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THE AUTHOR

Alan Peacock has, in his time, been a sailor (1942—5), Professor
of Economics in four major universities (1957-84), Chief Economic
Adviser to the DTI (1973-6), Principal and then Vice-Chancellor
of the independent University of Buckingham (1980-85). He has
also been an economic consultant to governments, international
agencies and professional bodies. He has spent the last twenty
years in ‘active retirement’ as co-founder of the David Hume Insti-
tute, Edinburgh. He has served as chairman of the Home Office
Committee on Financing the BBC (1985-6). A fellow of the British
Academy and the Royal Society of Edinburgh (Royal Medallist)
and an honorary fellow of the London School of Economics and
Political Science and of the IEA, Sir Alan has been awarded eleven
honorary degrees, including a doctorate from his alma mater,
St Andrews. He was awarded a knighthood for public service in

1987.

FOREWORD

The future of public service broadcasting and the future of
the BBC are both under consideration by the government, as it
reviews the BBC’s charter, and by the regulator Ofcom. As the BBC
has particular public service obligations, the future of the BBC and
the future of public service broadcasting are currently, of course,
inextricably linked.

A key radical theme of the Peacock report into the funding
of broadcasting, published in 1986, was that the provision of
public service broadcasting could, in the future, be separated
from the institution of the BBC. From a practical point of view,
Peacock’s arguments are even more relevant today than twenty
years ago because we have now reached the point at which tech-
nology allows Peacock’s vision to become a reality. As Peacock
envisaged, it is now possible to provide a limited fund, financed
by television viewers, that is used to finance the production
and broadcasting of programmes that might have some public
service value but, for some reason, are not provided in a free
market. Correspondingly it would then be possible to finance
the BBC by voluntary subscription rather than by a compulsory
licence fee.

Now that the theoretical ideal is attainable in practice,
there is a challenge to academics, policy-makers and opinion-
formers to refine and sharpen their arguments and expose them
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to public debate. With contributions from Professor Peacock
himself and other respected academics in the broadcasting field,
from a director of the BBC, from representatives of the regu-
lator Ofcom and from an independent producer, Public Service
Broadcasting without the BBC? provides an important contribu-
tion to the debate on the future of broadcasting policy.

Reform would have ramifications throughout the commer-
cial broadcasting sector. Not only would commercial broad-
casters have access to any fund that was set up to subsidise
public service broadcasting, but also the implications of a fully
commercial BBC, with a dominant market position and access
to a huge amount of intellectual property, cannot be ignored.
Peacock and the commentators address these issues too. In
a new model for financing public service broadcasting, the
BBC does not have to have fully commercial objectives: there
is plenty of room for imaginative thinking both about the
financing of public service broadcasting and about the future
corporate structure of the BBC.

Occasional Paper 133 provides an excellent contribution to
the debate on the future of broadcasting. This paper resulted
from a lecture and discussions on the future of public service
broadcasting held at the IEA in cooperation with Ofcom. The
IEA would like to thank David Currie and Ed Richards for the
part they played in the lecture and discussions. The events were
held to promote education on the issue of public service broad-
casting among staff from Ofcom, academics, senior manage-
ment in the broadcasting industry and other interested parties.

The contents of this paper should be regarded as the views
of the authors, not as the views of the IEA (which has no corpo-
rate view), its managing trustees, Academic Advisory Council

FOREWORD

or senior staff. The contents of Professor Peacock’s paper should
also not be regarded as the views of Ofcom or its senior staff.

JOHN BLUNDELL

Director General,

Institute of Economic Affairs

July 2004
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SUMMARY

New technology now allows a radically different approach to
the provision of public service broadcasting, as anticipated by
the 1986 Peacock Report into the funding of the BBC.
So-called public service broadcasting is currently mainly
provided in two ways. First, the BBC receives licence
payers’ money and free access to spectrum in return for
fulfilling ‘public service’ objectives. Also, public service
obligations are imposed upon holders of commercial
television franchises.

There is no longer any technical reason to maintain the
current approach to public service broadcasting. That
approach, which institutionalises it within particular
organisations, such as the BBC, inhibits competition and
innovation.

A limited public service broadcasting fund available on a
competitive basis to all broadcasters and producers should be
made available. This mechanism would be sufficient to ensure
the provision of programmes with ‘public service content’
that would, perhaps, not be provided in a fully commercial
market.

Such a public service fund would make resources more
widely available and would allow the market to adapt to new

SUMMARY

technologies and changing views as to the desired content of
public service broadcasting.

There are dangers in continuing to allow the BBC to
determine the content of public service broadcasting whilst
also delivering the content.

At the same time as the creation of a public service
broadcasting fund, access to the BBC would become
voluntary — for example, by subscription.

The BBC should not be ‘privatised’ as a fully commercial
organisation because its market power and access to
intellectual property would create serious competitive
distortions.

Some form of corporate structure should be found for the
BBC that allows it to be free and independent but gives it
more diverse corporate aims than those held by commercial
broadcasters.

13
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1 INTRODUCTION
Philip Booth!

Background

Throughout the 1980s and 1990s, many industries that had been
subject to state control were privatised with substantial benefits
accruing to the consumer and the taxpayer. Some industries
remained largely inside the public sector, such as postal services
— at least with regard to the letters delivery service — and broad-
casting. In both these cases, the political involvement in the
industries pre-dated the wave of nationalisations in the 30 years
following the end of World War II. It could be argued that, at
least in the case of broadcasting, technological limitations at the
time state involvement began meant that it was more difficult to
envisage competitive private markets developing in the provision
of services. This particular reason for initiating state involvement
in broadcasting has become rather weak in the last decade or so
as new technologies have developed and been disseminated. Thus
it is important to look rigorously, first, at whether there is still an
economic case for state involvement in broadcasting and, second,
at the form any state involvement should take.

Professor Sir Alan Peacock anticipated the technological

1 Editorial and Programme Director, Institute of Economic Affairs, and Professor
of Insurance and Risk Management, Sir John Cass Business School.
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developments that would change the face of broadcasting when
the Peacock Report into the financing of broadcasting (CFBBC,
1986) was published in 1986. At the current time, the BBC
is undergoing a charter review, and Ofcom is undertaking a
review of public service broadcasting (see Ofcom, 2004). Thus
policy-makers should once again consider the arguments of the
Peacock Report, particularly as the timing of the anticipated
adoption of technological developments is now clearer than it
was in 1986.

Comments on Peacock’s proposals

The monograph begins with Professor Peacock bringing rigorous
but lucid economic analysis to bear on the issue of public service
broadcasting and the institutional arrangements for its delivery.
Peacock introduces his rationale for state intervention in broad-
casting with a discussion of consumer sovereignty. Public
service broadcasting should consist of supplying consumer
wants where such wants, for some reason, cannot be provided
through the market. Public service broadcasting should not
consist of some self-appointed guardians of the public interest
promoting their own views of consumers’ interests. Peacock’s
second working hypothesis is that intervention should be based
on the assumption that there is ‘workable competition’ in the
market for broadcasting. Thus we are no longer in the world of
spectrum shortage justifying, in the eyes of many, considerable
state control of the few television channels to ensure that these
limited channels do not all provide programming that attracts
the median viewer. Rather we are close to the position where a
wide variety of channels can cater for different needs and tastes,

INTRODUCTION

including satisfying minority tastes and providing educational
programmes and sophisticated current affairs programmes.

