're more Learn how data and technology help us connect and support
useful to you. you in new ways.
Explore » Explore >

Figure1:“Privacy Basics” Portal
Ourapproach to privacyis guided by our privacy principles:

e Wegive people control of their privacy. We work to make sure people know where their privacy
controlsare located on Facebookand how toadjust them so that they can make the privacy
choicesthatare right forthem. Forexample, our “audience selector” tool lets people decide with
whom theywant to share apost—with the public, only their friends, only specific friends, or only
themselves.?® Wealso invite people to take the “Privacy Checkup”to review and adjust their privacy
settings.”/

e Wehelp people understand how their data is used. Beyond our Data Policy,® which describes
our practices in detail, we also include education and tools in people’s day-to-day use of Facebook,
like the “ad controls”inthe top right corner of every ad and the “Ads Preferences” tool—both of
whichallow people to understandandinfluence the ads that they see on Facebook.?

e Wedesign privacy into our products from the outset. Our privacy team—uwith guidance from
various privacy experts—works to ensure that privacy-minded features and safeguardsare
incorporated at every stage of product development.

26 See Facebook, When | post something, how do | choose who can see it?, https;www.facebook.com/help/120939471321735°
helpref=fag_content.

7 Facebook, What’s the Privacy Checkup and how can I find it?, https;/www.facebook.com/help/443357099140264/.
#Facebook, Data Policy, https;www.facebook.com/policy.

9 Advertising controls are discussed in greater detail in Section I1.C.3 below.
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e  Weworkhard to keep people’s information secure. We work continuously to help protect
people’saccountsand build security into every Facebook product. Our security systems run
millions of times persecond to help catch threatsautomaticallyand remove them before they ever
reach people. People canalso use our security tools like two-factorauthentication to help keep
theiraccounteven moresecure3®

e People ownand candelete theirinformation. We give people tools for deletinganything they
have posted. People canalso delete theiraccountsat any time.

e Improvement is constant. Weinvestin research and work with experts beyond Facebook—
including designers, developers, privacy professionals and regulators—to develop new controls
and design them inways that people can understand and manage.

e Weareaccountable. We conduct comprehensive privacy reviews and put products through
rigorous data security testing. We also meet with regulators, legislators and privacy expertsaround
the worldto getinput on our data practices and policies.

Recent events have shown that we have more work to doto help people understand how Facebook works
and the choices they have over their data. We have heard quite clearly that privacy settingsand otherimportant
tools can be too hard to findand that we must do more to keep people informed.

Accordingly,we have made some changes to make data settings and tools even easier for people to find >
We have redesigned our entire settings menu on mobile devices from top to bottom to make things easier to find.
Instead of having settings spread across nearly 20 different screens, they are nowaccessible fromasingle place,
makingit easier for people to manage their settings and understand what information canand cannot be shared
withapps.®We have also introduced anew Privacy Shortcuts menuwhere people can control their datainjusta

few taps—andwith clearer explanations of how our controls work, as wellasannounced an Access Your

Information tool, whichwill provide a secure way for people to access and manage their information, suchas posts,

3°Facebook, What is two-factorauthentication and how does it work?, https;//www.facebook.com/help/148233965247823?
helpref=search&sr=1&query=two%:20factor.

3 Erin Egan, VP and Chief Privacy Officer,and Ashlie Beringer, VP and Deputy General Counsel,Facebook, Inc, It’s Time to Make Our Privacy
Tools Easierto Find (Mar. 28,2018), https;//newsroom.fb.com/news/2018/03/privacy-shortcuts/.

2/d.
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reactions,comments,and things they have searched for. People cango here to delete anythingfrom their timeline

or profile that they no longer want on Facebook 3

Your Information &

o Following and Followers.

Groups

Figure 2:Image of Access Your Information Tool
Itisalso ourresponsibility to tell people that we collectand use their datain language that is detailed, but
alsoeasy tounderstand. Thatis why we are in the process of updating our terms of service thatinclude our
commitments to those who use our platform,as wellas our data policy to better spell out what data we collect and

howwe useit.34

We have worked with regulators, legislators and privacy experts on these tools and updates,and will

continuetodoso.

3d.

3#See Erin Egan, VP and Chief Privacy Officer of Facebook, Inc.,, We’re Making Our Terms and Data Policy Clearer, Without New Rights to Use
Your Data on Facebook (Apr. 4,2018), https;/newsroom.fb.com/news/2018/04/terms-and-data-policy/.
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B. Value for Journalists and Publishers
Ourdiscussion to this point has focussed on the value that we provide for people. We nowturnto the
value that we provide for mediacontent creators. We are committed to supportinga healthy news media
ecosysteminwhichjournalism thrivesand media publishersare successful. As Mark Zuckerberg recently outlined:
Astrong newsindustryisalso critical to buildingan informed community. Giving
people a voice is not enough without having people dedicated to uncovering
new informationandanalyzingit. Thereis more we must do to support the news
industry to makesure thisvital socialfunctionis sustainable --from growinglocal
news, to developing formats best suited to mobile devices, to improving the
range of business models news organizations rely on.
We provide value to journalistsand publishersinavariety of ways. We help them build and engage their audiences,
we provide tools to help them monetise their content,and we provide services to help them manage the transition
todigital content distribution. Asa platform that links people and communities worldwide, we can also be a useful

newsgathering tool for publishersand journalists.

1. Facebook Helps Publishers Build and Engage Their Audience

We enable publishers of all sizes to find newaudiences and to engage with their current audience by
providingthemwithafree platformfor global content distributionand avariety of tools (many of whichare also
free) to promoteand monetise their content. Distribution of news content via Facebook and other digital
platformshas enabled new publishers to become establishedand to flourish around the world, including in
Australia.

a) How News Content Gets on Facebook

News contentis shared through Facebook by publishersand by users. Publishers may choose to establish

afree Facebook Page for their publication—a public profile that can be established by a public figure, business,

organisation,or otherentity to create anauthentic and public presence on Facebook. Then, publishers choose

¥See Mark Zuckerberg, Facebook Post, Building Global Community, Feb. 16,2017, https;/www.facebook.com/notes/mark-
zuckerberg/building-global-community/10154544292806634.
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what content they would like to make available on Facebook. Publishers may distribute theirarticles on Facebook
forfree by postingthemto their Page, or by makingthemavailable as Instant Articles3* Whena publisher
establishesaFacebook Page, it canalso post other types of written content, photos, or videos, schedule events,
and provide information aboutitself—all for free. We publish regular updates to our News Feed FYI blogas part of
our continued efforts to be transparent about how News Feed works and so that media content creators will
understand how content is rankedand displayedin News Feed.?’

People canalso “like” or “follow” the publisher’s Page, which will make posts by the publisher more likely to
appearinaperson’s News Feed. The Australian, for example, hasa Facebook Page that is both liked and followed by
over 800,000 people; those people are more likely to see content posted by The Australianin their News Feed 3
Hundreds of nationaland local Australian media outlets have established Facebook Pages. Many publishers have
added buttons on their ownwebsites (like the one below from The Canberra Times) to make it easier for readersto

follow them on Facebook and other social mediasites.

FOLLOW US ON FACEBOOK

f FACEBOOK

FOLLOW CANBERRA TIMES

Get notified when the big things happen.

KN 3 B

Figure3: Sample Follow Button

News media content canalso be shared by a person using Facebook. A person may post a link to news

media content offered by a publisheranywhere on the Internet. If someone clicks on the link, they will either be

¥ See Section I1.B.1.b) belowforadiscussion of Instant Articles.
¥ Facebook, News Feed FY/, https;/newsroom.fb.com/news/category/news-feed-fyj/.

¥ The Australian Facebook Page, https;/www.facebook.com/theaustralian.
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takento the publisher's website or, if the publisher has chosen to make that contentavailable through Instant
Articles, the shared article willautomatically renderas an Instant Article. As explained in Section Il.A.4 above, even
when news content is shared by people through Facebook, the publisher retains control overaccess to the
content. If the publisher has chosento put the sharedarticle behind a paywall, then the friends and family will need
topay the necessary fee to accessand read the sharedarticle on the publisher’s site. Many publishers encourage

article sharing by placing share buttons on their websites, like the one from The Canberra Timesbelow.

Home / News / ACT News

APRIL 13 2018 SAVE  PRINT

Severe weather warning and emergency call-outs as
storm hits Canberra

9 Doug Dingwall & W

= G savnvesmnce

A storm that swept into Canberra had the city's emergency services Make
responding to 21 requests for help as the weather bureau issued a your

severe weather warning. Website

Figure 4: Sample Article from The Canberra Times
b) How News Content is Displayed on Facebook

One of the primary ways that publishers use Facebook to connect with their audiences is by distributing
and promotingtheir content through or on Facebook. We do not place any exclusivity requirements on
publishers—i.e,we donot restricta publishers ability to distribute the samearticle elsewhere. Asa result, the same
article from The Australian may be available on Facebook through one or more of the methods outlined below, on
The Australian's ownwebsite, on other platforms,orin print.

Publishers may make news contentavailable on Facebook—free of charge to the publisher—in one of

three ways:
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1.Link Preview

Apublisher may postalinktoanarticle thatislocatedona
publisher'swebsite. If people click the link, they are takento the
publisher'swebsite to read the article,where the publisher can
monetise the trafficasits sees fit—e.g, serveits own advertising,
promote its offerings or emaillists,and implement paywalls to
drive subscriptions. Notably, we do not,and have never, required
media content creators to give people any amount of free access
tocontentiftheyclickonapublisher’slink (oftenreferredtoas
“oneclickfree”).

Wedo notreceiveany direct revenue whenaperson clicksalink 3

The Australian
v 1hr-@

Sufferers like Natalie are caught in the crossfire in a war on opioids.

Fine line between relief and craving in opioid war
Natalie Elliott is fed up with being treated like a drug addict.

THEAUSTRALIAN.COM.AU
[« FXRT
o Like

4 Comments

A Share &~

() comment

Figure 5:Sample Link Preview

2.Photo or Video Post

A publisher may post photo orvideo content on Facebook to
build orengage theiraudience. Whena personclicks onthe
content, itisavailable onthe Facebook platform,enabling the
visitor to view the photo or video without leaving Facebook. We
arealso testingan “ad breaks” product, whichallows the publisher
tomonetiseavideo post throughashortvideo advertisement
inserted during the video post. The publisher earns the majority
of theresultingad revenue.

ABC News
15hrs- @

What would you do if you stumbled on a pile of gold?

. e

- STRNANA - 9N

: A MINE WORKER FROM . &

S ———

RLIE STOLE (e

~BN

o Like £> Share &~

(O comment

Figure 6: Sample Publisher Post

¥|fthe publisherisaFacebook Audience Network partner, Facebook may receive some advertising revenue fromthe publisher. The

Facebook Audience Networkis discussed belowin Section I.C 4.
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3.Instant Articles

Instant Articles allowsa publisherto postafullarticle on
Facebook—thatis,a person who clicks onanInstant Article can
accessthearticle without navigating to adifferent website and
waiting for the article to load.° Instant Articles provides afast,
feature-rich reading experience on Facebook. Asaresult, Instant
Articles deliver more traffic to publishers#and are more likely to
be shared than mobile web equivalents. People are also over 7o
percentless likely toabandonan Instant Article due to the fast
load time. Onaverage, people read more articles when they see

Instant Articlesintheir News Feed. Atlantic

Instant Articles gives publishers the ability to selltheir own ads, My Family’s Slave

drive newsletter sign-ups,and monitorand track their traffic.Ifa She lived with us for 56 years. She
publishersells the ads itself, then it retains all of the associated s e e o
revenue. If the publisher relies on us to backfillthe ads through el

the Facebook Audience Network (whichis discussed below in

Section|l.C.4),thenwe and the publisher each earnashare of the T SR S ) e
resultingad revenue. More than 10,000 publishersaround the O 207k O 23

world use Instant Articles,includinga number of Australian
brands,and Instant Articles now pays out more than USD $1
million per day to publishers.

A publisher may choose whether to distribute their content via
Instant Articles or not.

Figure 7: Sample Instant Article

A publisher mayalso post Branded Content on Facebook. We define Branded Contentasany post—
including text, photos, videos, Instant Articles, links, 360 videos, and Live videos—that features a third-party
product, brand,or sponsor.#tis typically posted by media companies, celebrities,or otherinfluencers. We
introduced Branded Content to meet the needs of our publishers, many of whom had existing partnership deals

with marketers,and wanted to extend their branded content business on Facebook 43

4°While a publisher can publish Instant Articles for free, it canalso choose to pay to “boost” them.
“Whena personviewsan Instant Article, that traffic isattributed to the publisher.

42See Clare Rubin, Product Manager,and Nick Grudin, VP of Partnerships, Updates to our Branded Content Policy (Apr.8,2016), available at
https;/media.fb.com/2016/04/08/updates-to-our-branded-content-policy/.

4 While some publishers choose toadvertise on Facebook, they are not required to do so. Advertising is discussed in more detail below in
Sectionll.C.
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We do not charge publishers to distribute content through any of the three methods outlined above.
Publishers may, however, choose to pay to “boost” their content to reach more people or to target aspecific
audience#4One of the reasons publishers may choose to boost their content is to meet the commitments they
have made to their own advertisers (e.g, by boostinga post to drive more referral traffic to the publisher’s site,
where the reader willsee ads).

2. Facebook Helps Publishers Monetise

We help publishers of all sizes build and maintain their businesses. We provide tools to support publishers
across the fullspectrum of business models—whether subscription-based, ad-based, ora hybrid. We have also
createdasuite of features that enable publishers to earn the majority,and inmany cases all, of the revenue for their
contentwhenitis shared on Facebook—and off Facebook, on theirown mobile sites and apps through the
Facebook Audience Network.

We offer publishersavariety of ways to monetise their content on Facebook:

e Publisherscanserve theirownadvertisingin Instant Articles and receive 100 percent of the revenue
and control pricingfor other features.

e Publisherscanimplementapaymentwall. Paywalls give publishers control overaccess to their
contentand give themamechanism to convert readers to paid subscribers.

e Publisherscanuseavariety of advertising tools,including subscription calls to actionand publisher
barupsells,to drive subscriptions.

e Publisherscanbuild their user base by promoting their offerings oremaillists, which willenable them
toconvert usersinto paid subscribersinthe future ortoserveadsin the future.

e Publishers cantakeadvantage of industry-specific tools we have created for them—e.g, Branded
Content,whichallows publishers to extend their brand deals to Facebook,as discussed above in
Sectionll.B.1.b).

44See infraSectionl.C.1.
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TheInstant Articles feature discussed above in Section I1.B.1.b) offers publishers the ability to sell their own
adsand count their traffic.45Instant Articles pays out more than USD $1M per day to publishers. We continue to
work closely with publishers toimprove and build upon the Instant Articles offering. For example, in response to
feedback from publishers, we are now testing the implementation of asubscription paywallin Instant Articles.
People that choose to subscribe willbe directed to the publisher’'s website to complete the transaction, where the
publisherwill process the payment and keep all of the revenue 4

Wealso help publishers monetise off Facebook. By participating in Facebook Audience Network,#/
publishers can monetise and create engaging ad experiences on their own apps or mobile websites, througha
combination of access to Facebook advertisers and people-based marketing. Publishers retain the majority of the
revenue foradvertisements placed ontheirsites through Facebook Audience Network.

3. Facebook Helps Journalists with News-Gathering

Journalists use Facebookasa toolto support their news gatheringand story-writing process. For
example, journalists use Facebook to discover untold stories and asacommunication tool to reach out to
individuals. We also provide tools to journalists at no cost to support their news-gatheringand reporting, such as
our CrowdTangle tool described belowin Section1.B.4. CrowdTangle provides detailed social mediaanalytics to
help media content creators measure their performance onsocial mediaand identify great stories. Recently, we

launched CrowdTangle for Local News, which helps newsrooms find local stories.

4 Forexample, Zach Leonard, the Digital Managing Director for The Independent, recently explained: “[ 1Tn Facebook Instant Articles we
actually monetise withinthe application itself by advertising that is sold by Facebook on our behalf and we gain arevenue share from them.
That has been quite asuccessfulareaforus.” Competitionand Markets Authority, Notes of a hearing with The Independent, October 26,
2017,21st Century Fox/Sky Merger Hearings, available at https;/assets.publishing.service.gov.uk/media/sao2fase4ofob6obo48399ee/the-
independent-hearing-transcript.pdf.

4Fitz Tepper, Facebook is now testing paywalls and subscriptions for Instant Articles, TechCrunch (Oct.19,2017), available at
https;/techcrunch.com/2017/10/19/facebook-is-now-testing-paywalls-and-subscriptions-for-instant-articles/.

