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Abstract

We examine, through a sectoral case study, the effects of market liberalisation on
production capabilities in the UK television industry. Two aspects of this process are
examined: the growth of an ‘independent’ programme production sector, and the
introduction, development and transformation of an internal market system within the
BBC. The paper looks at the extent to which a competitive and business-orientated
independent sector can be said to be emerging, and considers the impact of the internal
market on the BBC’s efficiency and flexibility. In each case, market-driven reforms are
seen to have a complex and ambiguous relationship to a continuing debate over the
meaning of quality and innovation in television production.
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Competition and Capabilities in British Television Production
1. Introduction

For the past decade, British television programme production has been the subject of a
novel experiment in the use of regulatory change to promote market liberalisation.
Competition was intensified in the sector by parallel reforms: one, instigated by
legislation, required terrestrial broadcasting companies to outsource a fixed proportion of
their programming to external producers; the other, brought largely about by
administrative action, led to the creation of an ‘internal market’ inside the BBC, the
principal custodian of the values of public service broadcasting. These developments
took place against a background of technological changes (including the use of the
spectrum for digital broadcasting) which provided opportunities for new entrants and
upset the previous ‘duopoly’ of the BBC and its main commercial sector rivals, the ITV
companies. But at the same time, partly out of respect for the public service broadcasting
ideal, complete marketisation, involving universal pay per view and the unbundling of
production from broadcasting, was resisted.

The attempt to use markets or market-like relations to promote the effective
delivery of public services is, of course, not an initiative restricted to broadcasting.
Within the UK alone, substantial resources have been devoted to considering the effects
of market-based reforms within the National Health Service and on the delivery of certain
local authority services.” Less attention, however, has been paid to their impact within the
broadcasting sector.® The analysis of so-called quasi-market reforms within broadcasting
IS important in its own right, however, not least because of the increasing emphasis
placed by policy makers on the creative industries as an area where the UK may have a
sustainable competitive advantage based on high-level ‘production capabilities’ (ITC,
2002). Tracing the progress of these reforms within the broadcasting sector is also of
interest as a basis for comparison with market based reform programmes in other sectors
and related initiatives in other countries.”

In this paper we examine the trajectory of the sector since the introduction of the
liberalisation process, building on an earlier study from the late 1990s (Deakin and
Pratten, 2000). The period began as one of considerable turbulence as the independent
production sector grew rapidly in response to the legal requirement of outsourcing by the
main terrestrial broadcasting organisations. Only gradually, however, has a degree of

2 For one recent overview see Dixon, Le Grand and Smith, 2003.

® There are important exceptions to this, including Born, 2002.

* Similar reforms are being considered, or have already been introduced, in a number of
comparable systems with a strong tradition of public service broadcasting, in particular elsewhere
in Europe. In this context it is relevant that the EU Television Without Frontiers Directive
(Directive 89/552/EC, as amended in 1997) aims to assure freedom of movement of information
and ideas and free trade in the television broadcasting sector, to assure pluralism and freedom of
speech, prevent acts (in particular the creation of dominant positions) that damage such values,
and promote opportunities for creativity in the cultural professions. On perceptions among
market actors of the role of EU-level regulation in the broadcasting sector, see Andersen, 2002.



consolidation emerged along with increasing maturity of some independent firms.
Competition law rules have evolved to the point where they are now among the factors
encouraging independents to claim residual property rights over the use and distribution
of programmes, a process which is gradually leading to increased levels of investment
from venture capitalists and other suppliers of external finance. The internal market of
the BBC has also undergone substantial change. After a period of confusion when
production and broadcasting functions were separated for internal management purposes,
some stability was restored by the introduction of production guarantees for in-house
suppliers in the late 1990s. Under Greg Dyke’s tenure as Director-General, it seemed
that the BBC had adopted an increasingly commercial orientation in its external relations
in order, paradoxically, to defend its position as a public service broadcaster. When
Dyke was forced to resign in January 2004 in the aftermath of the Hutton report,” the
strategy of the corporation was once again thrown into uncertainty.

We begin by providing a brief overview of the UK broadcasting sector and
television programme production process and discuss the theoretical relevance in this
context of the concept of capabilities, as well as outlining our methodology (section 2).
We then analyse changes which have taken place in the independent sector in section 3
and the BBC in section 4. Section 5 concludes by discussing the relationship between the
reforms and the continuing debate, which takes as its focal point the notion of public
service broadcasting, over the meaning of quality and innovation in television production.

2. The UK broadcasting sector and programme production process in a capabilities
perspective

2.1 The television broadcasting and programme production process

According to Barrowclough (1998), the television broadcasting and programme
production process can be divided into a series of relatively discrete stages.

Figure 1: The broadcasting production process
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Adapted from Barrowclough, 1998

® The criticism of the BBC by Lord Hutton in his report on the circumstances surrounding the

death of Dr. David Kelly (http://www.the-hutton-inquiry.org.uk/content/report/) led to the
resignation not just of Dyke but of the Chairman of the BBC Board of Governors, Gavyn Davies.
These resignations coincide with, and are likely to further promote, the debates regarding the
future strategy, organisation, funding and governance of the BBC associated with the
corporations Charter Renewal due in 2006. For an initial indication of the scope of the Charter
Renewal process see DCMS, 2003 and for one early contribution to the debate see Elstein et al,
2004.
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Stage 1, finance, relates to the sources of funds required to begin and maintain the
activity of programme production and channel transmission. In the UK context, there are
four general types of funding: advertising, subscription or pay-per-view, direct grant, and
the licence fee. Stage 2, resources, relates to the provision of the physical facilities,
technologies and skilled personnel required for programme production (including studios,
editing suites, camera crews, and sound engineers). Stage 3, programme production
itself, involves combining the diverse physical facilities and technical skills with the
creative ideas and resources (including agreement from specific rights holders) in order
to generate programme material. Programme material may be produced in-house, as a
vertically integrated activity within a television broadcasting organisation, in this case
facilities owned by the organisation will be used and technical personnel and creative
talent contracted to that organisation relied upon. Alternatively programming may be
bought in via the market. Already-produced content may be purchased, typically from
overseas, in particular from the US market, or ‘independent producers’ can be
commissioned to provide new programming.

In the case of independent production, programme material is commissioned by
the broadcaster through a process that typically involves four stages: the proposal,
whereby the independent producer submits an idea for a programme to a broadcaster; the
development, which relates to the concretization of particular aspects of the proposal,
such as budget and allocation of intellectual property rights; the approval, which involves
the submission of the programme proposal to the broadcaster and the confirmation of the
commission by the commissioning editor, and the contract, whereby the production
agreement is finalised and key terms, such as rights, price, production fee and net profit
share are made explicit (see ITC 2002, appendix 5). Independent production companies
can vary considerably in size and when producing television content may themselves rely
upon independent facilities houses.

Stage 4, channel generation, encompasses combining the completed programmes
with other material to form a coherent schedule. This involves not simply the allocation
of a date and time for transmission but the development of a scheduling strategy, that is, a
rationale for the nature of the portfolio of programming offered on a particular channel
and the placement of particular types of programmes in specific slots. This strategy will
then feed back into the commissioning processes and purchasing decisions and will also
need to be effectively communicated to potential audiences. In the UK some channels —
BBC 1, BBC 2, ITV 1, Channel 4 and Channel 5 — are organised on a ‘free to air’ basis,
while others are ‘pay TV’ or subscription channels.

Stage 5, channel distribution, relates both to the technical task of transmitting
channels and also to the reception of the programmes by those households who will
finally consume them. Traditionally television channels were distributed in the UK via an
analogue system that was highly limited in terms of its capacity. In recent years, and
specifically with the introduction of first satellite and then digital television, distribution
systems that can more easily accommodate pay TV have emerged, and in this context the
activity of channel distribution has taken on greater significance. Channel distributors
bundle channels together into packages and retail these packages to the final consumer.



At the present time, in addition to analogue ‘free to air’ distribution, there are also
satellite, cable and terrestrial digital systems.