The use of the notion of ‘workable competition’, rather than
that of ‘perfect competition’ coupled with the doctrine of ‘market
failure’, for the backdrop to the analysis is important. As has been
noted by Blundell and Robinson (2000) and elsewhere, including
recently in reports by the government’s own Better Regulation
Taskforce, the ‘market failure’ justification for intervention is seri-
ously problematic. Indeed, the concept of ‘market failure’, strictly
applied, can be regarded as literally vacuous — that is, empty of any
meaning. No market can fulfil the conditions for perfect competi-
tion and all markets fail relative to that standard. If a market does
not meet the conditions then there must be undiscovered oppor-
tunities for meeting consumer preferences. But in the absence of
perfect competition, we cannot know what those opportunities
involve because the information that is necessary to meet them
is dispersed among the participants in the market and cannot be
centralised. Furthermore, not only does the state not know how to
correct market failure but, in doing so, it incurs costs and imposes
costs on the market that may be greater than the benefit that
could possibly come from addressing the market failure. Also, the
government cannot be assumed to work benignly in the interests
of market participants but, instead, officials will promote their
own interests and the interests of those groups that wield most
power in the electoral and lobbying processes.

It is gratifying that Peacock does not use the empty market
failure doctrine to justify his position, but it is even more gratifying
that Richards and Giles, who work for the broadcasting regulators
Ofcom, in their commentary, eschew the market failure doctrine
too: their contribution will be discussed in greater detail below.

19
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While Peacock does not use a strict version of the market
failure doctrine, he does suggest that intervention mechanisms
could be used to provide programmes that consumers want but
which are not provided in a market. This may include programmes
such as current affairs programmes that people believe should be
made available even to those who do not regularly watch them
or who are unwilling to pay for them. Peacock’s justification for
intervention is that there are some forms of programming that
consumers as a group may want but which, perhaps because
of externalities, are not provided in a free market. Peacock is
very careful not to define the extent of such programming that
would not be provided in the market. It might be a wide range
— sport, cultural programmes, educational programmes, religious
programmes, etc. — or it might be a narrow range — for example,
just news programmes. Peacock is arguing for a specific mecha-
nism to achieve a specific objective; he does not discuss how
widely that mechanism should be used.

If it is the case, as it seems to Peacock, that consumers as a
group may want programmes that would not be provided in a
market, then it seems logical to develop mechanisms to address
this particular problem. The mechanism, argues Peacock, would
be to define a sum of money, obtained from a levy on television
owners that would be distributed by a body such as an arts council
to producers and broadcasters. The make-up of the council would
be determined by viewers themselves — it would represent viewers
and not be either self-serving or appointed by the government.
Peacock does not discuss in detail how the council would use the
money allocated to it. But broadcasters and producers could apply
for funds to achieve ‘public service” aims. The applicants would
have to demonstrate that the programmes receiving funding

INTRODUCTION

would not be viable on a purely commercial basis. Indeed, the
funding could be used in a subtle way, rather like ‘restrictive
covenants’ on a property. If, for example, a particular broad-
caster produced a twenty-minute Asian news service each night,
the council could pay a small sum of money — much less than the
cost of production — in return for certain public service enhance-
ments (say, a commitment not to take more than one minute of
advertising, a commitment to a regional version, or a commit-
ment to providing subtitles in Welsh). Thus the council would not
just fund the production of whole programmes but might fund
public service enhancements to programmes. Of course, there is
the problem, anticipated in the commentary by Fairbairn, that the
council may end up funding programmes that would have been
produced in the private market in any case. The defence against
this is that bidding for funds would be a competitive process and
it would be a matter for the council to put those funds to the best
use, in terms of producing the greatest enhancement to broad-
casting to achieve public service aims.

Peacock’s proposals have implications for the BBC. It would
no longer be special in terms of its role in public service broad-
casting. It could still be special as an institution, however. It could
obtain its income from a mix of commercial services, subscrip-
tion and advertising. Peacock believes, however, that if the BBC
were made fully commercial it would, in fact, be a serious problem
to the competition authorities because of its market power. He
suggests that the BBC could be a private, non-profit-making body,
rather like the National Trust, with full involvement of subscribers
in choosing those who governed the corporation.

One of the main benefits of Peacock’s proposals is that they
would automatically open the market up to competition. At the

21
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moment, the various institutions involved in broadcasting in the
UK do rather different things — that is why the range of program-
ming undertaken by satellite channels can, to some people, some-
times seem less imaginative than that produced by the BBC: there
is no point in the satellite channels providing exactly what the BBC
already provides for free. The benefits of competition could be
widespread. Peacock’s approach would allow broadcasters to find
the optimal degree of vertical integration; it would allow niche
broadcasters to compete with the BBC for public service broad-
casting funding; it would allow hitherto unforeseen methods of
providing better programming to develop which might have been
prevented by the existence of one dominant player on the public
service broadcasting scene.

Remarks on the commentaries on Peacock’s proposals

Peacock’s proposals are then subject to scrutiny by four expert
commentators. The first is an independent producer; the second
is a BBC executive; the authors of the third commentary work for
the regulator Ofcom; and the authors of the fourth commentary
are academics.

In the first commentary, David Graham broadly agrees with
Peacock. He stresses the importance of competition. Competition
is essential if we are to discover new ways of delivering broad-
casting and if we are to foster innovation. Graham also comments
on the problems of ‘government failure’ that arise in situations
where there is a dominant state provider of a service. He warns
against the view that has been adopted by some that the BBC is
akin to the National Health Service in providing an essential
public service.

INTRODUCTION

Fairbairn, though, issues some strong challenges to Peacock’s
analysis. Indeed, she does use the NHS analogy when she states,
‘In the UK, public service broadcasting is not about narrow market
failure, any more than public service health and education are. It
is about the collective decision we make as a society to keep some
important aspects of our lives in the public realm — available to all,
serving all and accountable to all.”

Fairbairn begins by suggesting a number of reasons why
the market may fail to provide what consumers want in broad-
casting, although it is not clear from her analysis that the Peacock
proposals would not address this problem. It matters little,
however, whether she believes that they would or not because
she does not accept Professor Peacock’s framework of thinking.
Broadcasting, she argues, holds a special place in society, and it
is necessary to have independent, public service institutions that
provide a service for the benefit of the public as a whole. Fairbairn
suggests that consumer sovereignty subordinates this notion of
‘social choice’ and the core principles of universality, equity and
accountability that underpin it in broadcasting policy.

With regard to the method of funding, Fairbairn argues that
using subscription funding for the BBC would undermine the
institution because some would choose not to pay, thus raising
costs to others, and thus the whole basis of funding for the public
service institutions would be eroded: thus licence fee funding is
essential.

She suggests that one of the major strengths of the UK'’s
mixed broadcasting system is that the variety of funding sources —
subscription, advertising and the licence fee —leads to a variety of
content provision. The different content and genre mixes on BBC
One as compared with ITV1 or Sky One, it is argued, are testament

23
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to this. Interestingly, Fairbairn believes that direct investment by
broadcasters in the development of domestic content is important
— the contribution of the BBC to such investment is mentioned
directly no fewer than four times in the commentary. Thus, it
would appear, public service broadcasting is not just about output
but about the inputs being ‘domestic’ and the production process
being vertically integrated. The institutional aspect of public
service broadcasting is important, according to this view.

Fairbairn further argues that the BBC is the ‘social glue’ that
binds the community together and that the BBC is in the best
position to make use of a whole range of likely technological
developments that can enable the provision of educational
services. Peacock’s specific proposal for an arts-council-type body
is regarded as speculative and untested. She believes that strong
institutions are necessary to deliver good public service broad-
casting and that programme-based funding for public service
broadcasting would crowd out commercial investment as well as
undermining accountability, given that the BBC is ‘accountable to
the British people for the quality of what it does, through a frame-
work of checks and balances’.