4 Facebook Audience Networkis discussed in more detailin Section I1.C.4.
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4. Facebook Supports Publishers and Journalists in the Transition to Digital
Content Distribution

Overthe past several decades, innovation and technological change have resulted in significant shifts
worldwide inthe way that informationisaccessed and consumed. For publishersand journalists, these changes
have created challenges and uncertainties, as wellas opportunities. Weactively collaborate with media content
creators tosupport themin maximising their reachand engagement on our servicesandtolearn how tobe a
better partner. Our Media Partnerships Team works with media companies and media content creators of all sizes
toassist theminachieving their objectives on Facebook and to collaborate on relevant product development, so
that publishers can build new audiences, engage with their current audience, gatherand promote news,and build
their businesses through advertising, branded content,and subscriptions.

In January 2017, we launched the Facebook Journalism Project to support journalism globally and to build
stronger relationships with the mediacommunity.¢ Through this Project, we are collaborating with journalistsand
publishersto develop products, learning from journalists about ways we can be a better partner,and working with
publishersand educators on how we can equip people with the knowledge they need to be informed readersin the
digitalage.

The Facebook Journalism Project has three pillars:

O collaborative development of news products, through which we willdeepen our collaborative
relationship with news partners, connecting them with Facebook product and engineering
teams;

O trainingand tools forjournalists, through which we are introducing new resources for

newsgatheringand reporting, including training courses in 9 languages and a certificate program
via Poynter Institute for Media;and

iii) trainingand tools for everyone, through which weare partnering with organisations to better
understand and promote news literacy both onand off Facebook, as wellas continuing our
effortstoidentifyand reduce the spread of news hoaxes.#?

48 See Fidji Simo, Dir. of Product, Introducing: The Facebook Journalism Project (Jan.11,2017), available at https://
media.fb.com/2017/01/11/facebook-journalism-project/.

49See Facebook, Facebook Journalism Project, https;//www.facebook.com/facebookmedia/get-started/facebook-journalism-project.

24


https://media.fb.com/2017/01/11/facebook-journalism-project/
https://media.fb.com/2017/01/11/facebook-journalism-project/
https://www.facebook.com/facebookmedia/get-started/facebook-journalism-project

While we have taken many steps as part of the Facebook Journalism Project,afew examplesare
particularly relevant to the Inquiry. For example, as part of the collaborative development of news products,
publishers have asked us to provide more support for their subscription business models. Recognising how
important this was to certain publishersand the news industry, we built a paywall for news content in Instant
Articles,and we are now testing this feature in the U.S.5° This paywall feature allows publishers to determine what, if
any, of their content should be made available at no charge and what should be behind a paywall. Paywalls also
provide publishers with converting readers into paid subscribers. We have also provided publishers with a variety
of advertising tools to drive more subscriptions.

With respect to trainingand tools, we provide our CrowdTangle tool free of charge to media content
creator partners. CrowdTangle,whichwas offeredforafee priortoits acquisition by us in 2016, allows media
content creator partners to track the performance of their content in real-time across various social media
platformsand to compare it with the performance of other publishers’ content.> Our Media Partnerships team
also performs analysis of reach, engagement,and content for our partners.

With respect to trainingand tools for people, we have partnered with leading news literacy organisations
to help people be more informedabout the news they read and share onand off Facebook.

5. Facebook Is Working to Build an Informed Community

Aninformed, global community requires astrong news industryand journalists dedicated to uncovering
andanalysingnewinformation. Internet and mobile technology has changed the way people consume news today.
By reducing the cost of distribution,more journalists and publishers can (and do) create and distribute content to
more people—and doit fasterand more easily. It is our responsibility as an information distributor to amplify the

goodeffects of information sharingand to mitigate the bad. We are working to createand maintainan

°See Tepper, supranote 46.

>'See,e.g,Sarah Kessler, The Secret Toolthat Upworthy, BuzzFeed,and Everyone Else Is Using To Win Facebook, FastCompany (Jan.23,
2015), available at https;//www.fastcompany.com/3040951/the-secret-tool-that-upworthy-buzzfeed-and-everyone-else-is-using-to-win-
facebook; Casey Newton, Facebook buys CrowdTangle, the tool publishers use to win the internet, The Verge (Nov.11,2016), available at
https;//www.theverge.com/2016/11/11/13594338/facebook-acquires-crowdtangle.
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environment for professional journalism to thrive on our platformandfor people to receive the content they want
tobeinformed. We want to make sure the time people have on Facebook is spent engaging with authentic and
meaningful content.

At the same time, we are working to combat false news and bad actors by:

e Collaborating with others to find industry solutions. Through the Facebook Journalism Project,
we are working with publishers, journalists and educators to equip people with the knowledge they
need to be informed readersinthe digital age.

e Disrupting economic incentives. Whenit comes tofighting false news, one of the most effective
approaches is removing the economic incentives for traffickers of misinformation. We have found
thatalot of false newsiis financially motivated. These spammers make money by masqueradingas
legitimate news publishersand posting hoaxes that get people to visit their sites, whichare often
mostlyads. Some of the steps we are taking include:

e Applyingmachine learning to assist our response teams in detecting fraud and enforcing our
policiesagainstinauthentic spamaccounts;and

e Updatingourdetection of fake accounts on Facebook, which makes spamming/spreading false
newsat scale much harder.

People tellus they do not like stories that are misleading, sensational or spammy. Thatincludes
clickbait headlines that are designed to getattentionand lure visitors into clickingonalink. In
response to this feedback, we have made updates to News Feed so:

e Peopleseefewerstoriesfromsourcesthat consistently post clickbait headlines that withhold
and exaggerate information;and

e Repeatoffenders that repeatedly share stories marked as false will no longer be allowed to
advertise on Facebook.

e Building new products. Weare building, testingand iterating onarange of new products to limit the
spread of false news and help people findamore diverse range of topics, news stories,and viewpoints
on Facebook. This helps connect people to more diverse information and lays the cornerstone of a
moreinformed community.

¢ Helping people make more informed decisions. We want toempower people to decide for
themselves what to read, trust,and share. We promote newsliteracy and work to inform people with
more context.
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Weareinvesting considerable resources infighting false news; on our most recent earnings call, Mark
Zuckerbergwarned investors that these investments “will significantly impact our profitability.” However, our
workis not done. We are committed to continuing to build and improve the ways that we support a healthy global
news ecosystemand promote authentic, meaningful news media content on Facebook.

C. Value for Advertisers

Facebook makes it possible forabusiness of any size to connect with customers locally, nationally,and
globally through advertising. We have enabled a whole new generation of entrepreneurs and smalland medium-
sized businesses to reach national and even globalaudiences. Most of these businesses would likely have been
unable toafford print or television advertising that would have provided the same potential reach and returnon
investmentasadvertising on a platform like Facebook. While,as the ACCC notes at page 16 of the Issues Paper,
digital advertising isaccounting foragrowing percentage of overallad spendin Australia, digital platformslike
Facebookarealso growing the totalamount of ad spend by making it possible for Australia’s smalland medium-
sizedbusinesses to reach customersinlocal communities, in Australia,and around the world 53

Worldwide, over7 million businesses, the vast majority of which are small businesses, now advertise with

us regularly,and this figure is growing54In Australia, more than 350,000 businesses placing advertisements on

52Facebook, Inc, Fourth Quarterand Full Year 2017 Results Conference Call, Jan. 31,2018, available at https;//s21.q4cdn.com/
399680738ffiles/doc_financials/2017/Q4/Q4-17-Earnings-call-transcript.pdf.

%3 See Australian Communications and Media Authority, Communications Report,2016/17,at 40 (2017) (“Commercial Economic Advisory
Service of Australia (CEASA) datafor the year ended 31 December 2016 shows that combined advertising expenditure across the main media
categories—print, television, radio, online,outdoorand cinema—increased by 7.8 per centin 2016 to $15.3 billion.”), available at
https;//www.acma.gov.au/-media/Research-and-Analysis/Report/pdf/Communications-report-2016-17-pdf.pdfela=en. In 2016, “[t Jhere were
alsoincreases in outdoor advertising of 16 per cent, cinemaadvertising of five per cent and radio advertising expenditure of three per cent.”
Id.at 4.

>4 See Kathleen Chaykowski, Sheryl Sandberg: Facebook Hit 5 Million Advertisers By Turning Users Into Marketers, Forbes, Apr.10,2017,
https;/www.forbes.com/sites/kathleenchaykowski/2017/04/10/sheryl-sandberg-facebook-hit-5-million-advertisers-by-turning-users-into-
marketers/#71495cb2egod.
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Facebook spentlessthan $100 USDin2017. Fewer than 150 Australian businesses spent more than $1IMUSD
placingadvertisements on Facebookin 20175

1. How Ads Are Placed on Facebook

Facebook makes it easy forany size business to create effective and high quality ad campaigns. First,any
business can “boost” one of the posts fromits Facebook Page. Boosting posts can help any business reach their
business goals regardless of advertising experience. When a Facebook business posts to its Page, the business can
selectthe “Boost Post” button to quickly create a Facebookad usingits post. The ad will look just like the Page post
itis based on, except that it willhave a“Sponsored” labelin the top-left corner. Boosted posts are an easy way for
businesses to get more people to like, shareand comment on the posts they create. Boosted posts are also away to
reach new people whoarelikely interested inabusiness’s content but do not currently follow the business on
Facebook. Boosted posts canincludeacall-to-action buttonto drive people to take otheractions the business
caresabout, like bookinganappointment, signing up foranewsletter,and more.

Businesses canalso choose to create their own ads through “Ads Manager,” our user-friendly online
portal that makes it easy forany size business to create a high quality ad campaign. It isanall-in-one toolfor creating
ads,managingwhenandwhere they willrun,and tracking how wella campaign is performings® To placeanad,an

advertiser logsinto the Ads Manager portaland follows these five easy steps:

% Apart fromadvertisements, businesses also benefit from Facebook by using the platformto connect directly with other businesses and
with customers. For example,astudy of Australian smalland medium-sized businesses on Facebook found that 69% of them state that the
platform helpsthemattract customers, 61% of them say them have increased sales because of the platform,and 78% of them believe
Facebook helps to connect people intheir community. See Facebook, Economic Impact Survey: Australia Data,
https;/facebook.morningconsultintelligence.com/countries/australia#Stats. More than one million small businesses in Australiahave a
Facebook Page,and more than 8o percent of Facebook’s Australian users are connected to at least one small business in Australia. In total,
about 200 million people around the world are connectedto a businessin Australiathrough Facebook.

56 See Facebook, Ads Manager, https;/fwww.facebook.com/business/learn/facebook-ads-reporting-ads-manager.

7 See Facebook, Getting Started with Ads, https;/fwww.facebook.com/business/learn/facebook-ads-basics.
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First,theadvertiser selects an ad objective,away to clarify its marketing goals for campaigns or even
individualads. While the objectives can be granular—for example, video views, page posts, or website
clicks—theyfallunder threelarger goals of awareness, engagement,and conversion.s®

e Second,theadvertiser selects the criteriafor targeting itsaudience based on demographics (e.g, age,
gender, education),location,interests,and behaviour (e,g, purchase behaviour, device usage) .5

Facebook does not reveal any personal dataabout its users to the advertiser; the criteriais only used
todefine the targetaudience.

e Third theadvertiser chooses where it wants to runthe ad, either on Facebook, Instagram, or the apps
andwebsitesinthe Facebook Audience Network—oracross themall. Inthis step, the advertiser can

also choose to runads on certain mobile devices.®©

e Fourth theadvertisersetsits daily or lifetime budget and the time period during which it wants its ads
torun.®’ Advertisers also can change their budget or pause advertisements at any time.

e finally,theadvertiser chooses the formatand creates thead.®?
Facebookallowsadvertisers to manage and edit allad settings throughout the life of a campaign.

2. How Ads Are Delivered on Facebook

Afteranadvertiser createsacampaign, it enters the ad auctionand bids to have itsadvertisement shown
tothe right people on Facebook. Ouradauction is built to maximise value for businesses and people by balancing
creating value foradvertisers (by helpingthem reachand get results from people in their target audiences) with
providing positive, relevant experiences for people using Facebook.52 Our goalis to match the right ad to the right
personat theright time. Thisis different than atraditional online advertisingauction because the winneris not
necessarily the ad with the highest monetary bid, but the ad that creates the most total value. Asmaller bid could

wintheauctionif the adis much better-suited to the person.

% See Facebook, Facebook Ad Objectives, https;/www.facebook.com/business/goals.

% See Facebook, Choose Your Audience, https;//www.facebook.com/business/products/ads/ad-targeting.
60 See Facebook, Ad Placement, https;www.facebook comybusiness/products/ads/how-ads-show.

©1See Facebook, Getting Started with Ads, https;jwww.facebook.com/business/learn/facebook-ads-basics.
ed.

83 Weare transparentabout ourapproachand explain it ininformation available toadvertisers and the public. See, e. g, Facebook, About the
delivery system: Ad auctions, https;//www.facebook.com/business/help/430291176997542.
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Inpursuit of these goals, we calculate a “total value” for every ad, taking into account the advertiser’s bid,
estimated actionrates (i.e,how likely we thinka given personis to take that action),and the ad’s quality and
relevance toaperson (i.e,howinterested we thinka personwill be in seeing the business’s ad with measures of its
overall quality and specific relevance). We then rank that ad against other adsa personis eligible to receive. The ad
with the highest “total value” wins the auction andis shown to the person. By putting the right ad in front of the
right personat the right time, we help advertisers maximise their return on investment and achieve better
outcomes.

While the ad auction decides which ad opportunity to showagiven person,our pacing system helps
maximise advertiser value by minimising advertiser cost per result. The pacing system does this by utilisinga
discount bidding strategy, which deploys the advertiser’s budget on results with the lowest costs and aims to spend
budget evenly overthe course of the advertiser’'s campaign.® These tools enable advertisers to serve ads on
Facebookinamore targeted wayandatalower cost than many of the other options available to advertisers.

3. Personal Control over Advertising on Facebook

We empower people to exercise agreat deal of control over the advertisements that are delivered to
them, particularly compared to other modes of advertising, such as television, print,and outdoor displays. In
particular,we give people tools to provide feedback on the ads that they see, which has animpact on the choice of
adsthat they willseeinthe future.

As Facebook isanadvertising-supported service, people cannot opt out of advertisementsaltogether,
but we provide several options to give them more control over the criteriagoverning the advertisements they see.
Facebook enables users toset theirown advertising preferences. Through our Ad Preferences tool,®>a person can
remove interest categories that have been associated with herand add interest categories for which she would like

toreceive relevant advertisements. People can also select “Hide ad,” which helps us avoid showing them more ads

%4For more information, see Facebook, Your Guide to Facebook Bid Strategy 6 (Sept. 2017), available at https;//go.fb.com/rs/267-PVB-
o41fimages/BiddingStrategyGuide_FINAL.pdf.

% A person canaccess the “Ad Preferences” page either directly through the “Settings” option or through the explanatory window shown
afterselection of the second option behind the “x” on the top right corner of an ad. (This option reads “Whyam | seeing this?”)
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like the one viewed. In addition, if a person does not want us to deliver ads to her based oninformationabout her

activities on third-party websites or mobile applications, she can opt out through the Ad Preferences settings.

City of Sydney
Sponsored * & ﬁ] Save link
To celebrate the Year of the Dog, we t

of Sydney residents and their canine JEE Iy

See fewer ads like this

(1) Report ad

(@) Why am | seeing this?
Create similar ad

£ Turn on notifications for this post
This ad is useful
</> Embed

¥ More options

Free dog training in Zetland

Sign up for 3 free d-based training
WHATSON.CITYOFSYDNEY.NSW.GOV.AU Leannore
Q0 255 146 Comments 34 Shares
oY Like (O comment /> Share [ R

Figure 8 Sample Ad with Options Displayed
Ourability to deliver relevant advertisements benefits both the individual, who avoids the inconvenience
of irrelevant advertisements,and the advertiser, who avoids wasting advertising impressions on uninterested
consumers. Inthis regard, the interests of Facebook, our users,and ouradvertisers are aligned: each wishes for
peopleto see relevantadvertisements.

4. Facebook Audience Network

We launched Facebook Audience Network in2014 to enable advertisers to extend the delivery of their
advertising campaigns off Facebook to Facebook users on third-party mobile websites and mobile applications.
Through Facebook Audience Network, we match advertisers seekinga broader audience to businesses looking to
fill their unsold advertising space on their mobile apps and websites. We then deliver advertisements on these
third-party businesses’ properties.

Touse Facebook Audience Network,advertisers simply choose itasan optionin the Ads Manager
platform. Facebook Audience Network is currently onlyavailable for certainadvertising objectives, suchas

increasing traffic to the advertiser’s website. For other objectives, suchas driving people to view an advertiser's
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Facebook page, Facebook Audience Network currentlyis not available because it would not be an optimal way to
achieve the objective. The process for creatingan advertising campaign that incorporates Facebook Audience
Networkis the same as for Facebook-only campaigns.®®

We have direct contractual relationships with the third-party businesses whose advertising space is
ultimately filled,including many media content creators around the world. Our partnerships with these businesses
are not exclusive. A business can continue selling its advertising inventory through other channels or directly to
advertisers. The business receives the majority of the revenue collected from the advertisers that place ads on
Facebook Audience Network.