Once programming has had its first showing on a specific channel via a particular
distribution system, it retains a value since programmes can, of course, be repeated and
indeed shown on alternative channels both domestically and internationally. Which party
retains rights in the programmes and how the value of television content is exploited in
secondary markets varies greatly according to context and is currently the subject of
much discussion and analysis within the sector. If the programme has been produced in-
house, rights will be retained and the programme sold on to international television
markets by the international sales or rights department of the relevant organisation. If the
programme has been produced by an independent producer, the rights may in principle be
retained by the independent itself, taken over by the broadcasting institution in question,
or shared between them. In the case where the independent retains the rights, it may have
its own distribution arm or use an independent distribution company. The perception of
how a programme is likely to perform on international markets may in certain
circumstances influence its chances of getting developed and commissioned in the first
place and may affect the mode of financing it receives.

2.2 The structure and financial context of UK terrestrial broadcasting

The terrestrial television broadcasting sector in the UK includes four major business
groups, which operate the 5 main national terrestrial channels broadcast free-to-air: the
British Broadcasting Corporation (BBC), which operates BBC1 and BBC2; the ITV
system which operates 1TV1; Channel Four Television Corporation, which operates
Channel 4, and Channel Five Broadcasting Ltd. (C5), which operates Channel Five.

The BBC is a publicly owned corporation established in 1922 and since then
dedicated to public service broadcasting. Its status is governed by a Charter and
Agreement that is periodically renegotiated with the government of the day. The BBC is
regulated by a board of 12 governors who are meant to act as trustees of the public
interest. The BBC is mainly funded by a licence fee that is levied as a flat-rate tax on all
households using a television.® The figure below illustrates the real growth in the BBC’s
license fee income since 1993.

® Although it also receives grants for free television licenses issued to people aged 75 or over, as
well as revenues from its commercial activities, linked to BBC Worldwide and BBC Ventures
Group.



Figure 2: Real BBC Licence Fee Income, 1993-2003 (2002 prices)

BBC Licence Fee Income 2002 prices

3000

2500 "

M—//"//

N
o
o
o

=
a
o
o

£m 2002 prices

=
o
o
o

500

O T T T T T T T T T T
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Year

Source: BBC Annual Reports and Davies Report (Davies, 1999)

In organisational terms the BBC is vertically integrated in the sense that it owns facilities
and carries out programme production.’

ITV (sometimes referred to as Channel 3) is a network of 15 different broadcast
licenses. ITV’s constituent companies are commercial, private-sector broadcasters, but
the network as a whole is subject to external quality regulation and is required to include
certain types of programmes in its services. The network has been in existence since
1954, and is funded mainly by advertising. It is monitored and regulated by Ofcom.? As
a network, the ITV commissions television programmes from its licensees and from
independent producers, so that each of its constituent companies may be considered to be
a vertically integrated organisation for present purposes. In terms of ownership 1TV has
experienced a substantial degree of consolidation in recent years culminating in the recent
merger of Granada and Carlton, which together account for 92% of the ITV Network.

Channel 4 is a public-sector corporation funded by advertising” that has been
broadcasting since 1982. It is regulated by Ofcom and is expected to meet a distinctive

" Historically the BBC was also vertically integrated in the sense that it was responsible for the
transmission of its Channels. However, the BBC’s distribution activities were privatised in 1997
when a commercial operation Crown Castle obtained the contract for the transmission of BBC
Channels.

® Ofcom is the new UK communications’ industry independent regulator that inherited the
monitoring duties of the ITC on 29th December 2003.

° The Channel Four Television Corporation is part of the Channel Four Group, which also
includes Channel 4 International. This company is responsible for the commercial exploitation of



public service remit specifically providing innovative programme content. One of the
main features of Channel 4 is that it is an exclusively ‘editorial’ channel; in other words,
it has no in-house production, its programming being sourced instead from the
independent programme production sector and material purchased from international
television markets.

Finally, Channel 5 is a private-sector corporation, owned by the RTL Group (with
64.6% of the capital) and the United Business Media plc (with the remaining capital).
Although it is required to include certain types of programmes in its services, it is
primarily a commercial operation, launched in 1997 and funded by advertising. As with
Channel 4 and ITV, it is also monitored by Ofcom. RTL has various media interests
including a television production capacity since its merger with Pearson TV in 2000 and
is itself owned by Bertelsmann, the world’s fourth-largest media company.

The financial environment facing those concerns (ITV, Channel 4 and Channel 5)
which are dependent upon advertising can be volatile as advertising spend fluctuates with
broader business and industrial trends (see Figure 3 below). It is also highly uncertain as
a result of the rise of multi-channel television in the form of various satellite, cable and
terrestrial digital television packages and the growing challenge posed by Rupert
Murdoch’s BSkyB (see Figure 4).10

Figure 3: Real Advertising and Sponsorship Revenue, 1993-2002
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programme rights acquired from the producers, meaning that the C4 as a business group is funded
both by advertising and by commercial revenues.

' The BBC, Channel 4 and ITV have each developed their own responses and strategies to the
challenges and opportunities posed by digital television. See Born 2003 for discussion and
evaluation of the strategies adopted by the BBC and Channel 4.



Figure 4: Real Turnover BSkyB, 1996-2003
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The growing significance of multi-channel television is also reflected in viewing shares,
that is, the percentage of the viewing audience watching one channel rather than any of
the others, over a given period of time. Figure 5 shows the relative growth of each of the
five terrestrial channels and the combined share of all satellite and cable channels.
Figure 5: Annual percentage of shares of viewing (individuals) 1995-2002
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* GMTV is a national breakfast-time service for the ITV network.



Despite the growing significance of multi-channel television in the UK it remains
the case that the BBC, Channel 4, ITV and Channel 5 are crucial in providing a demand
for domestically produced original programming. For example in 2001 it was estimated
by the ITC that the terrestrial networks (BBC1, BBC2, ITV, Channel 4 and Channel 5)
were responsible for two thirds of overall total programming spend by UK broadcasters.
The majority of that spend was on original UK television content (see figure 5 below).

Figure 6. 1TC Analysis of Network Programming Expenditure in 2001
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*Reference to ‘qualifying programmes’ relates to first run (that is, new and original
programming) produced either in-house or by external UK based producers.

By contrast, the remaining one third of broadcasters’ total programming expenditure,
including spending by BSkyB, investment by the main network channels on their new
digital services and expenditure by other multi-channel providers, was found to be
dominated by spending on acquisitions, sports, movie rights and news.

2.3 The reform process within UK broadcasting

The current structure of UK terrestrial broadcasting is the result of considerable
institutional and organisational change over the past two decades. A major issue has
been the use of the mechanisms of competition law and economic regulation to open up
the sector to increased choice and competition, in the process leading to varying degrees
of vertical disintegration within the main broadcasting organisations: in effect, the



separations of stages 2-4 of the broadcasting and programme production process as
outlined above.

The government-commissioned Peacock Report of 1986 led the way in
advocating the introduction of competitive forces into British broadcasting. Peacock
envisaged ‘a sophisticated system based on consumer sovereignty’ in which it was
recognised that ‘viewers and listeners are the best ultimate judges of their own interests,
which they can best satisfy if they have the option of purchasing the broadcasting
services they require from as many alternative sources of supply as possible’ (Peacock,
1986: para. 592). The full application of this logic would have led to a system based on
pay-per-view Since this was the ‘only system’ under which viewers could ‘register their
preferences directly’ for particular types of programming. On the supply side,
liberalisation implied ‘freedom of entry for any programme maker who can cover his
costs or otherwise finance his or her production’ and the imposition of public utility-style
common carrier obligation upon operators of transmission equipment (Peacock, 1986:
paras. 547-8). But the report also found a place for public service broadcasting, arguing
that consumers were willing to fund television production ‘in their capacity as voting
taxpayers’ in order to achieve greater diversity and quality of programme production, and
that ‘public support of programmes of this type can be accepted by those who believe that
viewers and listeners are in the last analysis the best judges of their own interest’
(Peacock: paras. 550-551). The White Paper of 1988 and the Broadcasting Act 1990
therefore stopped short of imposing complete liberalisation. However, a key part of the
new structure was a requirement that the BBC and ITV should contract out 25% of their
programme making by volume to independent producers; as the White Paper put it,
‘independent producers constitute an important source of originality and talent which
must be exploited and have brought new pressures for efficiency and flexibility in
production procedures’ (Home Office, 1988: para. 41).