Fairbairn’s analysis does raise a number of challenges
to Peacock. It raises a number of questions too, which are
probably best posed in the language of Austrian and public
choice economics. First, how does the institution of the BBC
know what is in the public interest? Public service broadcasting
involves producing and broadcasting programmes that would
not be produced directly through producers and broadcasters
responding to the information contained in the price signals
transmitted by consumers. In the absence of the information
arising from such price signals, why is a public institution involved

INTRODUCTION

with the production and broadcasting of programmes in a better
position than, say, an arts-council-type body to deliver or procure
public-service-type programmes? Second, how do we ensure that
a public institution fulfils the role that is expected of it? Public
choice economics tells us that there is a high probability that it
will fulfil a range of other interests instead (those of the unions,
the management, the programme producers, the governors, the
state, and so on ...). How confident can we be that, in any real
sense, the BBC is ‘accountable to the British people’? No British
person can withdraw their support by not paying the licence fee
and not receiving the service. It is also not clear that in quinquen-
nial elections the quality of BBC programming plays a major part
in voting decisions.>3

Fairbairn notes the popularity of the BBC — 94 per cent of
people watch it at least once a week. Any other result would be
incongruous, however. The BBC receives about £5 billion of
public funding: about half from the licence fee and the other half
from the value of free spectrum. The BBC has to be paid for by
viewers regardless of whether a television owner watches it. Some
competitors receive money only from advertising revenue, and
others are financed by an extra subscription. It would be strange
indeed if the BBC did not provide worthwhile programming with
the financial resources at its command. The issue is whether these
resources should be available to others on a competitive basis. It
would be unfair, however, to criticise Fairbairn for relying on this
evidence for the BBC’s popularity as there is other evidence cited

2 This could be regarded as an unfair suggestion. No doubt Fairbairn would sug-
gest that the checks and balances are much more subtle and involve legal and
constitutional (in its widest sense) mechanisms.

3 The BBC has recently produced a document (BBC, 2004) exploring this issue.
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both by Fairbairn and also by Richards and Giles that the BBC
does, indeed, command public support.

These arguments of public choice economics do not fatally
wound the case for the BBC that Fairbairn makes because similar
objections could also be directed at Peacock. Will the ‘arts council
for the air’ really represent the consumer interest properly or will
it represent the interests of the articulate people who will seek to
be its members? The issue of which type of body is best able to
fulfil the public service aims and which would be least inclined
to pursue its own interests rather than the public interest is a
legitimate area for debate. This author’s view is that the competi-
tive process that would surround the arts-council-type approach
would give this body the edge and that a widening role for the BBC
in other areas of education is something that could be regarded as
undesirable and an inhibition to genuine intellectual competition.
The arts-council-type approach would also foster competition
in broadcasting. Furthermore, Peacock hopes that his proposals
would not, in fact, lead to the commercialisation of the BBC — a
corporation does not have to have commercial aims.

Fairbairn’s point about voluntary subscription eroding the
licence fee base is also an important one. On the one hand it could
be argued that the whole essence of public service broadcasting is
that all benefit from it and therefore all should pay. On the other
hand, it could be argued that, to justify a compulsory licence fee,
one has to prove that those who would choose not to pay the fee
would benefit from public service broadcasting to the extent of the
fee. This is difficult to prove and, if it were proven, would probably
make the case for financing the BBC from general taxation rather
than through a licence fee. Peacock believes that there should be
a public service levy on all television owners in any case, thus the

INTRODUCTION

debate really centres around three questions: How large should
the levy be? Should it only be available to the BBC? And how
should all the other aspects of the BBC’s work — those that do
not involve public service broadcasting — be financed? Of course,
Fairbairn would argue that the institution is inseparable from the
public service ethic and that this provides a strong argument for
the status quo.

Regardless of whether one agrees with Fairbairn’s position, it
is an important defence of the current institutional arrangements.
In so far as those who take a different position disagree with it and
have to respond to it, it also raises the intellectual quality of the
debate, something that can only lead to better decision-making
in the Ofcom public service broadcasting review and BBC charter
review processes.

In their commentary Richards and Giles accept much of
Peacock’s economic analysis but implicitly see a wider role for
public service broadcasting than does Peacock. They see individ-
uals as both consumers and citizens and believe that there is a case
for broadcasting meeting the desires of individuals in both roles.
They accept Peacock’s argument that the particular way of regu-
lating public service broadcasting in the past has entrenched the
position of particular broadcasters and perhaps inhibited techno-
logical developments, such as rediffusion, in the post-war period
and, more recently, cable and satellite television. But Richards
and Giles do also see broadcasting as special and not just as part
of the broader education industry. The ability of broadcasters to
reach into the homes of so many individuals simultaneously sets
it apart as an industry from other aspects of the culture, education
and entertainment industries.

Richards and Giles also note that about half of the population

27



PUBLIC SERVICE BROADCASTING WITHOUT THE BBC?

28

still rely on the main terrestrial channels for all their broadcasting
consumption. In such circumstances the model of regulating
providers of public service broadcasting is still not irrelevant.
Nevertheless, as is discussed below, Richards and Giles regard
the forthcoming technological changes as important for the
future broadcasting policy. The switch to digital television for the
population as a whole can change many of the parameters of the
debate.

Richards and Giles argue that there are three main questions
to be considered. What is the optimal level of public service broad-
casting? How much will the market provide without intervention
from the state? And how effective can state intervention be in
securing these services through funding or through regulation?

They argue that many public service aims can be achieved
within the market itself. They also note that, just because the
market does not provide all the public service programming that
might be regarded as desirable, it does not follow that interven-
tion by the government will improve the situation: they accept
and well understand the vacuity of using the market failure
argument as an unchallenged argument in favour of intervention.
They suggest that many industries operate in a similar situation
to the broadcasting industry, where the marginal cost of reaching
an extra customer is close to zero. Different industries find their
own ways of dealing with these problems, however — for example,
through the use of subscription services — and thus this argument
itself does not justify intervention.

There is a sense in which Richards and Giles stand between
the position taken by Peacock and that of Fairbairn. Richards
and Giles accept the case for opening up access to public service
funding. But they also believe that there is a case for keeping

INTRODUCTION

licence fee funding for the BBC. Whether this would involve addi-
tional funds being raised for other public service providers or a
diversion of licence fee funding from the BBC is an open question.

Richards and Giles also argue that there is a time dimension
to the question of the financing of public service broadcasting.
In particular they make a very perceptive point about how the
justification for intervention weakens as competition increases.
This is not just because increased competition may lead to more
programmes with a public service dimension being provided by
the market — including by not-for-profit organisations — but also
because it may simply be impossible for governments to procure
programmes meeting public service objectives that reach a worth-
while audience at a reasonable cost. Richards and Giles believe
that a high priority should be given to the switch-over to digital as
this will enhance competition.

Ofcom is continuing its work on public service broadcasting
and it is clear that rigorous economic analysis will be at the heart
of its investigations into the future of broadcasting regulation.
Richards and Giles do not share all Peacock’s conclusions but
there are many common threads in their analysis of broadcasting
markets and the role of the state in facilitating public service
broadcasting.

Pratten and Deakin also find it helpful to distinguish between
the role of individuals as consumers and their role as citizens. If
we accept this distinction then there may be issues of universality
and quality that need to be addressed and yet are not addressed in
a market that only serves individuals in their role as consumers.
They suggest that regulation has two distinct functions — the first
is to ensure that the consumer is protected in his role as consumer;
the second is to ensure that the social purposes of broadcasting are
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fulfilled. The market is likely to be the most effective way to achieve
consumer satisfaction and may be the most effective way to meet
the broader social purposes too. We must at least leave open the
possibility, however, that non-private institutions (such as the
BBC) may have evolved in such a way, in certain circumstances,
that they are able to meet the wider social needs more effectively.
The case needs to be argued and the evidence presented, for and
against this position.