5. Aligned Interests

Facebook, like many other platforms,isable to offer advertisers the ability to reach alarge and engaged
user base.Indeed,as noted above, our primary source of revenue is the sale of advertising, whichin 2017 accounted
forapproximately 98 percent of the company’s revenue.

That revenueisacritical factorin ourability toattract and retain users, because it funds our continuing
investments inimproving the services that we offer. Facebook depends on this positive feedback loop (also
sometimes referredtoasa“virtuous cycle”):if the services we provide are valued, they drive user engagement and
retention (and growth), whichin turn drive advertising revenues that are then used to fund furtherinnovations to
improve the user experience. In thisway, the interests of Facebook, our users, businesses,and ouradvertisers are
closelyaligned. Allare better off when people are happy with the Facebook platform:as our platformimproves,
people derive greater value fromitand have more reasons to use it. Advertisers, in turn, continue to find Facebook
anattractive way to reach those people.

Advertising should not be thought of asan “add on” that is unrelated to a person’s Facebook experience.
Rather,advertising content, like user-generated and publisher-generated content,formsanintegral part of the

Facebook userexperience. Thatis why we work hard to present people with paid content that isjust as relevant and

% Forexample, the same targeting options,auction process,and advertising images are used for campaigns that incorporate Facebook
Audience Networkand Facebook-only campaigns.
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usefultothemasany non-paid content. The deeply interconnected nature of paid and non-paid content on
Facebookis clearly highlighted by the fact that we use similar, if not the same, information to rank non-paid content
andadvertising content for users. The overall Facebook experience for individual usersis built from both paidand
non-paid content using the information shared by that person. The data that allows us to surface arelevantarticle
based on contentthe person previously found engaging, for example, also allows us to show the personanadfora
subscription to that same news publication.

Il Facebook Has to Compete Vigorously to Attract People, Media Content Creators, and Advertisers

We compete onmultiple sides of a multi-sided platform. On one side,we compete for the interest and
attention of people,includingagainst the many ad-supported online platforms. There isavast and ever-growing
number of these ad-supported platforms, each of whichalso deploys avariety of engaging features inan effort to
capture userattention.

Onanother side,we compete against a wide variety of other online platforms and offline distribution
outlets toattractand distribute media content. Competition for this distribution is vigorous and rapidly evolving,
Many consumers “multi-home”-meaning, they access and consume content from different sources across
multiple platforms. Asaresult, media content creators overwhelmingly make their content available acrossarange
of distribution models. Ultimately, consumers tend to spend their time and attention on the websites, platforms,
andapps that provide the mostinnovative and valued services and user experiences.

Andonathirdside,we compete foradvertising revenue with the same platforms against which we
compete foruserattention,as wellas with numerous other channels. This competition is significant. Advertisers
typically do not have long-term commitments with us,and most advertisers diversify theiradvertising spending
across multiple online and offline platforms, including television. They also typically devote arelatively small
portion of their overalladvertisingbudget to Facebook.

A Multi-Sided Platforms

The economic principles governing how firms compete in single-sided markets differinimportant ways
from the principles that govern multi-sided platforms. These differences should be taken intoaccount when

analysing the potentialimpacts on competitioninsuch markets.
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Multi-sided platforms (also referred to as multi-sided markets) are unique from firms that compete in

single-sided marketsin two important ways:

e First;multi-sided platforms connect distinct groups that interact with each other through the
platform.Many online and offline services—such as Facebook, Dailymotion, Google, Pinterest,
Snapchat, Twitter, YouTube, Stan,and Foxtel (to name only afew examples)—are multi-sided
platforms connecting people, media content creators, advertisers,and other customer groups.®”

e Second,interactions between the distinct groups create cross-market network effects, whereby the
actions of participants onany side of the platform, or of the platformitself, affect participantson
othersides of the platform (or the functioning of the platformitself).%®

These cross-platform network effects can be positive or negative. A positive network effect occurs when

“thevalue that a customer on one side realizes from the platformincreases with the number of customers on the
otherside.”® This can generate a “positive feedback loop”as described in Section Il.C.5above. A negative network
effect reflects the inverse—when the multi-sided platform becomes less popular to all sides because membership
ononeside decreases. A negative network effect can trigger a negative feedback loop which, if not controlled, can
quickly leadto the platform failing,

Forexample,as discussed in more detailabove in Section Il.A.2,we received feedback from the community

that people wantedto see less public content in their feeds. In response to this feedback, we made updates to News

Feedto prioritise content from people’s friends and family over news and other public content. If we ignored this

feedback, however,our platform may have becomeless valuable to people, some of whom would leave, whichin

7 Multi-sided platforms commonly connect other groups as well. For example, Airbnb connects people searching for a place to stay with
homeowners renting their properties,and the Apple App Store connects Apple product users with application developers offering
applications.

%8 See Secretariat, Executive Summary,inPoLICY ROUNDTABLES: TWO-SIDEDMARKETS 11,11 (Organisation for Economic Co-operationand
Development Competition Committee,2009) (OECD Paper);see also, e.g., David Evans, Background Note, in POLICY ROUNDTABLES: TWO-
SIDEDMARKETS 23,29 (Organisation for Economic Co-operationand Development Competition Committee,2009); David S. Evans &Richard
Schmalensee, The Industrial Organization of Markets with Two-Sided Platforms,3 COMPETITION POLYINT'L 151,152 (2007).

69 Evans, supranote 68,at 29.
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turnwould reduce the platform’s value to advertisers, leading to decreased revenuesandaless innovative and
attractive platformforthe people that remain,who would thenleave in greater numbers,and so on.”®

Unlike single-sided firms,a multi-sided platform must balance the interdependent demands of allits
distinct customers.”

The ACCC hasrecognised the importance of lookingat all sides of amulti-sided market. Inits
consideration of News Corporation’s proposedacquisition of APN News & Media Limited’s Australian Regional
Mediadivision,forexample,the ACCC explained that “the analysis of competition on one side of the newspaper
‘platform’ cannot beisolated from the analysis of competition onthe other side,”and that “[i]tis necessary to
consider the interrelated nature of demand.””?“For example,anincrease in demand by readers ona particular
platformwill be likely tolead toanincrease in demand from advertisers for advertisingon the other side of the
same platform.”73

The ACCC madeasimilar statement,againin the media context, inits decision not to oppose Seven West
Media Limited’s proposedacquisition of The Sunday Times publicationand website from News Limited: “Media
markets can be characterised by theirinterdependent two-sided nature. Suppliers of media platformsacquire or
develop contenttoattract consumers,whichinturnattracts advertisers....Because digital and print news

platformsare two-sided in nature, itis necessary to consider the inter-related nature of demand.”7+

7°See,e.g, Evans & Schmalensee, supranote 68,at 159 (describingafeedback loop created by raising prices on one side of a platform).

7' The different sides of a platformare interdependent to the extent their decisions affect each other, evenindirectly. Inthe context of multi-
sided platforms, network effects have also been referred toas cross-group externalities or indirect externalities. See, e.g, Mark Armstrong,
Competition in Two-Sided Markets,37 RAND J.ECON. 668 (2006); OECD Paper, supranote 68,at 11. The threat of triggeringa negative
feedback loop constrains how multi-sided platforms operate,a constraint not present for single-sided firms. David S. Evans & Michael Noel,
Defining Antitrust Markets When Firms Operate Two-Sided Platforms,2005 Colum.Bus. L. Rev. 667,671 (2005) (stating that feedback loops
inmulti-sided platforms “may provide an economically important constraint” with respect to market definition).

72News Corp.- proposed acquisition of APN News & Media Limited’s Australian Regional Media division - ARM (1 Aug. 2016), available at
httpy/registersaccc.gov.au/content/index.phtml/itemld/ii200083/fromitemid/751043.

31d.

74Seven West Media Limited - proposed acquisition of The Sunday Times publicationand website from News Limited (27 May 2016),
available at http;/registers.accc.gov.au/content/index. phtml/itemid/1198464/fromitemid/751043.
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While the ACCC has cautioned that “[i]n two-sided markets, if one market participantisable to geta
substantial number of users onits platform, this may be sufficient to lead the market to tip toadominant platform
ormonopoly,”it has also acknowledged that “tippingis not guaranteed and is less likely to occurin dynamic
industries.”7sInaddition, “animportant factor in considering whether a two-sided market s likely to tip is whether
market participants on either side of the market single-home or multi-home. Thatis,whether users simultaneously
use more thanone platform toaccess the relevant goods or services. To the extent that users on both sides of the
market do multi-home, the likelihood of tipping is lessened.””®

The economic tools that regulators have traditionally used to define the markets within which to examine
competition—suchas the Smallbut Significant Non-Transitory Increase in Prices (SSNIP) test—do not accurately
account forthe complexities of multi-sided platforms.” These look to the loss in sales that would make asmall price
increase unprofitable. Forasingle-sided firm, these tests only need to account for losses from one group of
customers (eg,Side A). Onamulti-sided platform,additional potential losses need to be takenintoaccount. For
example,amultiplier effect can magnify the losses on Side A if areduction in demand from Side A reduces demand
by Side B, which further reduces demand from Side A7 Further, the negative feedback loop resultsin losses toall
sides of the multi-sided platform (i.e, Side B), even if the magnitude of these cross-platform effects areasymmetric
intheirstrength.”? Accordingly, understanding whether amarket has multiple sides, as well as the impact this
market structure can have onthe players withinit, are critical factors inany competitive analysis.

B. Facebook Competes in a Multi-Sided Market

Facebookisamulti-sided platform. It connects distinct groups of customers—people, media content

creators,andadvertisers—with one another. People and media content creators are connected with one another

7> ACCC Determination to Authorise JV Arrangements Between Taxi Companies lodged by iHail (22 March 2016), available at
https;//www.accc.gov.au/systemffiles/public-registers/documents/D16%2B35596.pdf.

%1d.
77See Evans & Noel, supranote 71,at 699-700.
78See id, at 700.

79Seeid.
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based onagiven person’s preferences and connections to friends and Pages. Similarly, people are connected with
advertisers offering products and services that are relevant to that person’sinterests,and advertisers are
connectedwith people who might want to purchase their products or services. These relationships create cross-
platform network effects through which each side is better off as the other sides grow.

Anincreased user base means boththat mediacontent creators can distribute contentand advertisers
canshowadstoalarger pool of potential customers. At the same time, additional media content means that we will
haveamore robust offeringtoattract and maintain users,and having more advertisers means that we will have
more resources to develop new servicesand to continue to offer those services to people at nofinancial cost.

The Digital Platforms Inquiry Issues Paper recognises some of these dynamics. As the Issues Paper
explains, central to the assessment of market power “is the recognition that digital platforms provide services to
different types of users (e.g, consumers seekingto search the Internet and advertisers seekingto reachan
audience) andthat the demand for the use of a platform by the different types of users can be interdependent (e g,
the value of asearch engine to advertisers can depend on the numberand type of consumers who use it).”°
Managing this “interdependence” successfully isa critical task fora multi-sided platform like Facebook.

The ACCCalsorecognisesanadded complexity: the potential for network effectsina multi-sided market.
Inparticular, “interdependence canlead to different types of network effects for one or more groups of users (e g,
the more users onasocial media network increases the value of that network for other usersaswellas for
advertisers).”® These types of network effects can have the effect of magnifyingthe competitive constraints on
participants inamulti-sided market,asactionsin one side of the market could have amore significant effectin
othersides of the market.

Some of the multi-sided market dynamicsat play are reflectedin Figure 1to the Issues Paper, which
summarises the relationships between digital platforms, media content creators, businesses and consumersinthe

supply of news and journalistic content. The figure does not, however, capture all of the relevant dynamics at play.

8|ssues Paperat18.

&d.
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Forexample, it does not reflect the fact that media content creatorsand publishers use digital platforms to
monetise their content, as explained in more detailabove in Section I.B.2. The figure also fails to identify the other
forms of value that media content creators get from digital platforms, including increased distributionand web
traffic to their own websites as well as the ability to connect and engage with theiraudience.

Inaddition, Figure 1does not adequately capture the value that digital platforms provide to consumers by
simplifying the relationship to “free services.” As described above in Section Il.A,consumers derive significant value
from Facebook,including the ability to connect with family, friends, Groups and businesses that matter to them,
and the ability to access diverse news media content. Underscoring this value to consumers, thereisagrowing
body of research that has examined the “consumer surplus” generated by free-to-use internet services, to quantify
the value derived by the individuals who use them.®> These studies show the significant benefits that online
products create for society, with one recent paperattributing $48.34 per consumer per month in value to
Facebook®

Figure1also misstates what digital platforms provide to business. Facebook does not sell or provide data
toadvertisers. We provide them theability to target theiradvertisements.

Finally, the figure correctly notes that media content creators collect datafrom consumers, but neglects
toshowthat, like digital platforms, media content creators also provide targeted advertising services to

businesses .3

82See, e g, Avinash Gannamaneni, Using Massive Online Choice Experiments to Measure Changes in Well-being (2016, MIT), available at
https;/dspace.mit.edu/bitstream/handle/1721.1/109654/987004031-MIT.pdf?sequence=1;Boston Consulting Group, Follow the Surplus: How
U.S. Consumers Value Online Media (2014), available at http;//image-src.bcg.com/images/Follow_the_Surplus_Feb_2013_tcmg-99551.pdf;
Erik Brynjolfsson & Joo Hee Oh, The Attention Economy: Measuring the Value of Free Digital Services on the Internet, Thirty Third
International Conference on Information Systems, Orlando 2012,at 15 (2012), available at
https;/aiselaisnet.org/cgifviewcontent.cgi?article=1045&context=icis2012.

83See Gannamaneni, supranote 82.

84See infranote 106.
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1. Competitionfor User Attention

Ad-supported online platforms compete vigorously to attract and retain users. Because of the multi-sided
nature of these online platforms, the presence of active users (and the time they spend ona platform) provides
value to media content creators by increasing their potential reach (and therefore monetisation) andalso to
advertisers, which, inturn,enables the platform toattract advertising revenues. And it is those advertising revenues
that fund our development of features and functionality for users—that is, we, like many Internet services, are
funded by advertising rather than user fees. Maximising user value and engagement is therefore critical for
Facebooktosurviveand thrive.

We compete with many otherad-supported online services,and not just other social media companies,
foruserattention.Regardless of howa platform gains user attention—whether by offering features similar to
those that we currently offer or other features—the platform competes with us if it seeks to capture the limited
supply of online userattention.

We currentlyattempt toattract userinterest and attention by offering—and constantly updatingand
improving—a wide variety of tools and features, in an effort to maximise user value (as explained above in Section
IIl.A). Facebook beganasaway for college students to stay connected by visiting their friends’ profile pages. While
still maintaining this function, Facebook has evolved to allow users to connect, share, discover, transact,and
communicate with others through a wide variety of productsand services that are provided at no cost—including,
but notlimited to, messaging, content sharing, live video, games, payment solutions,and buyingand selling listings.

Online platformsattract attention in different ways, offering numerous features, products,and services
thatare constantly evolvingand that defy simple categorisation. We must compete withall of them for user
attention.Forexample,Snapchat beganasaservice for sharingephemeral pictures.2However, the service quickly

expanded with many other competitive productsand features, includingasocial network, non-ephemeral

8See Let’s Chat,Snap Inc. (May 9,2012), available at https;/www.snap.com/en-US/news/page/s/.
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messagingand sharing,and even peer-to-peer payments, to name afew.® Inall of these iterations, the service
commands time and attention of users—and continues to compete with us,

Google, Yahoo!,Microsoft, Amazon, BuzzFeed, LinkedIn, Twitter, Snapchat, Pinterest, Yelp, Candy Crush,
Clash of Clans,Pokémon Go,*”and Dailymotion (to name but afew further examples)—together withawide range
of news mediaand other websites—also allcompete with us to capture user attention by offeringawide variety of
attractive products, tools,andfeatures.

While our platformis popular, the reality is that we are still just one small part of how people connect with
friends,family,and the worldaround us. Hundreds of other popular messaging services and photo and video
sharingappsare available, free to useandjust a click or tap away. The average person now uses eight different
services to connectand communicate, twice as many as five years ago.®* Multi-homing between these apps is
commonplaceand growing. For example, Pew Research recently found that 87 percent of Americans on Facebook
alsouse YouTube,overathirdalso use Pinterest (37 percent) and Snapchat (35 percent) and just underathirdalso
use LinkedIn (33 percent) and Twitter (32 percent).®

Due to multi-homingand the widespread use of mobile devices that allow for easy adoption of and

switching betweenapps, people can easily spread their limited time across more platforms than ever.So

8 Douglas MacMillan, Snapchat Valuation Nears $18 Billion, Wall Street Journal (May 26,2016), available at http;fwww.wsj.
com/articles/snapchat-valuation-nears-18-billion-1464301359; Josh Constine, Snapchat Now Lets You Send Money To Friends Through
Snapcash Deal With Square Cash, TechCrunch (Nov.17,2014),available at https;/ftechcrunch.com/2014/11/17/snapcash/; Gary Vaynerchuk,
The Snap Generation: A Guide to Snapchat’s History, The Huffington Post (Jan. 29,2016), available at http;/www.huffingtonpost.com/gary-
vaynerchuk/the-snap-generation-a-gui_b_9103216.html.