Vertical separation within the BBC took the somewhat different form of internal
administrative arrangements under which a series of producer-provider splits were
implemented (see Deakin and Pratten, 2000). The context for these reforms was a
perception by senior management, and in particular the then Director General John Birt,
of the limitations of the traditional organisational structure of the corporation:

‘the BBC developed an administrative — not a managerial — ethos of safety
and solidarity and this, at its worst, brought waste and bureaucracy... [the
BBC] became a vast command economy; a series of entangled, integrated
baronies, each providing internally most of its needs; all the many faceted
inputs to the complex business of programme making; programme
departments, resource facilities and support services, all separately and
directly funded. Within this highly complicated machine, bureaucrats ...
allocated resources and services to programme makers. Territorialism
often stifled initiative. Nothing was transparent, everything opaque. It was
Byzantine in many of its structures ... Creative freedom was frustrated.’
(Birt, cited in Spangenberg, 1998: 108.)



With this diagnosis of the problems facing the BBC, Birt entered into a two-phase
programme of reform. The first stage, known as Producer Choice, was introduced in
April 1993. It essentially took the form of a purchaser-provider split at the level of the
relationship between programme makers and suppliers of production resources. The
purpose was two-fold: to enable the BBC’s management to obtain information on the
indirect, overhead costs of its programmes, in particular accommodation and capital
depreciation, and to benchmark the costs of internal resource provision against those of
external providers, so making it possible to carry out market testing. By these means,
potential inefficiencies would be identified and costs brought under control. The second
stage involved the introduction of a number of separate internal units or ‘directorates’ in
the autumn of 1996. Programme makers were allocated to the Production directorate and
commissioners to the Broadcast directorate. An internal commissioning system for
television production was then put in place, to operate in addition to the 25% external
quota which had been imposed by legislation. The imposition of the external quota was
one of the principal factors behind the decision of BBC managers to introduce an internal
market of their own:

“The point about Producer Choice was to clarify a number of issues lying
behind the 25% independent quota. The BBC feared a dilution of
standards in programme making. As it turned out, these fears were not
well founded; the independents were seen to be making programmes of
comparable quality to the in-house producers. But there was still concern
over costs. We thought the independents were charging a premium, to
cross-subsidise their activities, so they were more costly than the in-house
producers. However, when the BBC came to cost its own programmes, it
could not do so. How do you cost the canteen? So we had no handle on
how we compared to the independents. Also we had no basis for
improving our own efficiency. A market discipline would produce
information about costs and enable us to push our costs down’ (interview
notes: BBC manager, interviewed by the authors, 2003.)

2.4 A capabilities approach to understanding market liberalisation

Virtually all sides in the debate concerning the structure of British broadcasting accept
that the success or failure of the reforms cannot be judged solely by the extent to which
market relations displace previously integrated organisational structures.** The ITC, the
predecessor to the industry regulator, Ofcom, stressed the importance of ‘production
capabilities’ (ITC, 2002: para. 12) which serve to enhance the sector’s capacity for
innovative programme making, and launched a debate on the meaning of ‘public service
broadcasting’ which has been phrased, in part, in terms of market failures of the kind

I Even those industry participants and commentators most enthusiastic about the extension of

market relations within the sector acknowledge the possibility of market failure and the
legitimate role of public service broadcasting. Typically in these cases such an acknowledgement
is rapidly accompanied by the observation that the scale of current support given to public service
broadcasting is inadequately justified and excessive in relation to the degree of market failure in
fact experienced, see Ball, 2003 and Veljanovski, 2001.
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which may justify public intervention to ensure high quality programme production.*?
What might have been a straightforward narrative of market liberalisation is qualified by
a perception of the importance of common goods and resources at industry level.

The resource-based theory of the firm acknowledges the importance of
‘capabilities” which are tied up in intra-firm processes, routines and cannot be completely
contracted for and or even, in some cases, made the subject of a market exchange. Hence
‘the competitive advantage of firms stems from dynamic capabilities rooted in high
performance routines, embedded in the firm’s processes, and conditioned by its history.
Because of imperfect factor markets, or more precisely the non-tradability of “soft” assets
like values, culture and organisational experience, these capabilities generally cannot be
bought: they must be built’ (Teece and Pisano, 1994: 553). The issue of ‘non-tradability’
raises the question of what happens to resources of this kind when organisational
routines are displaced, through regulation or bureaucratic action, by arms-length
relations, and there is no option but to trade what formerly could not be traded. The
possibility exists that market liberalisation, by disrupting existing organisational
relations, undermines long-standing production capabilities which were tied up with the
vertically integrated forms of organisation which formerly dominated the industry.

One of these capabilities is the trust and loyalty of employees who, under the
former regime, had a confident expectation of job security, in return for which they were
willing to transfer part of the value of tacit knowledge and expertise to the organisation
and hence to the viewing public. The sociologist Tom Burn’s longitudinal studies of the
BBC, carried out in the 1960s and 1970s, argued that this was indeed the case with the
pre-reform Corporation; Burns stressed the degree to which BBC staff during this period
‘seemed to be devoting themselves - and consciously so - to individual ends and values
which were consistent with those of public service broadcasting without being
necessarily derived from them’, thereby creating what a personnel manager of that earlier
era called ‘an increment you don’t pay for’ (Burns, 1994: 91). The nature of the issues
involved here can be gauged by this comment on the 1990s reforms, made by an
employee representative: ‘when the independent quota came in, and outsourcing of
cleaning, catering and security began, most employees, far from saying “what an
opportunity”, were fighting to hold on to their jobs,” with the result that ‘it was like
working for any other broadcasting organisation; it didn’t matter to the staff that it was
the BBC any more’ (interview notes, 2003).

Capabilities, in the sense described by Teece and Pisano, may also operate at the
level of a sector, by virtue of the positive externalities generated by network relations
between firms, or in the context of a region which is characterised by a shared technical
or institutional resource (Lawson, 1999). Again, in this context, the impact of regulation
aimed at promoting competition can be doubled-edged. Supporters of an active
independent sector for programme production argue that

2 At the time of writing (February 2004), the inquiry into public service broadcasting which

Ofcom inherited from the ITC is still going on This review runs alongside the debates associated
with the BBC Charter Renewal instigated by the Department for Culture, Media and Sport, see
DCMS 2003.
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‘the viewers, the punters, like sports, drama, news, but above all,
innovation. If innovation is critical in the television production market,
how do you get it? We think you get it by having a competitive
programme supply market... How do you measure quality? You need to
put in place the right creative and entrepreneurial production community,
and then it’s up to consumers to decide’ (interview notes: industry
representative, interviewed by the authors, 2003).

But here too there is a recognition that the success of the independent sector depends
upon a range of factors apart from the intensity of competition: these include the types of
contracting arrangements offered by broadcasters, the possibilities which are available for
inter-firm collaboration, and the maintenance of a skilled workforce, but also the role of
public intervention in preserving the large home market for qualifying programmes
which is supported by the BBC licence fee and the regulatory commitment to public
service broadcasting:

‘pay per view would destroy PSB. We are not in favour of that. We
support the license fee. £1.4 billion to spend on original programming —
that is vital for the independent sector’ (ibid.)