Pratten and Deakin refer to the 1962 Pilkington Report on
broadcasting, which was distinctly paternalist in tone. Ideas
such as subscription and commercial television were known to
be possible at that time but the Pilkington Report did not neces-
sarily regard them as desirable. The report was strongly criticised
by Coase and other economists. At a much later date, the Peacock
Report (CFBBC, 1986) brought some sober economic analysis to
the debate on public service broadcasting but, Pratten and Deakin
note, did not jettison the idea of wider social purposes of broad-
casting.

This commentary then discusses how Ofcom is attempting to
rise to the challenge that was set by Coase and then by Peacock
by attempting to put some value on the social purposes of broad-
casting. But this is, of course, impossible to do objectively because
the social objectives of broadcasting, as they are defined, are those
objectives that cannot be delivered in a market. If that is the case,
we have no information on the costs and value of such broad-
casting — price signals do not figure in our information set. Other
methods of attempting to compute the value of goods that have
wider social benefits, such as the use of surveys, etc., are notori-
ously unreliable.

Pratten and Deakin conclude that common sense dictates

INTRODUCTION

that the needs of the public as consumers should be given priority
by broadcasting policy-makers in the modern world but that the
onus is still on those who accept this point of view to make the
case more convincingly.

The authors of this IEA Occasional Paper bring out the
important economic issues that must be considered by those
involved with broadcasting policy rigorously but lucidly. The
stage is set by Professor Peacock, who, as all the commenta-
tors would accept, raised the level of the economic debate when
the Peacock Report was published nearly twenty years ago. The
commentators, from their different perspectives, have responded
to make the text as a whole an important contribution to the
analysis of the role of public service broadcasting and the future
of the BBC. With regard to the question posed by the title of
this monograph, all the authors are clear that the BBC has an
important contribution to the future of British broadcasting.
The proposals of the main author, Professor Peacock, however,
would certainly lead to a very different future for the BBC. It
would be a future free of government constraints — except those
that relate to all broadcasters — but, in Peacock’s view, the BBC
should not be fully commercial. Instead, it could borrow aspects
from many of the excellent models of corporate structure that
have existed in the UK used by corporations whose ends have
been only partially commercial.
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2 PUBLIC SERVICE BROADCASTING
WITHOUT THE BBC?
Professor Sir Alan Peacock

Preamble

This paper arises from a lecture given at the Institute of Economic
Affairs on 28 January 2004 that was hosted jointly by the IEA and
Ofcom. I am grateful to the IEA and Ofcom for the opportunity to
deliver that lecture and for the interesting discussions that ensued.
It is a development of ideas that have been promoted in a number
of the author’s previous discussions of broadcasting economics
and policy. These include: ‘The political economy of public service
broadcasting’ in his book The Political Economy of Freedom (Edward
Elgar, 1997) and ‘Market failure and government failure in broad-
casting’, Economic Affairs (Institute of Economic Affairs, December
2000). The article in Economic Affairs is the editorial introduction
to a symposium on ‘The Future of Broadcasting’ which includes
David Graham’s discussion of alternatives to conventional broad-
casting transmission mentioned in the above text.

Like all writers on the political economy of broadcasting, I
owe an immense debt to Ronnie Coase, my senior colleague at
the LSE in my salad days, who published his now famous 7he
British Broadcasting Corporation: A Study in Monopoly (Bell for the
London School of Economics and Economic Science, 1950) when
the penetration of economics into the workings of hallowed public
institutions was regarded almost as a cardinal sin. That work
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embodies an earlier study published in Economica (August 1948)
on the history of ‘wire broadcasting’ in Britain which is a fascin-
ating story of the onslaught of officialdom, at that time worried
that independent initiatives in improving access to broadcasting
services would result in the corruption of public morals. How
things have changed!

Clearly I write from a liberalist perspective although I argue
that a counter-thesis requires the adoption of different value judge-
ments from mine. I recommend particularly Andrew Graham and
Gavyn Davies’s Broadcasting, Society and Policy in the Multimedia
Age (University of Luton Press, 1997), all the more interesting
because of the subsequent careers of the authors as Master of
Balliol, and a well-known adviser to the Labour Party and until
recently Chairman of the BBC Governors, respectively.

Several of the basic ideas in the paper are contained in the
Report of the Committee on the Financing of the BBC (CFBBC, 1986),
particularly its final chapter on conclusions and recommenda-
tions. As chairman I owe an immense debt to all members of the
committee and to Dr Robert Eagle, our secretary. In the subse-
quent debate on the analytical and policy issues the committee
raised, which still continues, I have particularly enjoyed my
discussions with and the separate writings of Samuel Brittain,
but although we are in profound agreement, I believe, on funda-
mental issues, he might take a rather different view about the
timing of changes in broadcasting structure, especially in regard
to the position of the BBC. But he is his own man and knows his
own mind!

Finally I should mention and comment on Beyond the Charter,
the report of the Broadcasting Policy Group of the Conservative
Party, chaired by David Elstein, which appeared shortly after this
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lecture was delivered. It is a serious and important contribution
to the debate on the future of the BBC but I must confess to experi-
encing, I suspect along with other members of the Home Office
committee, a strong element of déja vu in their presentation of the
main arguments for adapting the broadcasting system, and partic-
ularly the BBC, to the requirement that it should be designed to
conform to the public’s own assessment of their cultural inter-
ests. A curious feature of the report is the oblique references to
the role of our committee in which it is implied that we were the
passive recipients of fresh thinking on the future structure of the
broadcasting system instead of its originators! Nevertheless, it
is particularly welcome because it is able, in the light of techno-
logical changes and changes in public attitudes since we reported,
to fill out the institutional changes needed to implement the
continuation and improvement in our system of public service
broadcasting. In doing so,the group has challenged the conven-
tional wisdom that the BBC should continue to have special access
to public funding. At the same time, Beyond the Charter does not
follow its own logic to the extent of permitting the BBC to include
advertising as a source of revenue.

Introduction

This paper requires that a value judgement be made about the
aim of public service broadcasting. This subject merits some close
thinking as a pre-condition for determining what policy action
might be taken. The value judgement states that such policy
action can only be derived from the tastes and preferences of
‘guardians’ of the public interest or of individuals in their capacity
as purchasers of broadcasting services. Additionally, a judgement
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made here is that any public action to influence the broadcasting
system must accord with the aim of ensuring consumer sover-
eignty. This means that such action must be derived from the
wishes of individuals and that the ‘guardians’ of the public interest
are there to implement those wishes if, for some reason, they are
not satisfied in the broadcasting market, and not to impose pref-
erences of their own upon consumers. Therefore ‘the interests’ of
consumers are coterminous with consumer sovereignty. This has
important implications for the delivery of broadcasting services,
particularly in respect of the creation of a broadcasting ‘market’.
It will be argued that giving effect to consumer preferences does
not require it to be assumed that such preferences are fixed and
immutable — a common assumption in welfare economics. Nor
does it require that public intervention need only be directed
towards removing market failure. A case will be made for some
public financing of broadcasting services, subject to safeguards
against government failure (see below).

In this paper, I concentrate primarily on television services.
Consumer sovereignty requires that a broadcasting market
exists that enables consumer preferences to be directly expressed
through the market. There is considerable speculation about
whether our system will move towards such a situation and how
quickly. I will assume that the technical barriers to charging
consumers directly for broadcasting are largely disappearing and
that competition policy can take care of the promotion of contest-
ability in the markets for broadcasting and programming. There
remains the problem of the compatibility of financing by advert-
ising, but, while this creates market imperfections, it is regarded
as insufficient to act as a formidable barrier to consumer choice.
This allows us to concentrate on the rationale of positive action
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to promote public service broadcasting through support of those
programmes which cannot be provided in the desired amount and
balance by direct purchase. The arguments for such action and the
form it might take are discussed below.