8 The mobile augmented reality game Pokémon Gois ausefulillustration of the difficulty of categorising products in this space. The game
grewto 21 million users withintwo weeks of its July 2016 launch,and was described as “one of the most exciting social media phenomen[a]
since the launch of Facebook.” In the weeks following its launch, users spent more time on Pokémon Go than they did on Facebook (or
Twitter or Snapchat). See Pokemon Go: The Accidental Social Media Sensation, Adweek (Aug. 26,2016), available at
httpy/www.adweek.com/digital/pokemon-go-the-accidental-social-media-sensation/.

8 See GWISocial, GlobalWeblndex's flagship report on the latest trends in social media, Summary, Flagship Report, at 7 (Q3 2017), available at
https;//cdn2.hubspot.net/hubfs/304927/Downloads/GWI%20Social%20Summary%20Q3%202017.pdf.

89 pew Research Center, Social Media Use in 2018 (Mar. 1,2018), available at http:/www.pewinternet.org/2018/03/o1/social-media-use-in-2018/.
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irrespective of whethera particular platform’s products and features may (or may not) be analogous to any of
those that we offer, it competes with us if it competes for userattention.®

Astudy of Internet usage demonstrated that online platforms “compete with each other, at least to some
degree,across even broadly defined products and service categories.”' The study indicated that when Internet
users gravitated away froman online platform, the beneficiary was not necessarily a platform that offered asimilar
type of service.Rather, consumers freely switch their time and attention between different categories of platform
offerings (e,g, betweenaservice offeringarticles and one offering messaging).” This analysis has been supported
by the views of online platforms themselves, which have typically stated in public filings that other online platforms
are competitors regardless of whether they offered similar products or completely different ones.®3Forexample,
Yahoo!,which did not offerasocial media or social network service, stated inits 2011 Annual Report filed with the
United States Securities and Exchange Commission thatit “compete[ d] with social mediaand networking sites
whichareattractingasubstantialandincreasing share of usersand users’ online time.”#

2. Competition for Media Content Distribution

We compete against awide variety of other online platforms and distribution models (both established
andemerging) toattract and distribute mediacontent. These include the platforms against which we compete for
userattention,as well as television, newspapers, podcasts, news aggregation websites, content publisher websites,

andother new technologies that allow for the distribution of news media content.

9°See, e.g,David S.Evans, Attention Rivalry Among Online Platforms,9 J. CoMPETITION L. & ECON. 313,314 (2013) (“Antitrust analysis should....
focus on competition for securingand delivering attention in considering market definition, market power,and competitive effects.
Focusingon competition between specific products and services, rather than attention, could result in competition authoritiesand courts
making either false-negative or false-positive errorsin their decisions.”).

9'ld.at 324.
%2/d.
93 |d.at 324-28.

94 |d.at 324 (citing Yahoo! 2011 Annual Report (Form10-K) at 14).



Onthe consumer side, people multi-home news distribution sources,accessing news media content
across multiple distribution channels,including those listed above. Arecent survey by the News & Media Research
Centre of 2,004 Australian adults who access news oncea month or more underscores this fact.% Figure 1.1 to that
report (included below),shows the sources used to access news by participantsinagiven week: 78.7 percent
accessed news content on television; 36.3 percent accessed news by radio; 39.4 percent accessed news through
print sources (newspapersand magazines); 69.1 percentaccessed news through websites and apps of newspapers,
magazines,and radio companies; 72 percent accessed news through websites and apps of other news outlets,

social media,and blogs;and 5 percent accessed news through other sources®:

Sodal media
Blogs
Other

Printed newspapers
Printed magazines

Television news bulletins or programmes
24 hour news television channels

Radio news programmes or bulletins
Websites/apps of newspapers
Websites/apps of news magazines
‘Websites/apps of other news outlets

Websites/apps of TV and radio companies

TV 36.2% Radio 8.0% Print 9.5% Online websites/apps of traditional media news 22.2% Online news outlets, social media & blogs 20.6% Other 3.6%

I Accessed in last week == \1ain Source

FIGURE 1.1: NEWS ACCESSED IN THE LAST WEEK AND MAIN SOURCE OF NEWS (%)

Q3. Which, if any, of the following have you used in the last week as a source of news? Please select all that apply.
Q4. You say you've used these sources of news in the last week, which would you say is your MAIN source of news?

Figure 9:Image from Digital News Report: Australia2017

% News &Media Research Centre, Digital News Report: Australia 2017,7 (2017) available at http://apo.org.au/system/files/o5161/apo-nidos161-
346236.pdf.

% |d.at Fig.1.1.
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Multi-homingamong media content distribution sourcesis not limited to the consumer side of the
equation. Our relationships with media content creators and advertisers are not exclusive. Publishers can monetise
content,and advertisers can display ads, on Facebookand other platforms simultaneously. Media content creators
likewise make content available acrossanarray of news sources—the samearticle may, for example, be published
in print, posted onastandalone website, distributed via Twitter,made accessible viaa proprietary application or
standalone application,or linked to via Facebook,a news aggregator, orablog. There have also been new
technologies thatallow for the distribution of news media content—for example, Amazon Echoand Google
Home.

Asdescribed initsannual report, News Corporation explains that it deliversits “content to consumers
across numerous distribution platforms consisting not only of traditional print and television, but also through an
array of digital platforms including websites, applications for mobile devices and tablets, social mediaand e-book
devices.”7“The Company believes that the increasing number of media choices and formats willallowit to
continue to deliverits contentinamore engaging, timely and personalized manner, provide opportunities to more
effectively monetize its content viastrong customer relationships and more compellingand engaging advertising
solutions....”s8

3. Competitionfor Advertisers

Advertising—regardless of its form—is based onattention;foranad to be effective, people have to seeit,
hearit,or experienceit. There are now hundreds of companies competing for consumers’attention across a host
of advertising channels and platforms—including print, television, radio, online advertising, billboards and other
forms of outdooradvertising,and so on. As aresult, our competition foradvertisingincludes notjust all of the

online platforms with which we compete for user attention, butalso established offline ad platforms suchas

97See News Corporation,2017 Annual Report (Form10-K),at 1,available at https;//newscorpcom files.wordpress.com/2017/08/412501-as-
filed.pdf.

% d.
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television,newspapers,and outdoor advertising. This competitionforattentionis reflected inadvertising spend.
Accordingto one estimate,anaverage $100 of advertising spend is divided up betweena range of different
advertisingmediums, with $35 spent ontelevision, $12 on print, $6 outdoor, $6 on radio, $6 on ad networks (like
Criteo, Taboola, Oath, Facebook or Google), $24 on “digital properties” (like Facebook, Google, Buzzfeed or
Amazon),and $11onagencies or third parties.#

a) Advertisers Switch Channels Easily to Maximise RO!

Companies typicallyinvest inadvertising because they believe that the money they spend on advertising
willultimately increase their sales. Therefore, an advertiser judges the effectiveness of a particular ad campaign by
comparingits cost to the additional sales it generates (i.e, return oninvestment or ROI). Advertisers value being
abletoreachanengaged user base,andare typically not wedded toany particularadvertising channel orad format.
Asaresult, they will shift ad expenditures to any channel that allows them to put the right ad infront of the right
personaslongasthe ROl justifies doing so.'*°

Anumber of servicesand businesses are available to help advertisers switch betweenand among channels
and manage their campaigns to maximise ROI. Demand Side Platforms (DSPs) and agency trading desks (including
those operated by agencies suchas DAN, WPP,Omnicom, Publicis,and Interpublic Group) routinely run
campaigns on behalf of advertisers and use sophisticated techniques to optimise advertiser spending across
various online and offline advertising channels. Anumber of DSPs, including, but not limited to, The Trade Desk,

Videology, MediaMath, AppNexus Programmable DSP, DataXu, TubeMogul, Adobe Media Optimizer,and

99 See Matt Schruers, Disruptive Competition Project, Infographic: How Ad Dollars Are Spent (Jan.16,2018), available at http;/www.project-
disco.org/media/o11618-how-ad-dollars-are-spent/#.WsPIMoPwagyY.

°°See, e g, David Evans, The Online Advertising Industry: Economics, Evolution,and Privacy, 23 J. ECON. PERSPECTIVES 37,50 (Summer 2009)
(“Advertisers base decisions about the leveland allocation of their budgets on formal or informalanalyses of the rate of return on
investment.” (citation omitted)).
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DoubleClick Bid Manager offer multichanneladvertisingand,in some cases, the dynamic reallocation of advertising
spendingacross channels.™

Advertisers trackand measure the success of their advertising campaigns accuratelyand in real time. If the
ROlis notsatisfactory ona particular platform,advertisers canand will quickly move their spending elsewhere. The
typicallack of long-term commitments with any given platform facilitates this kind of rapid redeployment. And
these toolsallowadvertisers rapidly to shift their budgets between channels, including various forms of digital,
print, television, billboard and radio advertising, depending on their advertising objectives, campaigns and
commercial decisions at any one time and based on which channels obtain the greatest ROI.

Advertising,as with any other form of production, exhibits decreasing marginal returns to investment. As
anadvertiser spends more inaspecific channel, the marginal benefit from additional investment in that channel will
decreaseas the advertising base becomes more saturated. Therefore, ROIs will tend to equalise over time across
channelsat different levels of spend. In other words, it would not make sense fora large advertiser to spendall of its
budget onasingle channel.

Asaresult, this sectorisincredibly dynamic and volatile,as advertisers constantly move to platforms
where people choose to spendtheirtime. Snap has quadrupled its revenue over the last two years (to USD $824.9
million)—the overwhelming majority of which came from advertising. WPP estimates that Amazon more than

doubleditsad revenues last year (to USD $2.5 billion)™2and Citi estimates that this revenue willtop USD $50 billion

°'See MediaMath: Cross-Channel Media, available at http;/www.mediamath.com/terminalone-os/#Cross-Channel-Media; MediaMath +
Brands, available at http;//www.mediamath.com/brands/; AppNexus: Display, available at https;/www.appnexus.com/en/buyers/display;
DataXu: Audience-Based Buying, available at https;//www.dataxu.com/dsp/; TubeMogul: Benefits, available at https;/www.tubemogul.com/
benefits/; Adobe Advertising Cloud: Adobe Media Optimizer, available at http;/www.adobe.com/advertising-cloud/media-optimizer.html;
DoubleClick: DoubleClick Bid Manager, available at https;//www.doubleclickbygoogle.com/solutions/digital-marketing/bid-manager/.

12 Martin Sorrell, How Amazon will crash Google and Facebook’s advertising duopoly, Wired Magazine (Jan.2,2018), available at
httpy//www.wired.co.ukfarticle/amazon-advertising-threaten-google-facebook.
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by 2028,°3as marketers look to take advantage of Amazon’s wealth of shopper dataand Amazon’s market-leading
Alandvoice technology.**
b) Many Outlets Offer Targeted Advertising

Targetedadvertisingisaway to present advertisements to audiences that the advertiser believes will be
receptive. When launchingany ad campaign,advertisers attempt to target potential customers who are the most
likely to purchase their product (or otherwise take the action desired by the ad campaign). If itis successful,
targeted advertisingmaximises anadvertiser’s ROl by directing advertisements to anaudience thatis more likely to
engage with the product. Asaresult, most advertisinginany media (whether online, television, newspaper, direct
mail,oroutdoor) tries to identifyand address a targeted audience. For example,anaction movie might place a
televisioncommercial duringasporting event to target young male viewers.

Ourapproach of offeringadvertisers the option to target specific groups of consumers has been very
successful,butitis by no means uniqgue. Froman advertiser’s perspective, traditional offline mediaand online
advertising channels all offer ways to target specificaudiences.®s Third-party services allow advertisers to
dynamically reallocate advertising spend across channels and target sought-afteraudiences to optimise an
advertiser's campaign.*® Virtually all online advertising is now targeted advertising,and increasingly offline
channels (suchas television) arealso capable of delivering more precisely targeted advertising. Targeted ads on

televisionare becomingincreasingly possible asa result of new technologies available from cable set-top boxes

°3TaeKim, Amazon is Citi’s top pick’ because of its growing advertising business, CNBC (Jan.29,2018), available at
https;//www.cnbc.com/2018/01/29/amazon-is-citis-top-pick-because-of-its-growing-advertising-business.html.

194 See Christopher Mims, How Amazon’s Ad Business Could Threaten Google and Facebook, The Wall Street Journal (Jan.28,2018),
available at https;/www.wsj.com/articles/how-amazons-ad-business-could-threaten-google-and-facebook-1517157327.

195See Daniel L. Rubinfeld & James D. Ratliff, Online Advertising: Defining Relevant Markets, 6 J. COMPETITION. L. &ECON. 653,664 (2010).

1°6See, e.g, AppNexus: Display, available at https;//www.appnexus.com/en/buyers/display; DataXu: TouchPoint™, available at
https;/www.dataxu.com/dsp/, TubeMogul: Cross-Channel Advertising, available at https;/fwww.tubemogul.com/cross-channel-advertising/;
Adobe Advertising Cloud: Adobe Media Optimizer, available at http://www.adobe.com/advertising-cloud/media-optimizer.html.

46


https://www.cnbc.com/2018/01/29/amazon-is-citis-top-pick-because-of-its-growing-advertising-business.html
https://www.wsj.com/articles/how-amazons-ad-business-could-threaten-google-and-facebook-1517157327
https://www.appnexus.com/en/buyers/display
https://www.dataxu.com/dsp/
https://www.tubemogul.com/cross-channel-advertising/
http://www.adobe.com/advertising-cloud/media-optimizer.html

and companies like Nielsenand TiVo."” By combining data sets available to them, these tools allow for more
precise buyingthan the traditional gender/age targeting that television historically supported.”®

Television networksand newspapersare also collectingand using their ownaudience data to target their
advertising. Major television networks around the world are building in-house data-driven ad sales operations and
creating consortiums of audience-based ad targeting to leverage audience data across partner networks.'®
Australian newspapers arealso forging partnerships to trackand share user datain order to better target their
advertising. Accordingtoa 2017 report, Fairfax Media, News Corp Australia,and Nine planned to start sharing data
about theiraudiences in 2018 to compete against Google and Facebook foradvertising dollars by
“authenticat[ing] useridentification to ensure that whenever a reader logs in toanaccount with one of the
publishersthroughany device, they will be able to be tracked and targeted.”®

Under these circumstances, we need to constantly justify our share of anadvertiser’s budget versus
competitorwebsites,applications,and offline channels. We have no inherent advantage in attracting future
advertisingrevenue based on our current advertising revenue. And,asis commonin the industry, the vast majority
of ouradvertising customers, many of which spend only arelatively small portion of their overall advertising budget

withus,™ do not have long-term commitments with us.

1°7See Steven Perlberg, Targeted Ads? TV Can Do That Now Too, Wall Street Journal (Nov.20,2014), available at
httpy/www.wsj.com/articles/targeted-ads-tv-can-do-that-now-t0o-1416506504.

1°8See d.

199 See SaraFischer, TV networks race into data-based ad sales, Axios (Apr. 3,2018), available at https;//www.axios.com/tv-networks-race-into-
data-based-ad-sales-b732cbo7-dc3a-4ffe-85a3-35723d41413c htmlPutm_source=newsletter&utm_medium=
email&utm_campaign=newsletter_axiosmediatrends&stream=top-stories.

" Jennifer Duke, Fairfax, News and Nine align to compete against ‘global players, Sydney Morning Herald (Dec.14,2017), available at
https;//www.smh.com.au/business/companies/fairfax-news-and-nine-align-to-compete-against-global-players-20171213-p4yxo6.html.

"See Facebook, Inc, Second Quarter 2017 Quarterly Report (Form10-Q), at 38, available at http;/d18rnopasnwréd.cloudfront.net/CIK-
00013268071/dffbg4d1-5a1b-4ec2-8eb7-56901beq0efd.pdf.
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4. Multi-Sided Market Dynamics Constrain Facebook and Drive Innovation

As described above, cross-platform dynamics,and the resulting feedback loops, are both the strengthand
the weakness of amulti-sided platform.” Cross-platform dynamics have played arole in our—and other multi-
sided platforms—ability to attract people, media content creators,and advertisers. The engaged user base
attracts media content creators andadvertisers.

These same cross-platform dynamics operate as a significant competitive constraint on each of the user-,
mediacontent creator-,and advertiser-sides of the market. If we did something to benefit one side at the expense
of the others ortoincrease short-term revenue at the expense of user engagement and satisfaction, we would risk
drivingthose other constituencies away from Facebook, triggeringa negative feedback loop that could seriously
threaten the company. Ourinterestsare therefore necessarily aligned with the interests of the people using our
platform,as discussed above in Section I1.C.5. This means that changes that would increase short-term revenue at
the expense of user engagementand satisfactionare ultimately bad for business. If, for example, we were to
inundate people’s News Feeds withadvertisements or unwanted media content, they would likely reduce their
levels of engagement or could leave the platform entirely. This would make our platform less appealing to
advertisers (decreasing our revenue and our ability to fund the innovation that is so critical to our ability to attract
andretain users) and media content creators. If itis not good for users, itis not good for our growthin the long
term.