2.5 Methodology

We have been studying the development of the independent sector and the evolution of
the BBC internal reform process since the mid-1990s. Our rresearch consists of a series
of enterprise-based case studies forming, together, a longitudinal sector study. The factors
that determine the quality of employment within television production companies and
broadcasting institutions are numerous and often historically and geographically specific.
The relationship between the nature of work in television and the quality of outputs
produced is far from straightforward with complex and sometimes contradictory
tendencies in play. The case study method allows, in our view, appropriate regard to be
paid to issues of time and place and extended and repeated interviewing enables tensions
between competing tendencies to be effectively captured. In the original research we
carried out over thirty in-depth interviews in the period between 1996 and 1999 covering
eighteen organisations in the UK media industries. In our current research, in the year to
January 2004 we conducted a further round of twenty in-depth semi structured
interviews with producers, commissioners, channel and business affairs executives, trade
associations, unions, independent consultants and regulators. In some cases, we were able
to revisit firms and individuals to whom we had spoken in the first wave of interviewing.

While the advantages of the case study method are considerable, the adoption of
this approach imposed certain limitations on the study. We continued to be constrained
by our level of access, since only a limited number of interviews were possible in any one
organisation. To fully understand organisations the size and complexity of, for example,
the BBC or Channel 4, even under only one aspect of their development would require a
far greater level of access than was possible within this study. More generally, as with all

12



case study work, care has to be taken in generalising the findings. This is particularly the
case in a fluid, fast moving sector such as television. While the case study approach may
be limited we also believe that it does make it possible to capture important
organisational and sectoral trajectories and thereby usefully complement more
quantitative approaches (see Dex, et al, 2000) to understanding structural change in the
media industries.

3. The trajectory of the independent production sector
3.1 The 25% quota and the growth of the independent sector

The independent sector did not come into being with the market reforms of the 1980s; the
main impetus behind its growth, to begin with, was the creation of Channel 4 as an
editorial channel, with no in-house production facilities of its own. The statutory 25%
production quota was intended to ensure, among other things, that vertically integrated
companies, combining production and broadcasting, could more effectively benchmark
the efficiency of their programme making capabilities against outside suppliers. Thus
around the time of the 1990 ITV franchise auction™ several of the successful companies
in that bidding process presented themselves as moving toward more of a publisher
broadcaster model along the lines of Channel 4 pointing to the further potential expansion
of the independent sector. Equally the arrival of Channel 5 promised to provide a further
impetus to the growth of the independent sector.

In early 2004 there were around 700 television programme production companies
in the UK, the vast majority of which can be classified as independent. Producers in the
UK are not seen as independent if they are directly or indirectly controlled by a television
broadcaster. Among the non independent producers are the production arms of the UK’s
publicly funded broadcaster the BBC, the regional license holders in the ITV network
(who do not produce exclusively for the 1TV) and finally, other producers who because
of their links with broadcasting companies (through, for example, shareholdings) cannot
be viewed as independent on current definitions.

The 25% quota was envisaged as a minimum level of outsourcing from
broadcasters to the independent sector. A concern consistently expressed by the
independent sector is that the broadcasters, or at least those with their own production
arms, commission to the quota. For example, the BBC outsourcing of programming
hovers just above the 25% minimum. Indeed, in 2001 and 2002 the BBC missed its
statutory 25% quota obligations. During the 12 months ending 31 March 2002 only
21.8% of qualifying BBC output — the quota excludes news and current affairs — came
from the independent sector. In the preceding 12 months the figure had been 23.7%. The
BBC responded to the figures by highlighting their dependence on one key supplier who
is not officially considered as an independent supplier. Endemol is responsible for a
number of important BBC shows but is not regarded as an independent producer since

3 For further discussion of the ITV franchise auction and its impact on the sector see Deakin and
Pratten, 2000 and Bonner, and Aston, 1998: chapters 10 and 11.
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its parent company Telefonica owns a broadcaster in Spain.** Independent producers
point to this as evidence that a level playing field has yet to be established and
commissioning decisions are not being driven purely by the quality of the proposals.

The 2002 ITC review of programme supply considered the future of the quota. It
considered that ‘there remains for the time being an important role for an independent
production quota in the UK’ on the grounds that ‘the quota has created access to the main
networks for a large number of new producers, and without it, there is a risk that the main
broadcasters would once more favour in-house suppliers’ (ITC, 2002: para. 32). But it
also rejected calls for the quota to be extended, except to the extent of recognising that it
should apply to the BBC’s licence-fee funded digital channels, and to BBC1 and BBC2
separately (para. 37).

3.2 Terms of trade, broadcast rights and the form of production contracts

The issue of the relationship between the broadcasting institutions and the independent
sector and the ‘terms of trade’ between them became and remains a focus for debate. The
expression ‘terms of trade’ covers ‘the broadcaster’s benchmark, framework and guide
for the negotiation of production deals with independent producers; it embraces ‘the
commissioning procedure, guidelines on development and approvals, along with the
broadcaster’s starting point on key issues such as rights, production fee, net revenue
share, distribution etc.” (ITC, 2002: Appendix 5, para. 2). Each of the main broadcasters
publishes its terms of trade, although the standard form contracts which constitute the
basis of agreements with independents are not published (the terms of trade, as such, are
not legally binding, and will not necessarily be incorporated into any contract).

Until recently the terms of trade between broadcasters and independents varied
substantially across the sector. The main divergence was between models offering a ‘full
funding’ or ‘cost-plus’ contract, under which the broadcaster paid in advance the full
costs of production plus a fee for the producer, and a ‘licensing’ option under which
production costs were borne by the supplier. Under full funding, the broadcaster
acquired all rights in relation to the programme, that is, not just the primary right to
broadcast it in the UK, but all secondary rights relating to its rebroadcast on other
channels and further exploitation in the UK or overseas, and tertiary rights relating to
residual copyright and merchandising. The licensing variant, by contrast, allowed the
producer to retain most secondary and tertiary rights, with the broadcaster licensed for a
limited number of showings over a fixed period of time, sometimes with the option of an
extension.

At one extreme of the spectrum were the ITV Terms of Trade, which provided
that the ITV Network Centre, the body through which (among other things) agreements
with independents were made, acquired only the right to UK terrestrial showings for a
limited period, and which, in return, required the supplier to meet all production costs up
front and to carry the risk of any shortfall between the agreed fee and actual costs. The

 Endemol is now due to get its independent status restored this year after successfully arguing
that it should not be excluded.
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Network Centre had no funds of its own for programme development, so that a licensing
model of this kind was its only viable option; however, the ITV Terms of Trade went
further than this in seeking to protect the rights of independent producers, guaranteeing
them equal access to the commissioning process with in-house ITV producers, and
applying the same selection, commissioning and contracting procedures across the board.

By contrast, the BBC, Channel 4 and Channel 5 all operated some version of the
fully-funded model, but with variations in the degree to which producers are allowed to
retain certain rights.  ‘Format rights’, or ‘the rights to the idea, concept or other
distinctive features of the programme, including remake rights and sequel rights’, which
are not normally protected by copyright law, were assumed by Channel 4 as part of the
deal for funding, whereas the BBC and Channel 5 allowed them to remain with the
programme maker. In other cases, the possibility of negotiation over the terms of the
deal was explicitly acknowledged; thus Channel 4 maintained that it is prepared to
negotiate on an individual basis with each independent producer it deals with (ITC 2002,
Appendix 5: para. 36).

The ITC review of programme supply, conducted in 2002, came out strongly in
support of the ITV model for terms of trade, arguing in favour of ‘a presumption... that
producers retain rights in their programmes unless explicitly sold to broadcasters and
other parties’. In addition, the ITC recommended that there should be clear separation,
within agreements, of primary, secondary and tertiary rights; that the terrestrial
broadcasters should publish indicative tariffs for primary rights, so that producers would
be aware in advance of the scale of funding available in return for the acquisition of such
rights; and a clear demarcation should be drawn between negotiations with distributors
over the content of secondary and tertiary rights and negotiations with broadcasters over
primary rights. These principles should then be incorporated into Codes of Practice,
published by the broadcasters, which it would be the responsibility of Ofcom to enforce.
The Communications Act 2003 incorporated the recommendations of the ITC
Programme Supply Review, and empowered Ofcom to issue guidance notes for Codes of
Practice. The Ofcom guidance, also based largely on the earlier ITC Review, was
published in early 2004 and the BBC and Channel 4 shortly afterwards published new
Codes of Practice incorporating, in essence, the Ofcom recommendations.