At present, the most obvious form of direct support for
public service broadcasting is through the protection of the BBC
from market forces brought about largely by the licence fee and
by it being regulated independently of the rest of the broad-
casting system. I argue that assigning this function solely to the
BBC, as well as relying on the conditions attached to the award
of franchises as a method for inducing commercial companies to
comply with public service requirements, runs counter to the aim
of promoting consumer sovereignty. Substantial modification
in the financing of the BBC, however, in order to extend support
for public service broadcasting to programming by commercial
companies, then raises questions about the rationale for the BBC
remaining a public utility, and thus not required to respond to
consumer choice exercised through direct payment, and separ-
ately regulated by a board of governors. The onus of proof is then
placed on government to show that the consumer interest is best
achieved other than by the choices of listeners and viewers them-
selves, as argued below.

Consumer sovereignty and the market

There are two preliminary points to be made about the relation
between consumer sovereignty and the design of broadcasting
systems. The first is that the starting point for judging their
design by whether they adhere to the principle of consumer sover-
eignty is a value judgement, and the fact that there is remarkable
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consensus amongst economists as to the importance of consumer
sovereignty, or at least its usefulness as a starting point for welfare
analysis, does not denote by itself some technical superiority. This
also applies to value judgements that reject consumer sovereignty,
however: notably the value judgements of those who believe that
broadcasting expertise is to be afforded some special status in the
appraisal of the management of the system. We should always
be suspicious of those who claim the right to be judges in their
own case, and particularly if they make the additional claim that
they are the guardians of the public interest. The second is that
one must avoid the pitfall of not comparing like with like when
it comes to proposals for change in institutional arrangements.
One can argue that the consumer sovereignty objective may imply
public intervention in the broadcasting market extending beyond
that found in other media, but the extent to which this is satisfac-
tory depends on the degree to which government failure can be
avoided.

A common practice in economics is to set out the market
conditions necessary to accord with consumer sovereignty by
reference to welfare economics, where the optimum is achieved
by perfectly competitive markets forming a static general equilib-
rium solution. This approach has its uses, if only to clarify analyt-
ical assumptions. Consumers have fixed preference scales and
express their choices by purchasing goods and services reflecting
their valuation of the alternative uses of their resources. The exist-
ence of many buyers and sellers ensures that competition prevails,
leading producers to offer goods and services at the lowest prices
compatible with remaining in business. Goods and services are
divisible in amount and consumers have access to them only if
they are prepared to pay. The function of competition is to ensure
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that producers have an incentive to minimise cost and to provide
accurate information to consumers. There are no externalities
arising from the actions of consumers or producers.

The derivation of public action using such a model is found
by examining whether the assumptions are realistic. Thus perfect
competition is prevented by both institutional and technical
constraints. It is taken for granted that governments have property
rights in the radio spectrum which, until recently, implied that
there is some technical limit to the number of broadcasting
channels. Such a limitation was compounded by the inability
of stations to deny access to those watching their programmes.
In any case, with economies of scale in programming the cost
of adding an extra consumer, once a programme is made avail-
able, becomes zero and charging would violate the welfare rule
of equating price and marginal cost. Advertising revenue would
not save private provision compatible with the rule because adver-
tisers would wish to maximise audiences and not the welfare of
consumers.

According to this model, state action becomes necessary to
control entry into broadcasting, because of interference between
radio signals, and in order to follow the pricing rule. There are
additional if less clear-cut arguments deployed to attack TV and
radio advertising on the grounds that maximising audience size
reduces programme quality and could have subliminal effects
that distort consumer preferences. These consequences have led
to campaigns to regulate and to tax such advertising. Finally, the
possibility that non-commercial but private broadcasters could
overcome the problems of not being able to charge individuals
and of providing programmes desired by their consumers by
voluntary subscription is largely dismissed because these would
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be either only limited in their operation or liable to fail because
free riders could not be prevented from enjoying their products.

This model introduces a systematic bias in favour of state
intervention. A static approach with competitive equilibrium as
the norm ignores the important fact that it is the very existence of
disequilibrium which indicates to entrepreneurs that there may be
opportunities to make more than normal long-run profits, encour-
aging them to use process and product innovations to improve
such prospects. In the context of broadcasting, this could include
ways of eroding government influence in the market by legal
means, such as through new methods of transmission. An inter-
esting historical example from the 1920s and 1930s, which we owe
to the Nobel laureate Ronald Coase, is ‘rediffusion’, whereby radio
programmes could be sent by wire from one receiver to customers
with only an extension speaker so that they did not need to buy a
radio set. Despite the process being cheaper and with the benefit
of better reception, the innovator and his successor were made to
operate under strict government regulation designed to protect
the interests of the radio industry and the BBC monopoly. It is
reasonable to suppose that developments in cable transmission
would have occurred much earlier but for this regulatory regime.
Thus, there is a danger that government intervention in an ‘imper-
fect’ market will actually prevent the innovation that can bring
about a greater degree of competition.

The adoption of a purist position on the nature of competi-
tion, instead of the acceptance of the objective of ‘workable
competition’, also encourages the belief that broadcasting should
be operated as a public utility, but with the complication that,
charging for services being neither possible nor desirable, such a
service would need public financing or some arbitrary levy unre-
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lated to the use made of the service by individual listeners and
viewers. Whatever results might be achieved in order to improve
allocative efficiency must be offset by the problem of ensuring
that the proper control measures are in place to minimise costs.
Government failure often arises from the difficulties of acting
as the principal controlling agent not subjected to the discipline
of the market and with the strong possibility that the agent can
benefit from its situation as the sole direct source of information
about its activities.

A cardinal feature of the concept of workable competition
emphasises that entrepreneurs envisage profitable opportunities
in enticing consumers to buy new products rather than assuming
that their tastes will remain fixed. This discovery process applies
also to consumers themselves, whose growing experience of
programmes can bring about a reconsideration of their alloca-
tion of time between them, and encourage them to invest in
information that can aid their choices. Of course, it is difficult
for programme providers and broadcasting companies in the
commercial sector to take chances on extending their horizons
given the attraction of mass-market, short-term returns from
advertising revenue, though the growth of subscription and pay-
per-view services may offer more opportunities for product differ-
entiation based on new ideas. Nevertheless, it is widely accepted
by consumers themselves that there are programmes that they
wish to support but which they cannot expect to be provided by
purely commercial operations.

Delineation of such programmes accords well with the public
service broadcasting definition which governs the BBC's claim that
it is there to ‘inform, entertain and educate’ listeners and viewers.
What is at issue is how to give content to this rubric and, if it is
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accepted, who should decide content and how it should be financed.
The principle of consumer sovereignty offers guidance here, for it
prescribes that it must be derived as far as possible from the pref-
erences of listeners and viewers. Put in general form, there is likely
to be wide support for cultural and educational programmes from
which many listeners and viewers feel they derive a benefit although
they do not necessarily listen to or watch them. An obvious example
is programmes designed to encourage an interest in current affairs
so that those who experience them are better informed about
matters that may call for their decision as voters, conferring, as is
commonly believed, an uncovenanted benefit on others.

There is an inherent difficulty in providing such a service.
In a market system, everyone buys the amount of it that they
wish at the prevailing price, but this is not possible if the service
is indivisible. Once it is provided it is available for all to enjoy
whether they are prepared to pay or not. This encourages people
not to reveal their true preferences, but if there is escape for one
there can be escape for all and the service cannot be financed
through the market system. It is possible to conceive of a volun-
tary solution, but the costs of negotiating agreement on its price
and the amount provided, which would rise progressively with
the number of possible beneficiaries, can be prohibitive. Thus
even a commitment to designing a system that conforms with the
consumer sovereignty objective points towards an agreement by
which viewers and listeners accept that these difficulties have to
be overcome by compulsory means. There may need to be some
government intervention to ensure the provision of programmes
that may not be provided by broadcasters in a market, where
finance is from viewer charges and advertising. But if there is to
be some intervention to try to ensure programming in accordance
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with the consumer sovereignty principle, we then have the public
choice problem which recognises that government action itself is
not necessarily benign and that those acting on behalf of govern-
ment do not have perfect knowledge. So, the consumer sovereignty
principle then needs to be extended to the public choice problem
of how compulsion to finance certain types of programming can be
exercised in such a way as to accord with consumer choices, with
allocational efficiency being matched by production efficiency in
the way public funding is used.