Thisrisk of alienating usersand seeing cascadinglosses s real. If a platform takes its users for granted or
stopsinnovating, for example, it risks alienatingits users, orat least losing their attention. When that happens, there
is no shortage of rivals poised to take advantage of such missteps."*Myspace, for example, was perceived as

bombardingits user base with advertisements in pursuit of short-term profits. These perceptions made the service

"2See supraSection |l A;see also OECD Paper, supranote 68,at 11.

"3See David Garcia, Pavlin Mavrodiev & Frank Schweitzer, Social Resilience in Online Communities: The Autopsy of Friendster (submitted to
Chair of Systems Design,ETH Zurich Feb.22,2013), available at https;/arxiv.org/pdfi302.6109.pdf (finding that Friendster saw its number of
active users begin todecline rapidly in 2009, leading to the collapse of Friendster, after Friendster changed its user interface and suffered
technical problems).
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less popular for users,and subsequently less popular foradvertisers. We have worked to avoid that situation by
prioritisinginnovation to supporta high-quality user experience.

Competitorslike those discussed above andthe constant possibility of new entrants mean that we must
continuously innovate andimprove our services or risk losing users, media content providers, other sources of
public content,and advertisers. Success does not render usimmune from competitive pressure. Just as previously
leading online services suchas Myspace, Friendster, Lycos, AltaVista,and Yahoo! were eclipsed after failing to
innovate, we must ensure that we continue to be competitive with our rivals to retain users, media content
providers,and advertisers. Thisis wellillustrated by Pokémon Go, which has had significant subscriber losses since
itsinitial rolloutin the Summer of 2016. These losses have beenattributed to its failure to innovate and deploy new
game-play features.™

Ouractual behaviour reflects this fast-paced, dynamic and competitive market environment. Ratherthan
maintain our servicesatastatus quo level (or risk allowing their quality to degrade), we have constantly innovated
to better serve our users, media content providers,and advertisers. For example, in content sharing, we have
regularly updated the News Feed feature since its initial developmentin 2006. These innovations were in parta
response toad-supported online platformslike Twitter, YouTube,and Pinterest, which have similar functionality
andfeelfromthe perspective of auser lookingto share, read, view,and experience information (or anadvertiser
wishingto reachan engaged user base)."™ We rolled out new camera-based features in 2017,and we are developing

additional new features as part of a broad-based augmented reality offering.

"4“The developersdid not introduce new elements quickly enough to stop players getting bored. So far there has been little in the way of
newgameplayaspects....”Mark Humphrey-Jenner, What went wrong with Pokémon Go? Three lessons from its plummeting player
numbers, The Conversation (Oct.18,2016), available athttps;/theconversation.com/what-went-wrong-with-pokemon-go-three-lessons-
from-its-plummeting-player-numbers-67135,see also Andrew Webster, Niantic boss John Hanke on Pokémon Go’s first year and what’s next,
The Verge (July 6,2017), available at https//www.theverge.com/2017/7/6/15911936/pokemon-go-niantic-john-hanke-interview-one-year-
anniversary (The CEO of Pokémon Go’s parent company noted that development of new features lagged).

">Notall of our responses to competition have been successful. For example,in response to the popularity of Snapchat’s “disappearing”
photos,we launched Poke in 2012. Poke allowed users to send Facebook messages with customized deletion deadlines. Poke was
unsuccessful,and we discontinued the service in May 2014.
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We have also developed new advertising products to retain and grow our advertising customer base. Over
the past yearalone,we have introduced several new mobile ad formats, including full-screen, 360-degree video,and
interactive ads that let users swipe, tilt,and zoom through carousels of images. As our Chief Operating Officer
SherylSandberg explained onarecent investor call,one of our top priorities is working with our advertisers to
develop “thumb-stopping” mobile-first video content:

Ourgoalis to be the best dollar and the best minute anyone spends. [ W]e want
them to take advantage of the opportunity that is mobile and the opportunity
for the targeting we offer and the measurement we offer. | think what has taken
ustime and continues to take us time is we need to convince marketers to make
mobile-first video and video and other ad format. We talked alot about how the
first TV ads were people reading their radio ads in front of microphones. And
we're stillin the case that when people go to put anad on mobile, they often will
takeanadthat’sreally producedfor TVand put it on mobile. And those workand
they canworkwell but they do not work as wellas ads that are natively mobile ...
Mobileadswhenthey'revideoare shorter. The brand comesinfaster. They tella
story that doesn’t evolve but really gets you to understand the brand and
offeringreally quickly. We talked about itasthumbstopping creative. And so the
work that we have cut out for us is to help marketers and working with their
agencies involved the format of the ads so that’s optimized for mobile,
optimized for Facebook, optimized for Instagram. | think we're making progress
butwe havealongwayto get there."®

These dynamicsalso empower media content creators and advertisers to push for servicesand to offer
products thatareadvantageous forthem. The fact that online platforms often respond to these dynamics—for
example, our recent introduction of subscription paywalls in Instant Articles—shows that technology companies
are properly motivated by these dynamics to offer compellingandinnovative news and content experiences that
benefitall sides of the multi-sided market or markets.

C. The Barriers to Entry for Digital Platforms Are Low and New Entrants Compete Effectively
with Established Competitors

The online space is a highly competitive and dynamic business environment characterised by

extraordinaryinnovation, frequent entry,and explosive growth. Competition from established digital platforms

"6 Facebook, Inc, Second Quarter 2017 Results Conference Call, July 26,2017, available at https;/s21.g4cdn.com/39968
0738/files/doc_financials/2017/Q2/Q2-17-Earnings-call-transcript.pdf.
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and new entrants forces us to innovate continuously and provide new and better productsand services for people
andadvertisers.

Thereisareason that new companies are constantly able to enter the online space: the barriersto entry
foronline servicesare low. The products offered are typically software-based, which means they can be rolled out,
adopted,and built upon much more quickly (and cheaply) than traditionalindustry products. Anew mobileapp
requires minimal staff, capital investment,and infrastructure. The rise of cloud-computing platforms hosted by
Amazon Web Services, Atlassian, Google, Slackand others has dramatically decreased the time and capital
necessary to startand scale an online competitor. App stores run by Google, Apple, Microsoft,and Amazon
(amongothers) provide pre-existing distribution platforms forapplications to reach usersand scale quickly.

Onthe consumer side, pervasive multi-homing, interoperability,and free-to-consumer or low pricing
allow people to try outand adopt new apps quicklyand easily if they find these apps to provide value in their lives.
The ubiquity of Android and iOS mobile operating systems—both of whichare operated by our competitors—
facilitates multi-homing. These factors allmake it easier for newapplications to compete with established
applications onthe merits,andto do so quickly. This constant competition hasled to a high rate of churnamong
the most popularonline services."”

New competitors continually become established players by offering services that are similar to
Facebook’s,forexample. Ad-supported social network competitors as varied as Pinterest and Snapchat have
launchedand quickly gained popularity. Snapchat, for example,is growing into asignificant player that competes
withlonger-established online platforms. Accordingto public sources, Snapchat’s influence with millennials andits

ability toinsert ads without being disruptive have allowed the company to chargea premium to advertisers

"7 See Evans, supranote 90,at 318-21 (“Over the past decade, the websites that receive the most attention—measured by the amount of
attention spent onthem—have changed dramatically.... [ The] relatively lowlevels of correlation between ranks [ of web platform
popularity over time] giventhe short periods of time.... reflect considerable churning”).
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comparedtorivals like Twitter."® Anad agency executive describes Snapchat’s quick progress: “Like Moore’s Law,
Facebook was faster than Google, Twitter was faster than Facebookand Snap is faster than Twitter, because they
alllearnt from each other.”"? Snap Inc. (the company behind Snapchat) reached USD $824.9 millioninadvertising
revenuein2017andis projectedto reach over USD $1.7 billionin2018.2° As of June 2017,Snap Inc. reported that its
dailyactive users grew by 21 percent year-over-year,compared toa17 percent year-over-yearincrease for
Facebook.™

Theselow barriers to entry force online platforms to innovate constantly,and underscore that online
platformsare notinsulated from competition because of network effects.” Intoday’s digitaleconomy, “[ t ]he
underlying technology,and business models, facilitate entry and enable firms, with the right formula, to attain
globalscale quickly,and to challenge incumbent platformsin one or more dimensions. Italso results in reversible
network effects, unlike physical networkindustries, that can pose existential threats to the category leaders.” Asa
result,“all online platforms,no matter how secure they may seem, [are forced] to keep innovatingand providing
value to users. And each needs to worry about other successful platforms in addition to the proverbial inventorin

the garage.”™

"8 See Hannah Kuchler, Snapchat proves its reinvention credentials ahead of IPO, Financial Times (Oct.17,2016), available at
https;/www.ft.com/content/6e4accd6-9260-11e6-8df8-d3778bs5a923.

"ld.

29See Snap Inc, 2017 Annual Report (Form10-K), at 44, available at https;//otp.tools.investis.com/clients/us/snap_inc/SEC/sec-

show.aspx? Type=htmlI&Filingld=12569789&CIK=0001564408&Index=10000; Statista: The Statistics Portal, Worldwide advertising revenue
of Snapchat from 2015 to 2018 (in million U.S. dollars), available at https://www.statista.com/statistics/603550/snapchat-worldwide-
advertising-revenue/.

See Snap Inc, Second Quarter 2017 Quarterly Report (Form10-Q),at 22, available at https;//otp.tools.investis.com/clients/us/
snap_inc/SEC/sec-show.aspx?Filingld=12226283&Cik=0001564408&Type=PDF&hasPdf=1; Facebook, Inc, Second Quarter 2017 Quarterly
Report (Form10-Q),at 20, available at http;//di8rnop2snwréd.cloudfront.net/CIK-0001326801/dffbo4d1-5a1b-4ec2-8eb7-
56901begoefd.pdf.

22See, e.g, David S.Evans, Why the Dynamics of Competition for Online Platforms Leads to Sleepless Nights, but Not Sleepy Monopolies (last
revised Aug. 25,2017), available athttps;/papers.ssrn.com/sol3/papers.cfm?abstract_id=3009438.

3d.at37.
24d.
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D. Having Access to Data Does Not Insulate a Platform from Competition

Despite the ease of entryinto the online-attention space generally and social networks specifically, of
which there are many examples,some commentators have speculated that access to or control of data—whether
specific types of dataorlarge amounts of it—provides an established market participant with asustainable
competitive advantage and/or inhibits the ability of new competitors to enter the market.”

Thisis notthe case. Ouraccessto user datadoes not insulate us from competition or have the effect of
deterring market entry. As more and more services and aspects of daily life are digitised, new competitors can enter
the market without possessing data a priori—as numerous examples show.

1. There Are Many Sources and Ways of Obtaining Data

If acompetitor needs data tolaunch or developits offering, it has many options, including atleast the
following: (1) collecting data from users through offering innovative and attractive services; or (2) licensing data
from widely available data sources. These options may require expenditures—just like hiring employees and buying
computers—buttheyare notaparticularly high barrier to entry.

Dataisanon-rivalrous good; the fact that one party possesses some quantum of data does not render that
same dataunavailable to others.” An online platform that engages users can quickly gatheralarge audienceand
dataabout theiractivities andinterests, evenif its competitors have beenand are doing the same thing. Ourown
beginning,inwhich we eclipsed the leading social media firm Myspace (whichitself had eclipsed the previous leader
Friendster),isagood example. More recent examplesinclude the rapid rise and success of Pinterest and Snapchat.
Itis common fornews mediasitesand other online companies to collect data on how users engage with their
services,and the cost of doingsois low. Thisis true for both established and emerging companies,and across

mobile and desktop platforms.

% AnjaLambrecht & Catherine E. Tucker, Can Big Data Protect a Firm from Competition?, 4 (2015), available at https;//papers.
ssrn.comysol3/papers.cfm?abstract_id=2705530;see also Margrethe Vestager, Big Dataand Competition, Address at the EDPS-BEUC
Conference on Big Data (Sept.29,2016), available athttps;/ec.europa.eu/commission/commissioners/2014-
2019/vestager/announcements/big-data-and-competition_en.

126 See Lambrecht & Catherine E. Tucker, supranote 125,at 5.
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We collectinformation that our users choose to provide, either through the information they share with
otherusersor through theiractivity on the service. Our competitors—including, forexample, Snapchat, Pinterest,
Twitter, LinkedIn, Amazon, Youtube,and Dailymotion (and many others)—collect datainasimilar manner. There
arenostructural or technological barriers preventing other digital platforms or online news mediasites from
collectingany of the data that we collect. Indeed, much of the data that we collect is generally possessed by these
competitors,as wellas many other companies—for example, newspapers, which also collect consumer data.'”” For
example,in December 2017, FairfaxMedia, News Corp Australia,and Nine announced an Australiananonymised
digitalidentity co-operative that “would bringtogetherand leverage the combinedidentity assets of each of these
major content publishers,acrossacombined audience reach of more than1smillion Australians” to enable
“marketers to more effectively target theiraudiences at scale across all three publishers usingauthenticated user
IDs.”28 As explained by Michael Stephenson, Nine’s Chief Sales Officer, “This co-operative willallow Fairfax, News
andNine to deliveraddressable advertising to consumers with even greater scale using our combined identity in
brandsafe environments.... This combination of Australian publishers will offera real alternative to the global
playersforouradvertisersandagency partners.”

If acompany wishes to utilise consumer datain the course of its offering, thenit may also license or
purchase it—and many companies do. Large data setsareavailable for purchase or license fromanumber of

companies. We, however, are not one of these—we do not sell user data.

77 See Steve LeVine, How Old Tech could roar back, Axios (Feb. 26,2018), available at https;/www.axios.com/big-tech-new-rivals-old-tech-
ibm-uber-facebook-1519609801-80daeaz3-cee2-44bf-ads4-f65336a996c2.html (discussing study by IBMand Oxford Economics that shows
that “incumbents like Unilever, Procter & Gamble, Bank of Americaand the UK’s Santander own about 80% of the world’s data”); see also
Duke, supranote110.

28 News Corp Australia, Fairfax Media, New Corp Australia,and Nine to Explore Creation of Anonymised Digital Identity Co-op to Drive
Audience Addressability (Dec.14,2017),available at http;/www.newscorpaustralia.com/news/fairfax-media-news-corp-australia-and-nine-
explore-creation-anonymised-digital-identity-co-op.

2 d.
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2. Mere Possession of Large Amounts of Data Provides Limited Returns

Amajor reason that market participants cannot use their currentaccess to datato gainananti-
competitive advantage is the limited utility of mere possession of data. Very large datasets can lead to “spurious
correlations” that mislead companies. Value is only created when the relevant datais analysed in order to bring
aboutadesired result (e.g, making predictionsabout what product or service would be mostinterestingtoan
individual). With every passing year, new start-ups are leveraging smart dataanalysis and machine learning to
outcompete legacy firms with large amounts of data.

Furthermore,evenamarket participant witha substantially greateramount of data thana new entrant
does not necessarily possess anadvantage proportional to the greater amounts of data it possesses. As professors
AnjaLambrecht of the London Business Schooland Catherine Tucker of MIT have found, “by itself, big datais
unlikely to be valuable. It is only when combined with managerial, engineering, and analytic skillin determining the
experiment oralgorithmto apply to such datathat it proves valuable to firms.”"3' Individuals with the necessary skills
tointerpret dataare not difficult to attract, as evidenced by the large number of highly skilled employees flocking to
joinnew start-ups.

Dataanalysisisalsoincreasingly widely available for purchase or license,and in some instances at no
charge. Allonline companies have access to a host of dataanalysis instruments and software tools to assist themin
compilingandanalysing user data. Anumber of companies have developed awide menu of analytics tools that
incorporate, for example,impressions metrics, readership trends, engagement rates, hashtagand keyword
tracking, competitor benchmarking,andinfluenceridentification. For example, we offer CrowdTangle (as
discussedaboveinSectionll.B.4) to publishers free of charge; comScore independently offers information
regarding the number of impressions various websites receive; Google provides Web data analytics products (via

both Google Analyticsand DoubleClick); Amazon Marketing Services offers analytics foradvertisingon Amazon’s

3% Lambrecht & Tucker, supranote 125,at 9-10.

3'Lambrecht & Tucker, supranote125,at 11.
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properties;and firms like Keyhole, Klout, FourthWall Media, and Crossix sell varied dataand analytics suites for
marketing on other social media platforms,across the Web, on television,and through industry-specific channels.

Inshort,advertisers and publishers can choose among many high-quality analytics providers for
information to evaluate advertising campaigns and analyse their users.