The basis for the ITC’s conclusion was, in part, the perception that the BBC had
used its market power ‘to squeeze price and profit margins on primary rights’, but even if
this argument from abuse of a dominant position had not been available, the ITC would
probably still have opted for the licensing model as a means of enhancing the
sustainability of the independent sector: ‘unless changes are made to the framework
within which commissions are negotiated, then it is unlikely that a strong independent
sector, able to build long-term value and capable of attracting significant external finance,
will emerge’, in particular since the inability of independents to retain secondary and
tertiary rights ‘reduces their attractiveness to external investors’ (ITC, 2002: Appendix 5,
para. 21).
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The ITC’s approach chimed in with the views of the large and more ambitious
independents who saw their priority as orientating their operations toward markets where
there is greater competition for television content. These are independents which have
taken steps toward establishing themselves as sustainable enterprises capable of
competing outside the ‘protected’ regime instituted by the quota. In the mid to late 1990s
it was argued that ‘because the independent producer doesn’t have the capital to develop
his business... independent production in this country is nothing more than a cottage
industry’ (Gutteridge, 1995: 7). One indicator of the precarious position of many
television producers was their dependence upon commissions from one broadcaster and
their exclusive expertise in one genre of programming. In 1997 a survey of UK television
production found that 58% of officially independent production companies only produced
for one channel during the four year period under scrutiny and 84% did not produce for
more than two channels. Meanwhile the same survey found that 78 % only produced in
one genre and 94 % did not produce in more than two genres.™

From that period onwards there has been a growing division in the sector between
a small group of successful and growing businesses, engaging in take-over and merger
activity, some attracting venture capital and increasingly adopting an international
orientation and a larger group of smaller independents which remain heavily dependent
on one or at most two commissions a year. In our current round of interviews, some
respondents spoke of a generational shift which the sector has been going through, with
the result that many of the original ‘cottage industry’ producers are dying off. The
changes introduced by the Communications Act 2003 are expected to accelerate this
change. As more independents build up stocks of programmes in which they retain
secondary and tertiary rights, they can use these assets to attract venture capital and other
forms of external finance. For some in the industry, this is a major change: ‘it’s never
been a business sector before’ (industry representative, interview notes, 2003).

However, the sector was not of one view. For the smaller independents the kind of
contract which has long been typical within Channel 4, whereby programme costs are
met by the channel and a production fee is paid on completion, carries advantages in
terms of a guaranteed income over the 1TV model where the company does not receive
payments to cover costs until the programme is delivered. Moreover, some of the
broadcasters (in particular Channel 4) have argued that to pursue the rights-based model
at all would be to fail to recognise the creative contribution which the broadcasting
institutions themselves made to the programmes they commission. According to a recent
study based on extensive interviews with commissioning editors:

‘The majority of programme ideas have some creative input from the
commissioner, and a significant amount are being thought up in the first
instance by them. Commissioners argue that they, not the indies, have
most understanding of the Channel requirements, and so they find it more
straightforward to undertake programme idea generation themselves. The
practice is widespread. Many interviewees said that they thought up

> “The Situation of Independent Television Producers in Great Britain, France and the
Netherlands’, The European Institute for the Media.
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programme ideas themselves, seeing it as a very important aspect of their
role. When asked about the approximate percentage of commissions that
had such input, many put it between 20% and 50% of their commissions’
(Preston, 2003: 18)

3.3 Output deals

A related issue is the growing reliance on long-term output deals between broadcasters
and producers. For some considerable time it has been apparent that there exists a sub
group of independents whom the broadcasters primarily rely upon: thus we learned from
our current round of interviews that Channel 4 uses just 30 suppliers to supply it with
70% of its originally commissioned material. Moreover, these relationships with key
suppliers have become formalised via the use of output deals sometimes lasting a number
of years. Reputation and experience are of vital assistance to commissioners who are
looking to establish a reliable source of supply. It is also in the interest of commissioners
to build up particular relationships through repeat trading:

‘Some of the more established documentary companies are much better at
targeting their proposals at particular strands. Experience has given them a
clear idea of what is suitable for the different strands. It has become a bit
of a vicious circle. If they get more commissions, they spend more time
with us and get to know our judgements better. They watch a lot of our
output and target their ideas accordingly. If an untried person approaches
us with a proposal we like, we may advise them to take the idea to one or
two of these companies’ (Channel 4 commissioning editor, quoted in
Holland, 1997: 232)

As a Channel 4 commissioning editor recently put it to us:

‘the output deals change the nature of the relationship with the company.
The producer does not feel like he is selling. If there is an element of
security in the deal, there is an element of collaboration. The proportion of
commissioning deals on the basis of collaborative relations is about 10%,
but can become higher’ (interview notes, 2003).

This trend towards output deals may bring financial stability to producers, but for critics
of the practice, it also weakens competition, thus contributing to the consolidation within
the independent production sector. For those independents with capacity to trade in the
international market for broadcast rights, output deals are not necessarily viewed
positively, as they may imply giving up property rights.

It is important to recognise however that running alongside, sometimes
intermingled within, these kinds of interpretation is a quite different view, which could be
equally consistent and draws upon a more complex and sustainable account of market
relations. This contrasting view emphasises the role of collaboration, long term relations
and trust between commissioners and producers in providing quality programmes. Thus a
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BBC manager commented to us that ‘the development of long term relationships has
distinct advantages specifically in terms of quality. It is the combination of the delivery
of quality product at reasonable cost’ (interview notes, 2003). Similarly when announcing
a series of output deals with independent documentary makers Channel 4’s head of
documentaries explained:

‘The key thing is, how do we get our conversations to be more grown up
rather than being slightly overselling sales person and suspicious reluctant
buyer, which characterises a lot of the dealings. I want to have
relationships with producers where we both look for the right things.’
(Broadcast, 13 June 2003).

It has been suggested that ‘every commissioner who’s got a good reputation has a super
indie who’s their first port of call’ (commissioning editor, reported in Preston 2003: 22).

3.4 Training and labour supply

A wider issue is how far the growth of the independent sector has had system effects
within the sector which have been detrimental to the sustainability of the industry in the
longer term. It has been claimed that the growth of the independent sector in conjunction
with the increase in the freelance labour market has undermined traditional training
patterns and career paths to the detriment of the long term health of the sector (Saundry,
2003). As early as 1989, the ‘Skill Search’ survey had reported that traditional routes to
skill formation were being eroded as a result of the fragmentation of production in the
sector. This led to a number of initiatives being undertaken to shore up training
provision, including formation in 1993 of Skillset, an industry training organisation
funded by the major unions and employers including the BBC and Channel 4, as well as
the independent producers’ association, PACT. However, Skillset’s own research
showed that, by the mid-1990s, there was growing reliance within the independent sector
on an ageing workforce, previously trained by either the BBC or one of the ITV
companies, but which was not being replenished. There is also evidence that the
Producer Choice initiative in the BBC reduced the training received by freelances, as did
the restructuring of many of the 1TV companies following the introduction of auctioning
of licences after 1990. In 2001, a report of the Audio Visual Industries Training Group,
while asserting that the fragmentation of production had led to greater flexibility and
hence to efficiency gains, also pointed to a ‘potential contradiction between companies’
long-term investment in human capital and their need to adapt in the face of rapid
technological change’ (AVITG, 2001: 28).