The case for public funding

In developing a case for public funding, the first requirement is
that one has a clear idea of pre-conditions:

(i) The broadcasting system will move towards a situation where
workable competition is a reality. The public interest in such
matters as suitability of content of programmes, prevention
of monopolistic attempts that restrict choice, and so on, will
be taken care of by the regulatory system.

(ii) In order to ensure that consumer sovereignty requires public
support, channels must be specified which are obliged to
contain public service broadcasts. At present the obvious
candidates are the main terrestrial channels, but consumer
sovereignty itself may suggest that radical changes could take
place in broadcasting provision, particularly if the position
of the BBC remaining as a public corporation is called into
question. In the future, bids for public service broadcasting
funding could be supplemented by bids for public funding
from cable and satellite channels.
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(iii) Depending on one’s point of view, public service
broadcasting is not the sole or necessarily the most
important way of offering individuals the opportunity to
develop their wider interests. This is particularly the case
so far as products of the creative and performing arts and
heritage are concerned, in which there is a well-established
tradition of public funding and strong vested interests in
protecting it. (In my experience as a member of two arts
councils, the idea of public funding in these areas being
consumer driven is not one that appeals to cognoscenti
who claim to know what is good for us!) Those who assign
a special role to broadcasting to promote the public good
should be chary about the use of public funding from
general taxation, in competition with other claimants on
government finance, rather than using some independent
source of funds.

The view advanced here assumes that the present system
of securing the public service aim is unsatisfactory. This system
involves the financing of the BBC largely through the licence fee,
with the Board of Governors, as its regulator, giving an assur-
ance that public service aims are met, with the addition of private
companies who are awarded a franchise with their performance
with regard to public service aims being regulated by Ofcom.
Given that private companies will continue to provide a major
proportion of transmissions by radio and TV, this arrangement
would not be appropriate. I consider that the strictures of the
Committee on Financing the BBC, which I chaired, are valid,
namely that ‘public intervention should be of a positive kind and
transparent, to help finance additional production, rather than of
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anegative, censorious kind, oblique and undetectable, which even
the best system of regulation risks becoming’ (CFBBC, 1986: para.
566).

A reformed system of finance

An outline of a reformed system of public service broadcasting
financing might look like this. There would be a separate budget
to be allocated to programmes that conform with the stated aims
of public service broadcasting as translated into a list of approved
types of TV productions. Competitive bids would emanate
from companies obliged to offer public service broadcasting
programmes and these could be made in conjunction with inde-
pendent producers of programmes. The budget would be financed
by a reformed licence fee, i.e. the revenue would be hypothecated
as at present but the proceeds would not be for the exclusive use
of the BBC. The decisions would be taken by an appointed council
with half of its members representing viewers and listeners. The
council would also be responsible for monitoring projects and
providing full information in an annual report on the extent to
which individual project targets were met. This would be another
quango, but with the added twist that those who finance it will
have a definite say in its operation and decisions.

Any such scheme will have bugs to be worked out of it and this
one is no exception. It is easy to argue that all the economist needs
do is to solve the conceptual problem and leave the sordid details
of implementation to practised administrators. I deplore this
attitude and think that we have a responsibility at least to help
them not only in specifying aims but also in trying to devise the
path along which one must proceed to achieve them. So here is
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an attempt to look the difficulties in the face even if we then must
simply pass them by.

The first question arising is how to determine the amount and
composition of the Public Service Broadcasting Fund. In the world
of the Department for Culture, Media and Sport, the amount is
arbitrary and will reflect the political bargaining process within
and between departments and HM Treasury. Hypothecation
with user representation on the council, however, creates a
more interesting situation, rather as in the case of the national
lottery. Probably there will have to be some overall upper limit
on the amount of funding and its growth, which would have to
be fixed by government in the light of its overall commitment to
the finance of cultural activities, leaving the council to decide on
its distribution. A degree of flexibility could be introduced by a
growth formula related in some way to the growth in overall
broadcasting revenue.

The second question is how to meet the general objections to
subsidies to particular industries. These are well documented in
the economics literature and need no elaboration here. Most of
them concern the devising of performance indicators and how
they are to be traded off against one another, and the information
costs in tracking their movements. The additional difficulty with
the content of public service broadcasting will be the perpetual
disagreement about what is meant by quality of performance,
how to measure it and whose advice should be sought on such
matters.

The third question is why one should concentrate on this form
of financial provision for subsidising the producers and broad-
casters, given the inherent problems. Are there not alternative
methods which are simpler, cheaper and more effective?
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CFBBC did consider this matter in some detail in respect of a
wholly commercialised but regulated system, as in the USA. It has
to be recognised that the public role of the US system is primarily
to conform with the clauses of the Constitution covering individual
liberty, particularly freedom of speech, and cannot be judged in
terms of criteria that place emphasis on a collective interest, using
broadcasting to improve understanding of important national
issues. A commercial approach need not militate against the
presentation of programmes beyond the provision of ‘enjoy-
able rubbish’ (to quote Lord Quinton, one of the members of
CFBBQ), as, for example, the encouragement given in the USA
to public service broadcasting stations dependent on voluntary
subscription and donations which produce our equivalent of
cultural programmes. But, nearly two decades after CFBBC was
published, the British system has moved to an unexpected degree
towards diversity of delivery services and a rapidity of expan-
sion of channels relying on subscription and pay-per-view and
not purely on advertising revenue. One should therefore not rule
out the alternative of relying on regulation in order to direct the
broadcasting system towards meeting the aims of public service
broadcasting. This would mean, however, that the regulatory
system would have to be extended to cover this function in respect
of all broadcasters, including the BBC. The scepticism of CFBBC
about the negative nature of regulation (see above) would remain.
It would also need to be a system that would have to pay particular
attention to what is often a missing element in standard welfare
economics as applied to broadcasting, namely the importance of
freedom of entry in order to maintain the impetus towards inno-
vation and the opportunity to present consumers with an expan-
sion in choice.
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It would be more in line with the philosophy underlying my
proposals if some method were found for supporting consumers
rather than producers. A voucher scheme might be devised
which funded consumers to buy public service broadcasting
programmes of their choice. This would mean consumers of
programmes being provided with a card for insertion into a
receiver, allowing a given number of hours of public service
broadcasting viewing. A pre-condition for such a system would
be that broadcasting had made a substantial move towards a
system of direct payment for individual programmes. It would
have to take account of such complications as the growth
of self-service TV, as with choices of films, and the prospect
that viewers will more and more buy directly from inde-
pendent producers. It has even been claimed by David Graham
(author of the first commentary) that such new methods of
programme delivery may allow us to dispense with conven-
tional TV altogether! Of course, unlike with schemes for school
vouchers, where the product is compulsorily consumed, there
is no compulsion on people to use a voucher card and watch
a certain number of hours of public service broadcasting! The
system would be more akin to a voucher system for museums,
whereby, instead of making museums free at the point of entry,
with all the difficulties of determining which museums should
benefit, the inefficiencies that arise from abolishing prices, and
so on, individuals — particularly parents — are given vouchers
that can be exchanged for entry into a wide range of cultural
activities. Such vouchers could be used or disposed of.