V. Conclusion

We continuously work to provide people with a highly-personalised, meaningful experience on Facebook
and tofacilitate connectionsamong people and communities. Media content creators—which our platform helps
tobuildand engage theiraudiences, promote their products,and monetise through advertising, branded content,
and subscriptions—contribute toand benefit from that user experience. So too do the advertisers that drive so
much of the revenue that we use to develop and improve our products.

Technological changes—such as the increasing digitisation of media—and the shifts in consumer
preferences that both drive and flow from those changes are not the result of market structures orissues thatare
unique to Australia, but rather are global phenomenadriven by a host of factors, including robust, intense and
dynamic competitionfor consumerattention. Theyare happening quicklyand developing in ways that can be very
difficult to predict, which makes thema challenging subject for regulatory intervention. This s particularly the case
considering that consumers often have the most to gain from market disruptions caused by technological change
and the most tolose from interventions that are designed to protect particular business models from the effects
of those changes.

Facebookis opentofurtheringthe dialogue on these importantissues and considerations. We therefore

look forwardto providing more information to the ACCC during the course of thisimportant Inquiry.

# # #
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EXECUTIVE SUMMARY

This report was commissioned by Facebook in February
2018. The opinions contained in this report represent the
independent views of the authors.

This report identifies the growing uptake in recent years
of internet-distributed news which has given rise to
movement away from a concentrated oligopoly of news
providers in Australia. This is a strongly consumer-led
development, with consumers increasingly attracted to
the capacity to share, comment on and recirculate news
through digital platforms.

This report focuses on the:

* benefits of internet distribution of news for
consumers;

* benefits of internet distribution of news for
advertisers;

* benefits of digital platforms for journalists and
news publishers; and

* increasing level of competition in the provision
of news that has occurred in the past few years,
and the steps taken by the news industry to
remain competitive in the digital age.

The structural shift to digital platforms as a means of dis-
tributing, discovering and sharing news is a global phe-
nomenon. It continues to create significant benefits for
consumers, advertisers and publishers in Australia. This
has, in turn, contributed to the movement away from a
concentrated oligopoly of news providers in Australiato a
market in which there is increasing competition. The
advent of digital platforms has contributed to this devel-
opment and this contributes, in a more general sense, to
some of the following industry dynamics.

CONSIDERABLE BENEFITS TO CONSUMERS FROM
INTERNET DISTRIBUTION OF NEWS

The rise of digital platforms as a means of sourcing
news has provided significant value to consumers.
News consumers now have ready access to an almost
infinite range of choices of news content and can access
news across multiple sources. Consumers also have a
significant degree of flexibility in customising the ways

that they consume available content.

Internet users have access to more information in
convenient formats and often for free, across a range of
increasingly sophisticated personal and mobile devices,
and in ways that enable new forms of participation.
Those consumers most engaged with news have been
embracing these new opportunities to get, share, and
comment on news, and engage communities of interest
in discussion of the content.

These developments mean that internet users have
access to more and more information from more and
more publishers, increasing the opportunities most
people have to use diverse sources and encounter
different perspectives on topics of interest.

This is discussed in more detail in Part A of this report.

DIGITAL PLATFORMS HAVE INCREASED
COMPETITION IN THE PROVISION OF NEWS

The ease of access to sources and news content has
generated a perceived increase in demand for news
worldwide. As a result, news providers — both print-and-
digital and digital-only - have embraced this trend and
sought to develop business models that allow them to
compete in the digital age.

All news media organisations have been engaged in
innovation in their business models. The most successful
news outlets in Australia have adapted to the digital news
environment by diversifying revenue models, transforming
journalistic storytelling, and better understanding their
audiences. Successful organisations have adopted
innovative business models, including by working with
digital platforms such as Facebook, as well as alternative
funding sources such as advertising, hosting events,
philanthropy, memberships, spin-off products and crowd-
sourced journalism. This trend, and the need for new
providers to re-calibrate their business models in order
to adapt to the changing news environment, started long
before the rise of digital platforms. However, the increase
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in internet distribution of news and digital platforms
has created new opportunities for publishers and other
content providers.

Internet distribution has provided new opportunities for
domestic and international players to compete with the
long-established oligopoly in Australian news media
markets, and to compete alongside more traditional
formats (e.g. print, television and radio).

Recent entrants in the Australian news market have
included international titles such as The Guardian
(commenced in 2013), Daily Mail (2014), Buzzfeed (2014)
and The New York Times (2017), as well as local digital-
only players such as Junkee (2012), Crikey (2000), The New
Daily (2013), The Conversation (2011), The Saturday Paper
(2014), HuffPost Australia (2015) and Mashable (2005).

This is discussed in more detail in Part B of this report.

BENEFITS TO ADVERTISERS FROM INTERNET
DISTRIBUTION OF NEWS

Advertisers have also benefitted from the consumer-led
movement to digital platforms, as it provides them with a
much wider array of media content providers, and a much
more detailed understanding of target demographics
through data generated from online transactions. This is,
in turn, beneficial for consumers, as they are more likely
to see advertisements.

In addition, digital platforms offer a variety of online
advertising solutions to suit advertisers’ needs. Traditional
digital advertising is being complemented by new forms,
including: native advertising, customised online content,
and e-commerce options on the news provider's site.

This is discussed in more detail in Part C of this report.

BENEFITS TO PUBLISHERS FROM
DISTRIBUTION OF NEWS

The internet distribution of news has raised some
challenges for traditional business models. However,
it has also created significant benefits for publishers
and journalists. The consumer-led movement to digital
platforms has enabled them to reach larger and more
diverse audiences at a fraction of the cost of traditional
formats.

INTERNET

Digital platforms also offer new opportunities for the
monetisation of news content through social media
referrals through a range of different business models
(including subscriptions, “hard” or “soft” paywalls and
other supplier relationships), the sale of advertising and
other means. They also allow news content creators,
journalists and editors to deepen their relationship with
audiences, offering further opportunities to monetise
content.

Both traditional and new digital-only publishers have
benefitted from internet distribution of news through
digital platforms. It has allowed some traditional
publishers to pursue a digital-only strategy
(e.g. The Independent in the UK), whilst allowing all
publishers to structure their content to maximise
benefits from the combination of their print offerings,

digital content on their ‘owned and operated’ websites, and
content promoted through non-owned digital platforms.

This is discussed in more detail in Part D of this report.
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DIGITAL PLATFORMS HAVE INCREASED THE

PROVISION OF QUALITY NEWS

Internet-distribution of news has also created an
environment in which traditional news businesses have
been able to increase their audiences, with digital strat-
egies that have both used social media platforms and
boosted subscriptions — through both ‘hard’ and ‘soft’
paywalls — to trusted news brands.

The increased competition between news provid-
ers means that there are now more quality Aus-
tralian online news sites than ever before. These
include public service media such as the Australian
Broadcasting Corporation (ABC) and the Special
Broadcasting Service (SBS) (which has partnered with
Vice around the Viceland TV channel), and sites such as
The Conversation, Guardian Australia, Crikey, The New Daily
and The Saturday Paper.

DIGITAL PLATFORMS HAVE PROMOTED
INNOVATION IN NEWS TO THE BENEFIT OF
UNDERSERVED COMMUNITIES

There is significant evidence in the provision of innova-
tion in Australian digital news markets. First, international
news outlets such as The Guardian, Daily Mail and The New
York Times have significantly added to the mix of Austral-
ian news content available to local audiences. Second, a
number of news providers have innovated in catering to
underserved sections of the community, including Indig-
enous Australians, young people, women and the LGBTIQ
community. These news providers include ‘born digital’
(and primarily digital) brands such as BuzzFeed, Junkee
and Vice, as well as Guardian Australia.
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THE RISE OF INTERNET DISTRIBUTION OF NEWS
AND ITS BENEFITS TO CONSUMERS

THE CHANGING NATURE OF NEWS PROVISION

News is vitally important to how societies, political
systems and economies operate, and a democratic socie-
ty and public sphere requires free and independent media.

The media is referred to as a ‘Fourth Estate’ due to
its importance in scrutinising and holding to public
account those who have power in other public institutions,
including government, business, the judiciary and, indeed,
the media. The 1947 United States Commission on the
Freedom of the Press (Hutchins Commission) cited five
core social responsibilities in the provision of news:

1. A truthful, comprehensive, and intelligent
account of the day’s events in a context which
gives them meaning;

2. A forum for the exchange of comment and
criticism;

3. The projection of a representative picture of the
constituent groups in the society;

4. The presentation and clarification of the goals
and values of the society; and

5. Full access to the day’s intelligence (cited in
Senate Select Committee on the Future of Public
Interest Journalism, 2018, p. 3).

Society has typically looked to journalists as profession-
als trained in the creation and production of news to
provide the information necessary to support these
social and democratic citizenship goals. For more than a
century, we looked to large news organisations to
organise and distribute news content as a single content
bundle. This has come to be known as the mass media
or mass communication model, based on what McQuail
(2005, p. 17) termed ‘society-wide communication’.

FIGURE 1: MAIN NEWS CHANNELS FOR AUSTRALIANS,
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Source: Watkins et. al, 2017, p. 7.
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In the 21st century, we have seen a diversification
of sources of news with the rise of digital platforms.
Publishers continue to distribute their content through a
range of mediums, including print, radio and television.
However, with the rise of internet distribution of news, pub-
lishers also increasingly distribute and readers engage
with all forms of news content through digital platforms,
including Facebook, Google, Twitter, Instagram, Snapchat,
Apple News and others. News sharing has also become
an increasingly important social practice, and consumers
increasingly access online news through digital
platforms’.

THE GROWING AUDIENCE FOR INTERNET-
DISTRIBUTED NEWS

The rise in news access through digital platforms
has been one of the major developments in news
consumption in the 2010s. This includes accessing news
online from the publishers’ own digital platforms, as well
as news accessed through social media platforms.

The News & Media Research Centre at the Univer-
sity of Canberra found that in 2017, almost half of
Australians (43.8 per cent) were identifying digital
platforms as their main way of accessing news (Wat-
kins et. al., 2017, p. 7). This included the websites
of print, radio and TV providers as well as social
media and news aggregators. Almost half of those sur-
veyed (45.9 per cent) had accessed news from a social
media platform over the course of a week, a lower number
than those accessing news from television news bulletins
(50.1 per cent).

1 In this report, we follow the Australian Competition and Consumer Commission
(ACCC) in defining digital platforms as including ‘digital search engines, social media platforms
and other digital content aggregation platforms’ (ACCC, 2018, p. 5).
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FIGURE 2: MAIN NEWS CHANNELS BY AGE (%) IN AUSTRALIA
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Source: Watkins et. al., 2017, p. 7.

The News & Media Research Centre study identified a
significant age-based correlation in the use of digital
platforms. While online news platforms are accessed in
a broadly even manner across age demographics, it was
found that 38.4 per cent of Australians surveyed aged 18-
24 identified social media as their main way of accessing
news. However, just 4.6 per cent of those aged 65+
considered social media to be the main way of accessing
news.

For television, the picture is a little more nuanced, with
49.6 per cent of those aged over 65 identifying television
as their main source of news. Even in the lower age
brackets (18-24 and 25-34), over a quarter of people
surveyed identified television as their main source of
news which continues to emphasise the importance of
this medium in relation to news consumption.

CONSUMER BENEFITS FROM INTERNET-
DISTRIBUTED NEWS

The digital era has seen a significant value shift to
consumers of news, marking the continuation of trends
towards access to a wider range of news sources. This
trend began with access to cable and satellite news
channels in the 1980s and 1990s, and includes the
growth of online news and digital distribution platforms.
These benefits have been most marked for those who
access news from multiple sources at several times
in any given day. For this group, digital platforms
provide new opportunities to engage with the news by
commenting on stories, sharing them, discussing them
with others, and even publishing their own material
online. News content providers have in turn been highly
responsive to this market segment.

Internet-distributed news has brought new digital-on-
ly players, both domestic and international, into the
Australian news market, making it more competitive.

Historically, the Australian news media has been amongst
the most concentrated in the world. In a 28-country study,
Noam (2016) identified the Australian newspaper indus-
try as having the second highest level of ownership con-
centration after China, and the lowest number of net news
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voices (i.e. number of news providers with >1 per cent of
audience share, excluding subsidiaries of the same
company) of the countries surveyed, excluding China
(Noam, 2016, pp. 1252, 1256). Papandrea and Tiffen
(2016) observed that four companies dominated both
traditional and new media (News Corporation, Fairfax,
Nine Entertainment Group and Seven Network) and that
there has been an increase in cross-media ownership by
these conglomerates.

Traditional news media mastheads continue to
have considerable competitive advantages in a
changing news media marketplace. They have trained and
experienced journalists and media experts, who bring tacit
knowledge, contacts and industry-developed skills to
news content production. They have established brands
and a degree of trust and reciprocity with their audienc-
es. In an age of information abundance, their reputations
enable them to be viewed as reliable sources that have
the resources and capabilities to deliver news content
across multiple platforms in order to maximise value
from a convergent media environment.

Bright (2016) has observed that ‘the significance of
story importance cues for driving sharing mean that news
editors have considerable power to shape the news
agenda on social media’ (Bright, 2016, p. 344). Similarly,
Mukerjee et. al. (2018) found that while there are a more
diverse range of online news sources being accessed
by consumers, there is nonetheless a minority of well
established news sources at the core of the interper-
sonal online news networks generated by users through
commenting and sharing practices.

The internet distribution of news has significantly in-
creased the number of choices available to consumers.
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NEWS VALUE SHIFTING TO AUDIENCES

Any study of the impact of digital platforms on the supply
of news and journalistic content cannot therefore simply
focus onhow changesin news production, distribution and
consumption arising from those digital platforms impact
upon publishers and journalists. It needs to consider the
relationship between digital platforms and media content
creators, consumers and advertisers, as well as to society
more generally.

The media economist Robert Picard (2010) has argued
that any analysis of changes in news need to start from
the perspective of value. He notes that the value of news
is never simply what people are prepared to pay for it, as it
clearly has both individual and social value. He also points
out that, historically, while news organisations have been
in the business of providing news to consumers, this has
not been for the most part their core business, which has
instead been to provide audiences to advertisers:

For more than a hundred years the business of

news organizations has not been content and

its consumers but rather audiences delivered

to advertisers. From the business perspective,
contemporary concerns about the industry are

not fundamentally focused on content changes or
changes in its consumption, but rather on the effects
of those consumption changes on the business
model of delivering audiences to advertisers.

(Picard, 2010, p. 11)

For the most part, consumers have not primarily
funded the production and distribution of news. While
consumers pay for news provided by some commercial
media organisations, news content creators have been
primarily financed through advertising revenues
(including classified advertising), with public service
media being directly funded by governments, either
exclusively (as with the Australian Broadcasting
Corporation) or primarily (as with the Special
Broadcasting Service).

Picard identifies five key stakeholders in news:

1. Publishers, and those who invest in commercial
news businesses;

2. Consumers, who require timely and accurate
information, as well as access to a diversity of
views on topical issues;

3. Advertisers, who seek to reach those con-
sumers most likely to purchase or consume their
product or service;

4. Journalists and other media workers, who seek
opportunities for paid employment;

5. Society, which benefits from a well-informed
citizenry, a functioning polity and a cohesive
society. The social value of news is particularly
important when it goes beyond simply providing
information to enabling greater engagement,

participation and understanding in social affairs.

The digital era has seen a significant value shift to
audiences and advertisers. News consumers now have
access to an almost infinite range of choices of news
content on the internet. They can customise the content
that is made available to them online, and interact with
news producers and other consumers through real-time
online comments pages. Moreover, they can share news
content on digital platforms, indicate what content
they most like, and engage communities of interest in
discussion of the content.

MULTI-HOMING OF NEWS SOURCES

It should be noted that the primary source of news is
not the only means by which this news is accessed. We
would expect, for instance, that users primarily accessing
news from social media platforms would often do so by
‘clicking through’ to content on the publisher’s site, as well
as accessing news through print, radio and television.

The University of Canberra study cited above finds that
while 45.9 per cent of news consumers access news from
social media sites, only 16.2 per cent of those surveyed
identify such sites as their primary means of accessing
news. Consideration of competition in news media mar-
kets therefore needs to recognise that consumers move
between traditional news media sources, the online sites
of traditional news media, and digital platforms.

Mukerjee et. al. (2018) empirically tested the proposition
that a greater number of online news sources leads to
audience fragmentation and ‘filter bubbles’, where users
increasingly self-select news that reinforces their own
values and ideas. Drawing on extensive evidence from the
U.S. and the U.K,, they found research against the ‘filter
bubble’ hypothesis, arguing that ‘audiences searching for
news online are not fragmented in a way consistent with
the hypothesis of self-selection or selective exposure’,
and that ‘large segments of the online population obtain
their news from a diverse range of media’ (Mukerjee et. al.,
2018, pp. 42, 43).
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BENEFITS OF INTERNET DISTRIBUTION OF
NEWS TO ADVERTISERS

Advertisers not only have access to a much wider array
of media content providers, but also have a much more
fine-grained understanding of target demographics
through data generated from online transactions. A more
competitive news environment has also seen greater
tailoring of news content to niche audiences and market
segments, as well as partnerships with digital news
platforms in the development of ‘native advertising’, or
editorial content that sits within the publisher's masthead,
rather than being stand-alone or incidental.