Again, there are two views within the industry and amongst commentators. On
the one hand there are those who argue that liberalisation, leading to fragmentation and
decentralisation, has been associated with an erosion of training provision. Ursell for
example suggests that exposure to market competition has significantly undermined the
industry’s ability to reproduce through on-the-job training the cultural values that
ultimately underpin public service broadcasting. She writes:
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“The loss of colleagues, particularly the older and more experienced ones,
in the context of more pressurised production schedules, constitutes the
erosion of relational structures and temporal space allowing journalists to
think and to reflect on their practice. Simultaneously it substantially
reduces the possibilities of “learning from Nelly” on the job. The older
generation is in a much weaker position to educate and socialise the
younger. The values of public service which have informed broadcast
journalism practice since the 1920s are no longer conveyed via a social
fabric of occupational community to the cohorts of new journalists
entering broadcast news production. This is true even in the BBC,
notwithstanding its continuing efforts to honour [public service
broadcasting], since the organisation has also radically reduced its
numbers of older and more professionally experienced staff” (2003: 41).

On the other hand, many independent companies argue that the extent of the
problem has been overstated, and that changes in technology are making many of the
traditional skills of technicians and others irrelevant. This was a consistent theme in our
recent interviews, and one also reported by Saundry in his recent review. As Saundry
accepts (2003: 22), ‘with film and television production at an all time high, convincing
evidence has not yet been produced that demonstrates that the “skills crisis” has had a
negative impact on either the bottom line or the quality of work produced in the UK.

4. The evolution of the BBC internal market
4.1 The unexpected effects of the internal market

The reforms within the BBC had unexpected effects on staff morale, innovation and even
efficiency. While a greater awareness and sensitivity to issues of cost and efficiency was
engendered by the introduction of internal trading, the form of the internal market
brought new problems of its own. The resource-based directorates were expected to
compete with external facilities providers yet, initially, were not themselves able to bid
for outside work on any significant scale. They were also expected to help cover heavy
corporate overheads which made it difficult for them to match the charges of the smaller
independent providers. Moreover the charging structure which was implemented was
rigid and took little account of high volume use. The limitations of the Producer Choice
initiative were recognised by BBC executives themselves:

‘in its first form [Producer Choice] was too complicated, with 485
business units and, in the first two years, a third of all transactions for less
than £100. These were changed in time, but John Birt was firm on the
rules and loath to relax them or intervene. He wanted the invisible hand to
do its work....it was resources that took the hard hits, the job losses from
Producer Choice. Capacity remained high and more closures were
necessary. A few producers, including some vociferous about saving the
BBC in house resources, acted capriciously once given the choice of
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studios, OB vans, editors and camera crews elsewhere. ‘Playing shops’
was the term the frustrated resources managers used. Most producers who
went outside did so for particular talent or for price. BBC prices were
uncompetitive because of the overhead.” (Wyatt, 2003: 276)

The implementation of Producer Choice led to debates within the corporation concerning
which kinds of activities could benefit from market type co-ordination and which were
perhaps too important to be left to this form of organisation. So, for example, Producer
Choice was initially extended to the supply of Research and Development effort within
the BBC. However it was quickly recognised that given the rapidly changing technical
environment of broadcasting this was an area of such strategic significance that internal
market provision was simply too risky an option (see Childs, 1997 for details).

The 1996 split between broadcast and production was also, in time, seen as
generating certain tensions which limited its ability to deliver improvements. BBC
Broadcast received the license fee income, while BBC production had no autonomous
income. Production also had no official claim on rights, which were held and negotiated
by BBC Worldwide with rights revenues returning to BBC Broadcast. Just as with the
resource departments before them, in-house producers perceived that they were being
treated unfairly and that the internal market was being structured in such a way that they
could not compete effectively. Since the production directorate was not allowed to sell its
programmes to outside commissioners, while the broadcast directorate could commission
from the independent sector, production units were in a weak bargaining position. As one
finance executive recalls:

“The split made life hard for Production. The fact that Broadcast could buy
in programmes from the independent sector constrained BBC production.
They had a certain capacity that they had to fill in order to break even.
This gave Broadcast a great deal of negotiation power over prices. They
would push down prices as far as possible because they knew Production
had no alternative. They could not offer their production to another
commissioning house. On balance, Production would rather have made the
programme than not at all’ (quoted in Hall, 2001: 51).

In similar vein, a former BBC broadcast manager told us in 2003:

‘There was much to be said for the structural separation which John Birt
introduced: organisational structure has had quite an influence. It led to
specialisation in production and the development of core managerial
skills; on the broadcast side, it led to a better understanding of what the
audience wanted, and greater efficiency through market testing. However,
in practice, the split was taken to an unproductive extreme. The
commissioners behaved as if they were buying on a spot market. In time
they came to learn that they should be developing long-term relationships
with particular suppliers. But at the time, there was a serious loss of
morale in the BBC’ (interview notes)
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The then head of BBC Broadcast has since acknowledged that ‘[t]he chief problem with
the reorganisation was that once in existence, BBC broadcast was seen to be bigger and
more powerful than anyone expected, creating an imbalance in the BBC. The result of
this was that other parts of the organisation tried to claw back what they could. This
wasted much energy and time on all sides’ (Wyatt, 2003: 298).

Some of the internal producers also claimed that the split between broadcast and
production inhibited the creative process involved in programme making.

‘Overnight the Managing Directors of Television and Radio no longer sat
at the top table of the BBC. Instead they reported to and were represented
by, the Chief Executive of Broadcast. Producers in BBC Radio and BBC
Television suddenly found that their world had been turned upside down
as they had become part of a new bi-media division called Production ....
The Broadcast/Production split ... led to departments declaring war on
each other, as they battled for commissions to survive. Science would try
to get Religion’s programmes and vice versa.... I think the uncertainty led
to safe programming and abandonment of risk. Why risk a challenging
idea which might not be commissioned, if a formulistic one guaranteed
success? At least you kept your job.” (Abramsky, 2002)

As one Human Resources officer told us:

‘Creativity should be a marriage between production and commissioning.
And the split of these two areas meant a loss of confidence in production.
After the split, production people found themselves in the position of
resources people and hated it.” (BBC manager, interviewed by the authors:
interview notes, 2003)

Similarly, Born suggests that the 1996 restructuring effectively disempowered BBC
Production vis a vis BBC Broadcast:

‘Relations between Production and Broadcast became troubled. Broadcast
began to offer budgets for expensive commissions, such as high cost
dramas, that were lower than their actual cost to in-house production
departments, forcing them .... to seek co-production funds themselves
from foreign broadcasters, in turn diluting their commitment to creative
risk. The restructuring led also to greater centralisation and rationalisation
in the commissioning of programs and less creative autonomy for
production departments. Rather than each production department having a
role in decisions about what would get made, now the Channel
Controllers, supported by teams of market analysts, schedulers and
audience researchers, issued commissioning booklets to in-house and
independent producers containing strict templates for each schedule slot
that set out precisely what was required in terms of genre, “feel” budget,
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target demographic and rating. Producers henceforth pitched competitively
to gain commissions for each centrally defined slot.” (2002: 73)

The malaise of in-house producers was said to partly explain the decision of the
management to guarantee its in-house production directorate 60% of the annual
programme expenditure of BBC1 and BBC2. This self-regulated quota reduced the area
of competition between in-house producers and independents: competition between
inside producers and independents was reduced to only 15% of the market, given the
compulsory quota of 25%.

The implementation of the split between production and broadcast in the BBC
therefore raised internal conflicts of interest, and the very responses which the BBC made
to overcome these tensions called forth complaints from independent producers
concerned that they could see access to potential commissions being once more curtailed.
While Producer Choice and the extended internal market within the BBC did have the
merit of allowing for greater awareness of the costs involved in television production and
for enhanced accountability, they also had the side effect of increased bureaucracy, high
co-ordination costs, and effectively inhibited innovation. In sum, it seemed that the merits
of the internal market were overcome by the excessive costs of co-ordination.

4.2 Reconfiguring the BBC’s interface with the market

With the appointment of Greg Dyke as Director-General in 2000 the BBC was subject
once more to a wave of organisational reform. The new reforms were in part a response
to the perceived limitations of the earlier structural changes. However, whereas the 1996
reforms were responding to the problems of Producer Choice by taking the logic of the
internal market further, the ‘One BBC’ reforms introduced by Dyke could in certain
respects be seen as abandoning at least some aspects of that logic.