The difficulty that would have to be faced would be that a
market for vouchers could develop in which ‘culture vultures’
could increase their hours of free viewing by buying — no doubt at
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adiscount — the cards of the ‘philistines’. Again, this could happen
in a more general voucher system for cultural activities.

A voucher scheme to promote public service broadcasting is
unlikely to attract much further immediate investigation. Never-
theless, the history of economic thought and policy, as I know
from personal experience, is strewn with examples of what are
regarded as bizarre ideas by one generation but are taken up by
the next.

Public service broadcasting and the future of the BBC

The scheme outlined for the implementation of a public service
broadcasting system based on consumer sovereignty has
important implications for the future of the BBC. It would be
wholly inconsistent with the aim of these proposals to continue a
system by which the BBC funding of public service broadcasting is
obtained from the licence fee, with the main commercial channels
obliged, as a condition of their franchises, to follow public service
broadcasting rules and raise the finance themselves, with the
important ‘fringe’ of new commercial channels having no such
obligation.

The principle of workable competition extends to uniformity
of regulation designed to prescribe the minimum public service
broadcasting requirements for nationally available TV channels,
and, if a case for public funding of public service broadcasting is
accepted, that finance should be available to all those faced with
such an obligation and on a competitive basis. Particular atten-
tion needs to be paid to the position of creators of public-service-
type programming and therefore to the claims of independent
producers to be included in such a system. This is particularly true
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if, as is claimed, viewers and listeners become increasingly active
in programme selection and in the use of videos for home enter-
tainment and education.

The aim of consumer sovereignty and its implementation
with public support removes the case for retaining the BBC as a
publicly financed public corporation. Otherwise one perpetuates a
system wherein the BBC is judge in its own case as to what public
service broadcasting means, and one in which unfair competi-
tion prevails in the ability of the BBC to offer highly subsidised
commercial services made possible by, amongst other things, the
property rights of the BBC in recorded programmes financed by
payers of the licence fee.

The desirability of introducing such a radical change is bound
to be questioned. Privatisation could take many forms, however,
and need not be introduced at one fell swoop. I have suggested
elsewhere that the BBC might become a private non-profit-making
corporation like the National Trust, perhaps with restrictions on
the percentage of its funding that it could raise from commercial
activities and encouragement given to support from individual
and corporate subscribers who would have voting rights in the
election of its governing body. While the licence fee would remain
as the source of public service funding, its reduction to the appro-
priate level could take time, so that the entry of the BBC into the
market system would be a gradual process. This might also allay
the fears of the broadcasting market incumbents who, while extol-
ling the virtues of competition and consumer sovereignty, under-
standably do not want the door into their back yard opened too
widely and too quickly.

A subtle attack on the ‘liberalising’ approach to achieving
consumer sovereignty objectives questions whether the outcome
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would conform to the wishes of the public. The very argument
that arrangements other than the free market are necessary to take
account of the public service dimension in broadcasting could be
used to support the position that freedom of choice extends to the
methods of choice themselves, and that the public may prefer the
present balance in the structure of television provision rather than
undergo the risks of change, although this does necessarily mean
contentment with the status quo. Public preferences, it is argued,
can be taken care of through the system of political representa-
tion.

But it would be difficult to argue that the sensitivities of
consumers can be as fully reflected in our political system as
in properly working markets. The evidence for this lies in the
alternative method of political participation found particularly
in a centralised system such as ours, namely the organisation of
pressure groups seeking official recognition. It may suit broad-
casters to recognise particular consumer pressure groups as
representative of public opinion and to offer them special status
in consultation, but there is no guarantee that their agendas
fully reflect that opinion. It would be to move far outside our
own agenda to speculate on what changes in modes of political
representation provide the best analogue to free consumer choice
in markets. It is a moot point whether or not the issue of BBC
privatisation in whole or in part will be taken to merit a properly
conducted referendum with full opportunity for public discussion
beforehand.

There remains a respectable argument for the view that the
cultural aspirations of consumers presuppose that there is a
general wish to preserve a national culture and the moral values of
mutual trust and respect which cannot be supplied by individuals
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without mutual cooperation. It is claimed by no less a figure than
the former Chairman of the BBC, Gavyn Davies, that, given the
pivotal role played by television in our ordinary lives, the BBC
is the broadcaster best placed to undertake the special task of
preserving our national identity and self-esteem as a pre-condi-
tion for the preservation of our system of values. This assumes,
however, that its independence is assured, and that this goal
cannot be effected by making it dependent on the market, perhaps
tempered with public funding of public service broadcasting.
Furthermore, this is how the BBC is perceived by viewers and
listeners all over the world, and this alone offers it a special place
in the preservation of our international prestige. It is an argument
that I find persuasive in the case of serious radio programmes
that by their very familiarity and high standards of integrity have
maintained a large following."

This argument can be addressed and its refutation is an
important aspect of the case for a new way of financing public
service broadcasting. As I have argued in a previous essay:*

the fostering of the qualities which forge a nation’s character
and influence and which are generally respected, such as
enterprise, inventiveness, tolerance and justice, is hardly the
function of a broadcasting system, rather it is the function
of the educational system in the widest sense. The taste of
viewers and listeners is a reflection of these qualities and at
most broadcasting is one source of knowledge and should
not be raised to the status of a Church, however broad and
accommodating its presentation of moral and cultural
values may be. Even if it is conceded that there is a public

1 My father, Alexander David Peacock, was a pioneer in schools broadcasting, but
more than filial piety makes me say this.
2 Peacock (1997: 312).
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interest in raising the understanding of a nation’s own
cultural diversity and the threats it may face from cheap
access to the trivialities of Tinseltown, this does not make
the case for confining state financial support to a single,
monolithic supplier of public service broadcasting.

So to answer the question posed at the beginning of the essay,
I do not believe in ‘public service broadcasting without the BBC'.
But I do believe that a very different method of financing public
service broadcasting is necessary. This should be combined with
the creation of a very different kind of corporate model for the
BBC - neither government-controlled nor fully commercial.
Examples of such models have served us well in Britain, in other
sectors, over the last two centuries, and continue to do so today.
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3 COMMENTARY: THE IMPORTANCE
OF COMPETITION
David Graham'!

Professor Peacock has made an important contribution and I
wholly agree with the foundations of his argument. His starting
point is that any public action to influence the broadcasting
system must accord with the aim of ensuring consumer sover-
eignty. The ‘guardians’ are there to ‘implement those wishes’
and not to ‘impose preferences of their own’. In other words,
any intervention by the government should have the support of
the viewing population. Peacock acknowledges that determining
the wishes of the viewing population is not a simple matter.
Referendums on broadcasting policy would be inappropriate.
I guess that he might accept well-conducted surveys to deter-
mine the types of intervention supported by consumers. He
does not question whether consumers currently support such
intervention but appears to make the assumption that they do.
In this he is probably correct. On the basis of surveys that have
been conducted, though their methodology could be improved,
consumers accept that the state should ensure high-quality news
and information programmes, and — though getting a lower
level of support — education and children’s programmes. The
same surveys do not reveal anything like that level of support

1 Chairman of David Graham Associates, a media research company. David was
awarded the Royal Television Society medal for Oustanding Services to Televi-
sion in 2000.
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for other currently mandated ‘public service genres’ such as reli-
gious and regional programmes.

Peacock is against any system or structure of intervention
that embodies a ‘static approach’ with competitive equilib-
rium regarded as the norm, for it ignores the very fact that it is
disequilibrium which stimulates innovation. Equally important
is the preservation of space for new entrants and new ways of
providing broadcasting. While any intervention in the market,
such as the imposition of public service broadcasting obligations,
distorts a market, it must still seek ‘workable competition’ within
that framework. Competition in the supply of public service
broadcasting is just as important as competition in any other field
and essential for delivering both value for money and innovation.
A key point is that neither the ‘market’ nor consumer tastes are
static. A policy guided by consumer sovereignty must offer the
flexibility to detect and accommodate change.