Changes in the channels that advertisers choose to use
corresponds to the changes in Australian consumers’
consumption patterns in these channels.

News publishers have reported growing revenue from
digital and programmatic advertising. The latest figures
showed that the Australian news media sector reported
an annual revenue of $2.07 billion, with digital growing by
8.5 per cent (Bennett, 2017).

FIGURE 3: MULTIPLE ENTRY POINTS TO HUFFPOST WEB SITE

Display and search advertising on mobile devices is
growing at twice the rate of total internet advertising. In
2016, it represented 32 per cent (A$2.283 billion) of total
internet advertising spend. It is predicted to increase to
70 per cent (A$6.974 billion) in 2021.

Emergent digital-only news platforms have been
particularly attuned to the relationship between different
target audiences online and the capacity to better target
news content to maximise advertiser opportunities.
For example, the Huffington Post — which is accessed
by consumers globally — offers 45 content segments
on its home page, that include content tailored to
particular interests (parenting, travel, relationships)
and communities (Queer Voices, Black Voices, Latino
Voices) as well as sponsored content segments (Sleep &
Wellness, Outspeak, The Power of Humanity).
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BENEFITS OF INTERNET DISTRIBUTION OF
NEWS TO PUBLISHERS

The Internet distribution of news through digital plat-
forms has offered several benefits for both traditional and
newer, born-digital news publishers. Distribution through
social sharing as well as through news publishers’ own
web sites has greatly expanded audience reach.

Digital platforms enable publishers and journaliststoreach
larger audiences at a fraction of the cost of traditional for-
mats, and also diversify the reach of news, with social me-
dia being a preferred method for younger audiences (Wat-
kins et. al., 2017, p. 7). For newer, digital-only news sites,
digital platforms can be like ‘newsagents’, as Simon
Crerar, the editor of Buzzfeed, has observed (Senate
Select Committee, 2017, p. 48). Digital platforms also
offer new opportunities for the monetisation of news
content through advertising. Sites such as Huff Post
Australia and Junkee estimated in 2017 that 40-60 per
cent of their audience comes from social media referrals
(Carson & Muller, 2017, p. 21).

Traditional news publishers have also benefited from
digital platforms. The Guardian Media Group has
observed that ‘social media platforms have a
powerful role in amplifying the news that is published by
established news organisations, while established news
media play an important role in amplifying the message
of purely online news outlets’ (Guardian Media Group,
2017). They argued that established news organisations
continue to be more trusted by audiences, so that while
they can generate content that is ‘viral’ and circulates
most rapidly on social media, this is complemented by
long-form content and opinion journalism on their own
web site.

The Independent in the UK moved to being a digital-only
news business in 2016, abandoning the print version of
its newspaper. In their evidence to the Competition and
Markets Authority, they observed that this had been
the key to their corporate survival, enabling them to
reinvest in basing correspondents in Moscow and the
Middle East. The Independent described its approach to
digital strategy as being three-fold: traffic to its own site;
traffic through Facebook; and its premium subscriber-only
content. In evidence to the Competition and Markets
Authority in November 2017, Zack Leonard, Managing
Director, Digital at The Independent observed that:

We also think of our business as not just the

destination website or, in other jargon, the ‘owned
and operated properties’ but also our distribution of
content through social media and...our own paid-for
premium subscription-based application. Each of
those has a slightly different collection of content
each day. In simple terms, there may be stories that
are simply distributed through social media channels,
onto our Facebook page, for example. Those go out in
two forms to Facebook; either as traditional posts, as
you might know them, and also as Facebook Instant
Articles which are, in their app, treated differently

.. In the case of the former, the posts, that will link
people back to our owned and operated website
where we monetise them through advertising. Then
in Facebook Instant Articles we actually monetise
within the application itself by advertising that is sold
by Facebook on our behalf and we gain a revenue
share from them. That has been quite a successful
area for us ... We practise a very ecumenical approach
there and distribute quite confidently and actively with
Facebook (Competition and Markets Authority, 2017).

BENEFITS OF DIGITAL PLATFORMS FOR
JOURNALISTS

Digital platforms also provide an important way in which
journalists can reach their audiences. Use of digital
platforms to distribute news content can strengthen the
connectionbetweenjournalistsandtheiraudiences,broad-
enthereachofnewsstoriesandincreaseaudience engage-
ment. Social media platforms in particular have offered
unique functionalities and features which have redefined
user involvement in news. Krumsvik (2018) has identified
four ways in which publishers and journalists and news
organisations can interact with their audiences to derive
mutual benefit from internet distribution of news:

1. Audiences can participate in the production of
news content;

2. Journalists and their audiences can share news
stories, and users can interact with other users;

3. Online discussions can be directed to social
networks and be separated from editorial
content to in order to more effectively manage
participation; and

4. User interactions can be gathered to better
enable the more effective targeting of news
content.

Facebook Instant Articles is an example of an innovation introduced by a digital platform that has benefited both readers and publishers.
Instant Articles allow publishers to post the full text of an article on Facebook, resulting in faster load time and a better reading experience for
people. Traffic from Instant Articles counts as traffic to the publisher's website. Publishers can monetise their content through advertising in
Instant Articles. If publishers sell the ads themselves, they keep 100% of the revenue. If Facebook sells the ads, publishers keep a majority.
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Simon Crerar, Editor-in-chief of Buzzfeed, has noted
that its journalists have used Twitter to ‘road test’ story
ideas: if a story idea got 100 re-tweets, it was taken as a
sign to publish on the news site (Carson & Muller, 2017,
p. 20). This work also helps to build a vitally important
relationship between journalists and their audiences
as collaborators and co-creators in the production and
distribution of news content.

Tandoc and Vos (2016) found that digital platforms were
being used in newsrooms for:

* Monitoring: They monitor news stories
published by other news organisations to catch
the news stories that they might have missed.
They stay posted on audiences’comments ontheir
published stories, their competitors’ published
stories, and trending topics on social media;
Interacting: They interact with news audiences by
actively soliciting information from them about
news events, looking for different viewpoints,
crowdsourcing information, and engaging with
audiences by involving them in the process of
news construction;

Promoting: They deliver and promote content,
especially increasing views to stories which
underperform in terms of clicks on their own
websites. Media content creators are encour-
aged to have social media presence to pro-
mote content and drive traffic to their websites.
This also serves the purpose of search engine
optimisation for the promotion of their news
stories.

The business blogger Ben Thompson, who produces the
technology and media blog Stratechery, describes the
role played by social media in building an audience of this
content in these terms:

It's easy to look at where | am today, with my 1,000+
liked tweet, and presume that | had a head start,

in fact, | was a nobody. To be sure, | had the good
fortune of going to great schools and working for great
companies — | credit both without hesitation — but

| certainly wasn't a pre-established “brand” or social
media dynamo: | had 368 Twitter followers, mostly
former classmates that signed-up for Twitter because |
taught a class about using the service, who then never
touched it again.

What made the difference — what made Stratechery
possible even more than WordPress, or Stripe, or
Memberful, or any of the other tools that make it
possible build a one-person publishing business —
was social media. | only needed a couple of people
who were willing to tell their friends, or audience, or

whatever you want to call it, and the fact they could do
so with so little friction was the single-most important
factor in getting from there, in 2013, to here, in 2018.
(Thompson, 2018)

From a traditional journalist's perspective, the ABC
political reporter and TV presenter Annabel Crabb has
described the transformation of her professional role
arising from digital platforms and the internet distribution
of news in the following way:

One of the sources of good in social media is that

it has made journalists more accountable. | left the
Sydney Morning Herald in 2009 to work online, and
one of the hardest things in the short term was having
as my primary audience all these people who could
write back straight away; as soon as you posted, you'd
have all these comments and critiques. One of the safe
things about newspapers historically was that they
were just a one-way organ. File a story, off to the pub,
people might write to you.

But the confronting thing about working online was
and is that it's not the end of it when you file your story
or column or whatever. You're then hearing back from
people exactly what they think of it, who are prepared
to say whatever they like. | think that's a really healthy
thing. (quoted in McNair et. al,, 2017, pp. 74-75)

QUALITY TRENDS WITH ONLINE NEWS

There can be little doubt that digital platforms
have increased the range of choice in news that is
available to audiences, and the spectrum of choices
available to advertisers. But questions may be asked as to
whether choice has come at the expense of quality. In
this regard, one of the questions the ACCC has raised
in its Issues Paper is in relation to ‘impacts (both
positive and negative) that digital platforms are having on
consumers?’ (ACCC, 2018, p.20).

New online-only providers have contributed significantly
to the reporting of Australian political news, at a time
when some traditional news providers have been down-
sizing their political reporting, both in newspapers and
television (McNair et. al, 2017). Journalists such as
Katharine Murphy, Gay Alcorn and Paul Daley (Guardi-
an Australia), Michelle Grattan (The Conversation), Paul
Bongiorno (New Daily), Bernard Keane (Crikey), Martin
McKenzie-Murray and Mike Seccombe (The Saturday
Paper), Ben Eltham (New Matilda), Alice Workman and
Josh Taylor (Buzzfeed), Osman Farugqi (Junkee) and Josh
Butler (HuffPost) are among the many new (and well
established) faces that are reporting on Australian poli-
tics and public affairs for publications that — with the ex-
ception of Crikey — did not exist in Australia ten years ago.
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Guardian Australia has also received Walkley awards (the
industry’s awards for the best journalism in various fields)
in 2013, 2015 and 2016. In addition, Buzzfeed News was a
2018 Pulitzer Prize finalist in the category of International
Reporting for its reporting on the Russian assassinations
in Britain and America (Laforme, 2018).

New online-only providers also provide reporting on a
diversity of subjects and adopt a diversity of business
models. Some are intended primarily to drive viewer traf-
fic through their stories, while others are aimed towards
particular demographics for whom this is not their
primary concern.

However, it is fair to say that greater competition is
occurring at both the ‘quality’ and ‘popular’ ends of the
Australian news media market to a greater degree than
ever before. Moreover, the provision of high quality jour-
nalism has been a very important driver of the digital
strategies of traditional news outlets to bring subscribers
to their sites.

EMPLOYMENT FOR AUSTRALIAN JOURNALISTS
Inquiries such as the Senate Select Committee on the
Future of Public Interest Journalism (2017) noted the
layoffs at large news media organisations such as News
Corporation and Fairfax. This has been taken by some
as prima facie evidence of declining opportunities in
journalism. But it is complicated to measure trends in
journalism, as developments in large organisations are
more visible than those in smaller start-up businesses.

The Australian Government Department of Jobs and
Small Business found that in 2017 there were 24,600
people employed as journalists and writers, with this
figure expected to decline slightly to 23,700 by 2022
(Australian Government, 2018).

Atthe sametime,jobsinjournalism are not necessarily the
traditional ones. It likely that these figures do not present
the full picture and that the trend is more nuanced that it
at first appears. The New Beats Project, in its submission
to the Senate Select Committee on the Future of Public
Interest Journalism, made the point that:

The official figures that do exist, do not provide us with
a clear or current picture. Moreover, there is no one
consistent definition of what a journalism job actually
is. The same economic and technological forces that
have disrupted the journalism business model have
also transformed common understandings of what
Journalism is (Zion et. al., 2017, p. 3).
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COMPETITION IN THE NEWS INDUSTRY IN THE
DIGITAL ERA

COMPETITION BETWEEN NEWS PROVIDERS IN
AUSTRALIA

In Australia, the internet distribution of news has
increased competition in markets for the provi-
sions of news. Digital platforms have provided new
opportunities for domestic and international players
to compete with what has long been an oligopoly in
Australian news media markets. Recent entrants in the
Australian news market include print and digital media
outlets (The Guardian, Daily Mail, The New York Times) that
have established Australian titles, as well as digital-only
players such as Buzzfeed, Junkee, The New Daily and The
Conversation.

A number of major news outlets have entered the
Australian news market over the last five years. These
include The Guardian, Daily Mail, BuzzFeed Australia,
Junkee, HuffPost, Vice, Business Insider and The New York
Times.

a) International News Outlets: Guardian Australia, Daily
Mail Australia and The New York Times

Of these new entrants, Guardian Australia and Daily Mail
Australiahave experienced the mostrapid growth. Guardian
Australia expects to break even in Australia in 2018.
They have been expanding their operations based upon
adapting the Guardian UK’'s reputation for quality
journalism as well as having a strong local news
coverage, without the scale and scope of the Fair-
fax and News operations. It has a loyal reader base
who respond positively to its left-liberal style of jour-
nalism, with about 65,000 Australian readers paying
for content through a mix of subscriptions, one-off
contri-butions and supporter relationships
(Samos, 2018). Its CEO, David Pemsel, attrib-
utes itssuccess in Australia to a strong alignment
between its business model and its approach to
journalism:

You've just got to have a core, clear editorial vision and
you've got to be distinct, you've got to have a voice,
you've got to have a very clear target audience and if
you don't have those things, regardless of how efficient
your business model is, you are just going to fail
(quoted in Samios, 2018).

Adopting a different approach to the Australian news
market, Daily Mail Australia is strongly driven by digital
advertising, and does not apply paywall, subscription

or supporter models. Its news content is less driven by
editorial concerns than it is by the desire to drive traffic to
the site: its stories are often visually driven and celebrity
based.

The New York Times launched an Australian online edition
in May 2017. With an editorial staff of 10, it does not
provide an Australian edition — unlike Guardian Australia
and Daily Mail Australia — but rather provides tailored
Australian content for those Australians accessing the
The New York Times site. It describes its readership as:
“globalizers, a mix of Australians in Australia (many
with experience abroad) plus Australians living in other
countries, Americans and other expats in Australia, and
those of various backgrounds who have a connection to
Australia or who are just curious and eager to understand
this part of the world’ (Cave, 2017).

b) Print and Digital: The Saturday Paper

Schwartz  Media also commenced production
of The Saturday Paper in 2014 as a print as well
as online national publication, reversing a trend
towards the number of national and regional
newspaper titles that has been in place in Australia since
the 1980s. Established by Morry Schwartz in 2014, it
attracts a digital readership of over 100,000 in addition
to print sales of 115,000 (Roy Morgan Research, 2018).
Schwartz Media also publish The Monthly and Quarter-
ly Essay, and have provided competition to upmarket
broadsheet media by identifying underserved audiences.

14 / DIGITAL PLATFORMS AND AUSTRALIAN NEWS MEDIA: REPORT



c) Digital-Only News and Opinion Sites

The majority of the new entrants referred to above are
digital-only news services that have been developed over
the last decade, where typically target niche audiences
are not well served by more established print mastheads.

Sites such as Buzzfeed, HuffPost, Vox, Vice, Mashable,
Junkee, and others have grown rapidly in the 2010s,
and are widely read in Australia. Some examples
of successful online-only news and opinion sites in
Australia include:

* BuzzFeed, which was founded in New York City
in 2006, and now operates in 11 countries. It
commenced operations in Australia in 2014,
with a news room of about 12 staff (Carson &
Muller, 2017). It is a hybrid news service, oper-
ating both as a content aggregator and a gen-
erator of original news content. It has been a
notable innovator in native advertising, making
it less susceptible than other online news pro-
viders to the falling returns for digital advertising.

« Junkee, which has been another successful
online news provider, attracting over 1.5 million
visitors per month (O'Donnell, 2016). Like
BuzzFeed, it has a predominantly younger
demographic, and mixes conventional news
reporting and investigative journalism with
music, travel, lifestyle and pop culture stories,
and has also been highly innovative in developing
native advertising. Its editor, Tim Duggan, has es-
timated that about 60 per cent of its traffic comes
from digital platforms (Carson & Muller, 2017).

HuffPost Australia, which was established in
2015 as an Australian subsidiary of the very
successful Huffington Post online site. Esti-
mated to have about 1.9 million unique page
views per month, it developed a partnership
with Fairfax Media for shared news distribution,
although this was discontinued in late 2017
as HuffPost reduced its Australian footprint.

Crikey, which is Australia’s most established
online-only news site. Founded in 2000 by former
political staffer and shareholder activist Stephen
Mayne, it was acquired in 2005 by Provate Media
Partners,headed by former Sydney MorningHerald
editor Eric Beecher. Journalists such as Bernard

Keane, Guy Rundle and Helen Razer are among
Australia’s best known opinion writers. Crikey has
developed spin-offs such as the arts fo-
cused Daily Review, edited by Raymond Gill,
as well as hosting a number of blog sites. It is
subscription-based with some freely available
online content, and has about 14,000 subscribers.

The New Daily was established in 2013, with former
Herald-Sun and Age editor Bruce Guthrie as its
founding editor. It is owned and funded by three
major Australian superannuation funds: Cbus;
SuperHoldings; and Australian Super. It employs
10 journalists, and is not reliant on advertising,
subscriptions or paywalls to subsidise its
journalism. It attracts just under 1 mil-
lion site visits per month, and has devel-
oped video content sharing arrangements
with the ABC. Its contributors include well-
known Australian journalists such as Paul
Bongiorno, Rob Burgess and Paula Matthewson.