The stated motivation for the reforms was similar to that which underpinned the
earlier reforms. After the 1999 report on funding the BBC (the so-called ‘Davies Report’,
after the chairman of the committee, Gavyn Davies, who later became Chairman of the
BBC), the pressure on the organisation to control its costs remained albeit in a rather
different financial context from the 1990s. The report stated that ‘the BBC should retain a
central role in the provision of public service broadcasting in the early years of the digital
age, at least up to Charter Review in 2006, and that ‘the prime source of new funding for
extra services should be self-help by the BBC, in the form of efficiency savings,
commercial revenues and privatisation revenues’ (our emphases) (Davies Report 1999:
6). Davies also recommended that ‘the Director-General (of the BBC) should ensure that
expenses for the central management and bureaucracy of the BBC are commensurate
with those of equivalent private sector organisations’ (Davies Report 1999: 32). The
Report also argued for the creation of a digital licence fee, so as to allow the BBC to
compete in the digital age without cannibalising the terrestrial/analogue signal service.
But this additional income should be secondary in face of the BBC’s self raised funds.®

16 At the time of the Davis report, the BBC put forward its “full service vision’. In this plan the
BBC factored in an increase of £600 million every year from 2000 to 2006 to be channeled into
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The ‘One BBC’ programme had the general purpose of reversing what were seen
to be the adverse effects of the internal market reforms, namely its excessive formality
and rigidity. The objectives of ‘One BBC’ were four-fold: more effective control of
overheads, so as to reduce them to 15% of the total income by 2004; the simplification of
the internal market system; the dismantling of the production/broadcast split in certain
areas; and the increase of focus on audiences, creativity and collaborative work (Dyke,
2002). Cost control was justified in the light of the recommendations of the Davies
Report. Reforms of the internal market were seen as necessary not only because of the
coordination costs involved, but also because of the low motivation of the human
resources and the adverse effects the structures had had upon innovation and creativity.
The focus on audiences, creativity and collaborative work was justified on several
grounds. Audience research identified groups that were not being reached by the BBC
(people under 55 years; ethnic minorities and geographic areas besides the South of
England) while surveys (both to external people and staff) identified the company as not
risk taking or innovative. The emphases on collaborative work in particular may have
been a response to the long standing concern that the organisation was structured in such
a way as to promote heightened individualistic orientations. An independent producer and
former programme maker at the BBC suggested to us:

‘(In the BBC) the head of the department is the department. The success of
the department reflects well on the head of the department and not on
individuals within the department. For individuals it is their individual
programmes which are important. Within a hierarchical organisation like
that there is not much of a culture of taking pleasure in each other’s
successes’ (interview notes, 2003.)

The intention of creating a culture of collaboration was also related to the emergence and
success of new genres such as factual entertainment which blurred the boundaries
between departments.

The new structure introduced under ‘One BBC’ involved the abolition of the
Broadcast directorate and its related support structure. This was replaced by four
divisions Television, Radio, New Media and Nations and Regions. Similarly the
Production Directorate was broken up. Previously, it was a very large directorate with
only one representative on the Executive Committee despite its crucial creative
importance. The 1996 structure effectively removed key people, such as the programme
department heads, from influential decision making positions. In its place, three
programme divisions were established each with their own representative on the

service provision. The Davies report suggested that the BBC should receive £150-200 million
extra every year from a digital license fee, but suggested that the second best method would be a
general license fee increase. The government agreed with the amount, i.e., £200 million per year,
but didn’t consider the digital licence fee appropriate. A funding settlement for the BBC was
reached with the Government covering the years 2000/01 to 2006/07 within which television
licence fees were to be allowed to increase each year by 1.5% above inflation as measured by the
Retail Price Index.
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Executive Committee. These divisions included Drama, Entertainment and Children,
Factual and Learning and Sport. Within some of these programme divisions the
broadcasting/production split was dismantled entirely (including children’s programmes,
sport, and specialist factual programming) and in others a refined commissioning process
was introduced. In total the new structure was constituted by 17 departments each with a
position on the Executive Committee. Whereas the preceding Executive only had four
programming and broadcast representatives, the new one had nine. This was part of an
attempt to provide the BBC’s creative community with greater top management presence.

The ‘One BBC’ structure’’ clearly set out to reverse key aspects of the earlier
reform programmes. Central to the 1996 reforms was the imposition of a purchaser
provider split between commissioners (BBC Broadcast) and programme makers (BBC
Production). Under the new structure the idea that the functions of commissioners and
programme makers could be separated out and a market like interface inserted between
them was all but abandoned. This may have reflected a greater confidence that there were
certain core functions which a public service broadcaster can retain. As one finance
executive noted:

‘Another (hesitant) suggestion for the restructuring (of 1996) was that it
made it easier to hive off parts of the corporation if needed. At the time,
the long term future of the BBC was not as a secure as it is now. To ensure
that the BBC continued to operate, there was a thought that it may have to
sell off its parts of the business. The most obvious choice would be to start
at the bottom and sell off Resources, followed by Production. This would
result in the BBC becoming just a commissioning house like Channel 4’
(quoted in Hall, 2001: 91)

But there is also a sense in which the BBC under Greg Dyke saw the extension of
market relations: to view the BBC as straightforwardly carrying through a programme of
reintegration would be too simplistic. Thus, in addition to BBC Worldwide, a number of
further wholly owned commercial businesses associated with the BBC were brought into
being, including , BBC Ventures which itself holds BBC Technology and BBC
Broadcast (not to be confused with the now de-established internal directorate, which
focuses on Channel Management),. Thus in 2002-3, out of a total of around 28,000
employees, some 19,000 were employed in the public service broadcasting core of the

" Not all the problems targeted by ‘One BBC’ were solved, particularly the development of risk
taking decisions and the commitment with all audiences (Dyke, 2002). Therefore, in 2002 Greg
Dyke announced the launch of ‘One BBC — Making It Happen’. This corresponded to the second
phase of ‘One BBC”’, and its primary objective was said to be to get employees to feed from the
bottom up into a fundamental shift in culture (Grossman, 2003) a shift towards innovation and
creativity. After all, Greg Dyke wanted the BBC to be ‘the most creative organization in the
world’ (Dyke, 2002). ‘One BBC — Making It Happen’ involved the identification of seven themes
for change associated with flexibility, creativity, collaboration and universality. Each theme was
led by people from different parts of the BBC, and each division also has its own team committed
to the program.
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Corporation and a further 2,000 in the World Service with nearly 6,000 employed in
commercial businesses. Moreover for a number of years BBC Worldwide has had a
major partnership deal with Flextech for the production and marketing of subscription
channels in the UK. The BBC under Dyke developed further alliances and joint ventures,
one example being with Land Securities Trillium Limited which was entered into with
the objective of upgrading the corporations property portfolio.

Dyke’s resignation in January 2004 has polarised opinion. For critics of the Birt
reforms, the changes made by Dyke were a necessary corrective:

‘Dyke was seen as rolling back Birt. He was more committed to
programme making... Dyke took the opposite view to Birt: why outsource
if you could do it better in house? Dyke recognized that morale was at an
all time low when he took over. When he left staff morale was quite high.
Dyke recognised that a lot of the internal market was nonsense; extra
layers of bureaucracy and regulation. He was a big picture man, not a
detail man, and that was his downfall’ (interview notes, 2003)

A very different perspective came from those who saw Dyke’s BBC as encroaching on
the legitimate sphere of the independent sector:

‘Birt ran the BBC at low peak capacity. Dyke ran it at top peak. Lots of
people were employed, but not to make programmes. The licence fee
payers of the next generation will not give the BBC the benefit of the
doubt as at present. Under Dyke, the BBC over expanded, and now faces
death by a thousand cuts’ (interview notes, 2003)

5. Assessment: the impact of the broadcasting reforms on production capabilities

As the quotation we referred to earlier from John Birt makes abundantly clear, the
reorganisation of the BBC which began with Producer Choice was viewed by its
proponents in terms of a shift away from a producer-led, bureaucratically-driven
production process which was said to be stifling creativity. The introduction of market-
like processes and flexible organisational forms would, it was hoped, release creative
abilities and enhance innovation. The same perspective was at work in the efforts made
to promote the growth of the independent sector. In this context, Channel 4 was held out
as an example of what could be achieved in terms of innovative production through
reliance on externally sourced production.

In each case, however, there was more at stake than a straightforward move ‘from
firm to market’. Peacock’s radical proposal to empower the ultimate consumer would
have implied complete ‘unbundling’ of production from distribution, the break up of the
BBC and the ITV companies, and a move to individualized pay-per-view. This was
rejected as a series of steps too far, on grounds that included the ill-defined but
nevertheless still powerful notion of ‘public service broadcasting’. Instead, what
emerged was a ‘quasi market’ in which separate production and commissioning stages
were established within organisational boundaries in the case of the BBC, and beyond
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them in the case of outsourcing to the independent sector. In the absence of full
marketisation, newly-relevant types of legal regulation (competition policy) were
deployed and novel bureaucratic forms (new commissioning processes) were introduced
in an effort to mimic what were seen to be features of the external market.

We have discussed elsewhere the implications of this quasi-market structure for
the governance of the transaction costs inherent in the broadcasting production process
(Deakin and Pratten, 2000) and for the regulatory framework of the media industries
(Deakin and Pratten, 1999). Here we wish to focus on its implications for the way in
which the object of the broadcasting production process, the product itself, was redefined.
If the quality of a product is ‘a datum constructed by producers and consumers; it is then
known, recognised, and incorporated into the expectations of both parties’ (Storper and
Salais, 1997: 38), the changes to the structure of UK broadcasting in the 1980s and 1990s
implied a profound transformation in the nature of the television programme as product.
Prior to these changes, the internally codified norms and tacit knowledge of programme
producers played a major role in determining what accepted views of programme content
and quality meant. Under circumstances of limited competition (the BBC-ITV
‘duopoly’) and restricted choice for consumers (at a time when there were just two or,
from the late 1960s, three terrestrial channels to choose from), notions of quality were
largely generated from within the production process, subject to occasional mediation
with external views through the intervention of the regulators set up to monitor
programme content (the BBC governors and, for the ITV, the forerunners of the
Independent Television Commission) and, in the case of the ITV companies, the risk that
their franchise might not be renewed on quality grounds (which until the 1980s was slim,
although not completely non-existent).

To critics of the pre-reform industrial structure, the absence of choice and
competition implied that producers had the power to set their own agenda for programme
content and quality:

‘British broadcasting was creatively run by producer elites, while the
economic rewards went disproportionately to the workforce. This unusual
arrangement arose from the twin features of monopoly funding and a
Reithian ethos - television should be good for you. The definition of what
was good for you was left to the programme departments of the BBC and
ITV companies, self perpetuating oligarchies which shared a common
value system, supported by managements and regulators who themselves
started their careers in the broadcasting organisations’ (Cox, 1997: 22).

At the same time, this ‘common value system’ sustained production capabilities of a
certain kind. These can be understood not simply in terms of the extensive training
system which the BBC operated during these years, but also in the shared knowledge and
values which it perpetuated. The advent of Producer Choice, the producer-broadcaster
split and, more generally, regulatory encouragement of the independent sector, marked a
fundamental challenge to these established values. What are we to make of the trajectory
of the BBC and of the independents since that point?
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According to the recent review of the ITC, ‘a healthy and competitive TV
programme supply market is a vital part of our creative economy’ (ITC, 2002: para. 9)
and this in turn requires an independent sector which is ‘viable and sustainable in its own
right, rather than reliant on the quota for its existence’ (para. 10). Pointing to the
successes of the reform process, the review claimed that the UK has ‘strong production
capabilities’ in part due to the role firstly of Channel 4 and then of the independent
production quota in ‘[opening] up the programme supply market to many hundreds of
independent producers, responsible for adding to the creative and innovative
programming available to viewers’ (para. 12).

But the review was also required to acknowledge that, in many respects, the
current industry structure was less than ideal:

‘the independent production sector remains fragile — producers lack the
scale to diversify their risk, and lack the rights base which would allow
them to attract external finance — only a few independents have been able
to grow sizeable and sustainable businesses at home; and fewer still have
made inroads in the international marketplace’ (para. 13).

Worse still, the quota, while ‘a success in its original terms’, was becoming part of the
sector’s problems:

‘it addresses only some of the issues that are required for a healthy
programme supply market, and has its own disadvantages as well as
advantages. Some broadcasters use it as a ceiling not a floor, and many
have said that it risks creating a “welfare culture” of small independents
who depend on the quota, rather than their own competitive strengths, for
their continuing existence’ (para. 18).

The solution advanced by the ITC was one based on the further intensification of
competition: by limiting perceived abuses of market power by the BBC, moving to the
ITV’s terms of trade, and attempting to disembed the commissioning processes, the
independent sector would be released from the forces holding it back. The expectation
was that as old-style ‘cottage industry’ firms were sidelined, the survivors, now able to
assert control over secondary and tertiary rights, would be better equipped to attract
external capital.

But there is a rival narrative running through the recent experience of the
television production sector. The model of cost-plus financing, while making it difficult
for some of the smaller independents to grow, also protected them from the downside
risks of cost shortfalls which are a common feature of television production and which
only the larger suppliers have the scale and reserves to deal with. Nor, according to
Channel 4, do the ITV terms of trade adequately allow for the closely collaborative
nature of the broadcaster-producer relationship to be adequately expressed. A fully level
playing field for the independents would probably require the formal unbundling of the
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broadcasting and production functions of the BBC; but as the ITC was compelled to
recognise, ‘structural separation of the BBC’s broadcasting and production businesses
might have the effect of creating a more level playing field between the BBC’s own
producers and independents, but would likely impose significant costs on the
Corporation’ (ITC, 2002: para. 31). The BBC’s own evolution since the late 1990s,
which has seen a significant modification of the internal market put in place by John
Birt’s reforms, further points to the potential disruptive impact of organisational
fragmentation upon production capabilities.

In truth, the regulation of television production has never been regarded as a
simple matter of ensuring the conditions for effective competition. Debates about the
impact of institutional change on programme quality are likely to continue as long as the
notion of ‘public service broadcasting’ continues to be a point of reference. For
proponents of reform, market liberalisation involved the establishment of consumer
sovereignty and the consequent disesmpowerment of a ‘producer elite’ which was seen as
having imposed its own tastes on the viewing population. For critics, the disorganisation
of previously well established productive relations has led to underinvestment in training
and a ‘race to the bottom’ in terms of the quality of the end product. The evidence we
have presented here offers tentative support for a third perspective which explains the
evolution of the sector in terms of disintegration and reconstitution of capabilities.
Because of its limited and qualified nature, liberalisation did not straightforwardly lead
either to enhanced consumer sovereignty, or to effective competition between programme
suppliers. At the same time, the notion of public service broadcasting has been modified
as part of this process. Innovations led, for the most part, by the independent sector have
seen the emergence of new genre types for factual and documentary programming, using
more ‘popular’ formats, but which producers and commissioners alike maintain are
faithful to the public service broadcasting ideal.

The implication of our study is that liberalisation has not been a straightforwardly
linear process of moving from an integrated production model, led by producer interests,
to one based on market relations responsive to consumer demands. Instead, the external
disruption of established modes of production has produced unexpected results and
persistent contradictions. Over time, it may be leading to the emergence of new
understandings, on the part of both consumers and producers, of what constitutes quality
in production, and to the evolution of new capabilities both for organisations (in terms of
acquired knowledge and know-how) and individuals (in terms of training and career
progression). But this remains to be seen.
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