Mashable, which was established in the USin 2005,
and is an online news site dedicated to digital
developments and social media. It s
estimated that over 60 of its articles are tweeted
every minute. It is prevalent in digital campaign
marketing as social media users are encouraged
to interact with the content. Mashable Australia
maintains a small office in Sydney.

Sites such as BuzzFeed, Junkee and Mashable make heavy
use of social media platforms to both drive traffic to their
own sites and to generate revenues from media partner-
ships.

The characteristic features of these new digital only news
services include:

+ A combination of strategies to drive traffic to their
sites and use of social media platforms such as
Facebook and Twitter;

+ Aggressive search engine optimisation and viral
content to drive traffic to their sites;

+ Very lean organisational structures; and

« Strong reliance on digital advertising (Nicholls et.
al.,, 2017).
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Their impact on the news media industry has been very
significant, with some academics referring to the ‘Buzz-
feedification of journalism’, where timeliness is prized
and where traditional news content sits alongside listi-
cles, quizzes and other techniques to drive traffic through
viral content (Tandoc, 2018).

The Conversation is also an important new provider of
quality online news and commentary. The Conversa-
tion was launched in Australia with support from the
Federal Government, universities and the CSIRO in 2011,
and now operates as a non-profit site that has over 2.7
million online site users per month in Australia. Its content
is largely derived from university researchers, supported
editorially by a team of journalists. It has a paid staff of
about 40, and receives corporate and foundation funding
as well as having about 40,000 supporters who make
regular payments to support the site. The Conversation
has expanded internationally, and now operates in the
UK, the US, Canada, New Zealand, France, Indonesia and
Africa.

An important aspect of news content innovation by
digital-only sites has been in the provision of news
focused on underserved demographics. Whereas
traditional mass media have assumed a relatively
homogeneous ‘mass audience’, digital-only news
providers can focus upon particular market segments.
For example, Buzzfeed and Junkee have focused on
younger audiences. Sites such as HuffPost have had
a strong focus on content produced by and for the
LGBTIQ communities. Guardian Australia has pio-
neered an innovative partnership arrangement with
IndigenousX, publishing on a regular basis content
produced by Indigenous Australian journalists and
writers.

In these instances and many more, the internet
distribution of news has enabled content innovation that
broadens the diversity of Australian media in terms of the
range of voices that are able to publish, and the range
of topics of significance that are covered in depth in
Australian news media.

TOP ONLINE NEWS SITES IN AUSTRALIA

Information on the top ten news sites accessed by
Australians in February 2018 (see Table 1) shows
that the traditional news providers are still the
largest players (e.g. news.com.au, the Nine and Seven
sites, the ABC and the Fairfax media). However, new sites
such as Daily Mail Australia and The Guardian have captured
significant audience share, ranking 5th and 7th in the Top
10 news sites.

In addition, while not a subject of the ACCC Digital
Platforms Inquiry, it needs to be noted that both the ABC
and the SBS are very significant providers of online news
to Australians.

The ABC has long been a pioneer in online news, and in
2016-17,the average monthly reach of ABC Online in Aus-
tralia was 7.7 million, or 39 per cent of online Australians
(ABC, 2017). The SBS Online audience is about 2.5 mil-
lion unique visitors per month, or just over 12.5 per cent
of online Australians (SBS, 2017). In 2016, SBS began a
partnership with VICELAND, rebranding its SBS2 digital
TV channel as SBS VICELAND.

BUSINESS MODEL CHANGES TO COMPETE IN A
DIGITAL ERA

Traditional news businesses have been in a period of
protracted and significant change over the last two
decades, including in relation to funding. These challeng-
es and changes significantly pre-date the rise of digital
platforms as one of the new methods for consumers to
access news content.

News business globally have sought to respond to these
changes in a number of different ways — in some cases
selling “non-core” but profitable parts of their businesses,
such as classified or real estate advertising businesses.
In November 2017, Fairfax listed its Domain property site
as a separate entity on the ASX, raising $2.2 billion in its
IPO. It is not clear, however, that the proceeds of these
sales have been re-invested in promoting the distribution
of journalistic content.

Kantar Media (2017) have identified that issues with the
traditional news funding model (largely based on sales of
newspapers and advertising) have arisen because:

1. There has been a shift of advertising revenues
away from print media and towards digital,

2. The abundance of information online makes it
more difficult for traditional news mastheads to
differentiate themselves on the basis of quality;
and

3. There has been a declining consumer
preparedness to pay for news when so much is
freely available online.

This relationship is presented in Figure 4.

However, a number of these assumptions must be
challenged. Recent research and statements from
leading figures in the news industry suggest, again, that
the picture is far more nuanced and complicated. In their
report The Future Newsroom, Andrea Carson and Denis
Muller (2017) challenged the assumptions that news
businesses are in decline, and that established news
mastheads are struggling with the transition to digital.
Carson and Muller's research findings:

tell an optimistic and largely untold story about
modern digital newsrooms that starkly contrasts

with the doom and gloom narrative of the decline of
traditional media that has pervaded much commentary
about news media (Carson & Muller, 2017, p. 3).
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Carson and Muller find that diversifying revenue models,
transforming journalistic storytelling, and better
understanding audiences have been critical to this
success. That is, news providers, including traditional
news providers, can be successful in the digital era, but
the business models of news providers have had to adapt
and innovate, and they will need to continue to do so.

Rupert Murdoch observed at the 2009 Federal Trade
Commission workshop on Journalism in the Digital Age
that:

The old business model based on advertising-only

is dead. Let's face it: a business model that relies
primarily on online advertising cannot sustain
newspapers over the long term. The reason is simple
arithmetic. Though online advertising is increasing,
that increase is only a fraction of what is being lost
with print advertising. That's not going to change,
even in a boom. The reason is that the old model

was founded on quasi-monopolies such as classified
advertising — which has been decimated by new and
cheaper competitors such as Craigslist, Monster.
com, CareerBuilder.com, and so on. Even online
display advertising is in such huge supply that its
price is under constant pressure. In the new business
model, we will be charging consumers for the news
we provide on our Internet sites. We are already
charging — and successfully so — for the Wall Street
Journal online. WSJ.com boasts more than one
million subscribers. Barrons.com has another 150,000
subscribers. We intend to expand this pay model to all
our newspapers in the News Corporation stable, such
as the Times of London, The Australian, and the rest.
(Murdoch, 2009).

TABLE 1 - TOP TEN NEWS SITES (MON 26/2/18 - SUN 4/3/18)

RANK NAME
1 news.com.au
2 nine.com.au
3 ABC News Websites
4 Daily Mail Australia
5 Yahoo7 News Websites
6 Fairfax Digital Regional Network
7 The Guardian
8 MSN News
9 BBC
10 Herald Sun

Source: Nielsen Digital Content Rating, http://www.nielsen.com/au/en/top10s.html

Murdoch'’s insight challenges the claim made by some
that there is declining consumer preparedness to pay
for news when so much is freely available online. As we
observe below, customers are prepared to subscribe and

pay for quality news.

FIGURE 4— CHALLENGES FACING THE TRADITIONAL NEWS INDUSTRY
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Strategies of Traditional News Businesses

There has been considerable content and business model

innovation among traditional news businesses in recent

years, as more hybrid, experimental and evolutionary
approaches to funding journalistic content are being

developed in news markets.

There is considerable anecdotal evidence that this has
become more significant over the last few years. In the
U.K., publications such as Private Eye, the New Statesman,
the Spectator, the Economist, Prospect and the London
Review of Books have all reported increased print and
digital revenues over the past five years. In the U.S,
digital subscriptions to the Washington Post doubled in
2017, reaching 1 million subscribers (Stelter, 2017). The
New York Times reported a 46 per cent increase in digital
subscription revenue between 2016 and 2017, and now
has over 2.5 million digital-only subscribers.

For traditional news businesses, it no longer makes sense
to differentiate between print and digital in terms of au-
dience reach. Figures below on cross-platform audience
share show that while there is a decline in print sales, it
is not as dramatic a decline as is sometimes assumed.

Viewed over a 5-year timeframe, their has been an
upwards trend in combined print + digital readerships for
the majority of Australian traditional print media news
brands. Notable among these has been the increase in
audience share for The Sydney Morning Herald (3.3m in
2013 to 4.25m in 2017), Daily Telegraph (2.5m in 2013
to 3.5m in 2017), The Age (2.5m in 2013 to 3m in 2017),
The Australian (1.85m in 2013 to 2.5m in 2017), and The
Australian Finanical Review (730,000 in 2013 to 1.45m in
2017).

TABLE 2 - CROSS-PLATFORM AUDIENCES FOR AUSTRALIAN NEWSPAPERS, DEC 2016-17

PRINT
PUBLICATION DEC-16 DEC-17 DEC-16
(000°S) (000's) (000’s)
(Aust. population ‘000) 19,776 20,103 19,776
Adelaide Advertiser 639 583 714
Canberra Times 105 106 449
Courier-Mail 1,099 971 1,344
Daily Telegraph 1,478 1,336 2,188
Financial Review 415 386 1,048
Herald Sun 1,652 1,542 1,951
Mercury 116 106 140
Newcastle Herald 153 176 155
Sunday Time 370 347 803
Sunday Morning Herald 1,132 1,056 3,644
The Age 959 945 2,464
The Australian 931 888 1,756
The Saturday Paper 114 115 162
Weekly Times 271 264 48

DIGITAL (WEB / APP)

TOTAL CROSS-
PLATFORM AUDIENCE

(PRINT, WEB OR APP) % CHANGE IN TOTAL

CROSS-PLATFORM

DEC-17  DEC-16  DEC-17 AUDIENCE
(000's)  (000'S)  (000'S)
20,103 19,776 20,103
713 1,156 1,092 -5.50%
398 525 476 -9.30%
1,312 2,153 2,022 -6.10%
2,512 3,254 3,446 5.90%
1,155 1,342 1,453 8.30%
1,936 3,050 3,002 -1.60%
126 229 212 -7.40%
156 290 292 0.70%
740 1,050 1,001 -4.70%
3,780 4,238 4,255 0.40%
2,603 2,924 3,061 4.70%
1,899 2,474 2,550 3.10%
102 265 193 -27.20%
38 310 298 -3.90%

Print is net readership in an average 7 days; digital is net website visitation and app usage in an average 7 days.
Source: Roy Morgan (http://www.roymorgan.com/industries/media/readership/cross-platform-audiences-newspapers)
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FIGURE 5 — PRINT + DIGITAL AUDIENCES FOR TRADITIONAL AUSTRALIAN NEWS BRANDS, 2013-17
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Source: Roy Morgan Research, various.

In pursuing a digital strategy, the traditional news
businesses face two core decisions:

1. Do they wish to apply a ‘paywall’ to content i.e. it
is only available through subscription or direct pur-
chase?

While a few publications pursue a relatively ‘hard’
paywall — The Australian and The Australian Financial
Review are examples, as is the Financial Times in the
UK - the majority have pursued a more ‘soft’ paywall,
with some online content freely available, but with a
requirement to pay after a certain point (e.g. The Age
and Sydney Morning Herald make ten articles per month
freely available).

2. To what extent will they use digital platforms to
drive traffic to their sites, as distinct from relying
on brand profile to expect audiences to come
directly to their own news sites?

News publications with a ‘hard’ paywall typically make
relatively little use of social media, although there is
evidence of some change. Publications that are not
subscription-based make the most use of social media,
and those with a ‘soft’ paywall typically provide a mix
of freely available and subscriber-only news content.
Zack Leonard at The Independent refers to this as the
distinction between content accessed primarily from the
news publisher’s ‘owner and operated properties’, and
content accessed from digital platforms not owned by
the publisher.

The Rise in Digital Subscriptions

For consumers, the best way to guarantee news
quality amidst concerns about the poor quality of free
news is to pay for online news. The preparedness of
consumers to pay for online news has been the subject of
considerable research (Goyanes, 2014; Fletcher &
Nielsen, 2017; Kantar Media, 2017). The key reasons why
consumers are prepared to pay for online news are:

+ Access to specialist and exclusive content, as
scarcity increases value. This is particularly
apparent with financial news;

* Access to ‘evergreen’ content, where content with
greater length and or durability is the product of
more extensive journalistic research;

* Access to a plurality of views and perspectives,
as social media, online search and aggrega-
tors have heightened sensitivity to the value of
impartiality amidst concerns about overly par-
tisan or ‘fake news' (Kantar Media, 2017, p. 34).

It is typically more established news outlets and brands
that are able to persuade consumers to pay for online
news. Their past reputation for quality news gives a signal
to consumers that they are a trusted source of news in
the future, although this trust can be eroded by poor
quality news, going downmarket, ‘clickbait’ and inaccurate
reporting. Digital-only providers have generally been less
likely to seek subscriber access, although The Guardian
has been notable in recent years for its ability to convert
its very large global online readership (estimated to be as
high as 50 million) into a supporter base, where 600,000
readers have become members of Guardian Online,
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making recurring or one-off payments of their own choice
of amount (Economist, 2018).

Some news providers have maintained high online
readerships while operating a ‘hard paywall’, whereby
very little of their content is freely available online. A
notable example is the UK Financial Times, which has
seen its online subscribers increase from 780,000 in 2015
to over 900,000 in 2017. John Ridding, the Editor-in-Chief
of the Financial Times, observed that “For us, the whole
digital strategy is rebuilding in digital what is happening
in print ... we want to recreate that brand loyalty and brand
habit” (Weissman, 2018). Its digital strategy has not
simply been a transactional one, where content is
exchanged for payment: the Financial Times has
generated a large amount of data from its online users
which it uses to drive its news coverage and its digital
product strategy.

Beyond Paywalls: New Ways of Funding Journalism
Much of the discussion about the future of online
news has revolved around the question of whether
content should be free, maximising reach but minimising
revenues, or behind paywalls, reducing reach but
maximising revenues. For most established news
providers that have operated a paywall, they have needed
to make it relatively ‘soft’, offering some content for free
on social media or its own online platforms, in order to
drive subscription access to premium content (Kantor
Media, 2017, pp. 16-26). Both ‘soft’ and ‘hard’ paywalls
are well understood by consumers, although there is the
risk that they simply reinforce established patterns of
preparedness to pay for news e.g. older, higher-income
males are the group most prepared to pay for online news,
as they already subscribe to other media.

What is increasingly apparent is that this binary

opposition no longer captures the full range of news
media industry responses to the challenge of new busi-
ness models. More innovative models, such as the mem-
bership model being pursued by The Guardian, or the fund-
raising model pioneered by Wikipedia, may attract new
groups to pay for online news, particularly if these groups
already pay for other digital products such as Spotify or
Netflix. It is worth noting that the membership model
has been particularly successful for The Guardian in the
United States, where there is a long history of fundraising
and pledge drives for National Public Radio and public
broadcasting services.

Carson and Muller (2017, pp. 35-44) have identified eight
ways that are in addition to paywalls and traditional
advertising that online publications are using to generate
news sources of revenue:

1. Native advertising;

2. Selling access to databases (e.g. Mumbrella
matches brands to advertising agencies);

3. Hosting events e.g. industry conferences,
creative writing workshops;

4. Spin-off products and services;

5. Philanthropy;

6. Memberships and public donations;

7. Ancillary studio work; and

8. Crowdfunding the reporting of individual stories
and/or journalists.

In her submission to the Senate Standing Committee on
the Future of Public Interest Journalism, Denise Shrivell
of MediaScope, a media advisory business, identified 12
ways in which media businesses can value add from news
product, that range from merchandising (books, clothing
etc.) to brand licencing to community memberships and
events.

FIGURE 6 - VALUE ADDING OPPORTUNITIES FOR NEWS BUSINESSES
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CONCLUSION

This report shows that digital platforms and the internet
distribution of news have brought significant benefits to
news consumers, advertisers, publishers, and journal-
ists. They have enhanced flexibility and choice for news
consumers, allowing a much wider variety of news to be
accessed, shared and commented upon, across multiple
devices and formats. Digital platforms have also allowed
journalists and news editors to better communicate with
their audiences through social media interactions.

There has been an enhancement not only of consumer
choice, but of diversity and quality of news content. New
digital-only providers have innovated in news to reach
previously underserved demographics, and enhance the
overall range of quality news options available to
Australian news consumers. These include both
international news outlets and brands that have set up
in Australia and locally-based ‘born digital sites’.

Greater competition in news and advertising markets
has also promoted innovation among traditional news
brands. In many cases, their print and digital readerships
are increasing, as audiences draw upon a combination of
free content and digital subscriptions. All news brands
are also innovating with their digital business models,
challenging the traditional ‘free versus paywalled
content’ debate by developing new value-adding
strategies. These include native advertising, hosting
events, spin-off products and services, philanthropy,
memberships and public donations, and crowdfunding
news stores and individual journalists.
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