It is for these reasons that Peacock argues that the system we
have currently does not meet these criteria at all. The BBC, as the
sole repository of hypothecated public funding, defines public
service broadcasting more or less as it chooses, allocating a large
amount of the money it controls to programmes that consumers
would be perfectly happy to pay for in their own right. A sole
provider, funded by public subsidy, is always a problem: ‘we
should always be suspicious of those who claim the right to be
judges in their own case and, particularly, if they make the addi-
tional claim that they are the guardians of the public interest’.
Furthermore, the extent to which consumer sovereignty can
be satisfactorily implemented depends on ‘the degree to which
government failure can be avoided’. Government authorises such
expenditure, yet it is prone to failure through lack of information.
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With the BBC and one or two others as the principal agents among
the beneficiaries of intervention and, more or less, the sole source
of information to government, ‘government failure’ is almost
inevitable.

Peacock naturally argues for a different approach. A policy
derived as far as possible from consumer preferences could be
implemented by a body in receipt of hypothecated revenues,
which would outline its policies and receive its bids from compet-
itive bidders. These it would monitor, and then report on
performance. Peacock acknowledges a number of problems here.
He doesn't specify the performance indicators and accepts that
‘quality’ is difficult to measure. He also accepts that subsidy has its
problems and tracking performance has its own transaction costs
(the expanded Ofcom is a good example of this).

This step would, however, remove the case for retaining the
BBC as a publicly financed corporation. Otherwise, as Peacock
puts it, ‘one perpetuates a system where the BBC is judging its own
case as to what public service broadcasting means ... in which
unfair competition prevails in the ability of the BBC to offer highly
subsidised, commercial services made possible by, among other
things, the property rights of the BBC and recorded programmes
financed by the payers of the licence fee’.

Towards the end of the paper, Peacock makes important
points, which, in the introverted world of broadcasting policy,
have been peripheral to the argument. He is sceptical of the kind of
claim made by the former BBC Chairman, Gavyn Davies, that the
BBC is ‘best placed to undertake the special task of preserving our
national identity and self esteem, as a pre-condition for the pres-
ervation of our system of values’. The fostering of such qualities
as enterprise, inventiveness, tolerance and justice are, as he puts
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it, ‘hardly the function of a broadcasting system’. Rather, they are
the function of an education system in the widest sense. Peacock
would, no doubt, be hugely sceptical of the more recent claim that
the BBC is a division of the welfare state, a kind of sub-set of the
National Health Service. What skills have television producers got
in curing national ills or diagnosing national diseases? These are
issues way outside the scope of what is basically an entertainment
industry with subsidiary obligations. ‘Broadcasting’, as Peacock
puts it, is one source of knowledge and should not be ‘raised to the
status of a Church’.

Though he does not spell it out, I would guess from his views
and from the text of his lecture that he can only really identify
one absolutely clear public service role for television. That is the
production of quality news and public affairs programming. Every
citizen has an interest in being well informed at election time and
a parallel interest in others being well informed too, since they
will decide his or her future. The other aspects of public service
broadcasting should be, in Peacock’s view, constantly referred
back for reassessment as market and consumer taste changes or
a real knowledge is acquired about the effects of entertainment
media on individuals and society.
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4 COMMENTARY: WHY
BROADCASTING IS STILL SPECIAL
Carolyn Fairbairn’

It is testament to the power and consistency of Professor
Peacock’s ideas that we are still discussing them today, nearly
twenty years after the publication of his committee’s seminal
report on the financing of the BBC. By framing the future of
broadcasting as a whole in terms of the market, the Peacock
Report represented a fundamental break with all previous official
reports on UK broadcasting. The report’s intellectual radicalism
and subsequent impact on policy have meant that much of the
debate about broadcasting in recent years has been framed by a
similar economic perspective.

In the BBC’s view, this is the wrong starting point for a consid-
eration of public service broadcasting and one which will result
in the dismantling of the UK’s successful mixed broadcasting
economy. The theoretical blueprint for the future of broadcasting
proposed by Peacock leads us into a trap where public service is
replaced by market economics as the basis of policy decisions. In
the UK, public service broadcasting is not about narrow market
failure, any more than public service health and education are. It
is about the collective decision we make as a society to keep some
important aspects of our lives in the public realm — available to
all, serving all and accountable to all. Looking ahead to the likely

1 Director of Strategy and Distribution, BBC. She also serves as a Managing
Trustee of the IEA.
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changes in our society and media markets over the next decade,
we believe that public service broadcasting, and particularly the
role of the BBC, will become even more, not less, important.

Peacock’s prescription

Peacock’s starting point is that broadcasting is like other consumer
industries and, therefore, the market, all else being equal, will
deliver an optimal outcome for audiences. The last sentence of
the Peacock Report stated: ‘we hope to reach a position where the
mystique is taken out of broadcasting and it becomes no more
special than publishing became once the world became used
to living with the printing press’ (CFBBC, 1986). The report saw
public-service-style intervention as largely a temporary response
to market failure in an age of spectrum scarcity. With the transi-
tion to a fully digital world, the report’s assumption was that the
market would provide almost all the programming that audiences
wanted and that it would do so more effectively and efficiently
than public intervention. In such circumstances, public funding
should be restricted to a limited amount of ‘socially desirable’
programming that would not otherwise be provided.

In Peacock’s view, the ultimate objective of a broadcasting
system is to ensure the sovereignty of the consumer. This requires
subscription to be the dominant funding model, as only pay-TV
enables consumer preferences to be directly expressed through
the purchase of services from a range of sources of supply. Advert-
ising funding will deliver a less efficient and desirable outcome as
broadcasters do not sell programmes to audiences, but audiences
to advertisers.

Peacock’s original prescription for the BBC was drawn up
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during the high tide of free market ideology. Then his 1986 report
proposed a medium-term move to subscription funding for the
BBC’s television services and the establishment of a Public Service
Broadcasting Council (PSBC) to fund good programming. These
proposals proved politically unpalatable at the time, but major
changes in UK broadcasting over the past decade have, in his
view, now ushered in the conditions necessary for the creation of
a market-led system. The end of spectrum scarcity and widening
choice via pay-TV, so the argument goes, make radical reform of
the way the BBC is financed, governed and structured essential.

The proposals outlined by Peacock in this publication
were recently echoed in the report of the Elstein Commission
on the future of the BBC. The commission, established by the
Conservative Party, recommended that the licence fee should be
progressively reduced from 2007 until its abolition at analogue
switch-over, with the BBC’s television services being funded
largely by subscription. As with Peacock, the Elstein Report argues
that public funding should in future be ‘contestable’ and distrib-
uted through a new intermediary to different broadcasters and
producers.

It is important to note at the outset that both Peacock and
Elstein exclude non-television services from their analysis. The
BBC is, unlike other public service broadcasters, a tri-media
organisation, and any proposed funding model must be consistent
with the delivery of public service purposes by the BBC’s radio and
online services as well as by its television channels.

An efficient market outcome?

Even from an economic perspective, Professor Peacock’s analysis
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is open to question. The market alone is unlikely to deliver an
economically efficient or desirable outcome for UK consumers,
even after the transition to a fully digital world. This is primarily
due to the enduring nature of broadcasting and the structural
features of the UK market that are not easily subject to competi-
tion policy remedies.

First, the fact that programmes, once made and broadcast, can
be consumed by additional viewers at zero marginal cost to the
broadcaster causes problems for the market mechanism. It means
that viewers may be excluded from watching a programme by the
price charged even if they value it more than the cost of making it
available to them. In economic terms, this would be a clear failure
of the free market. In such circumstances, a universally levied flat-
rate fee, along the lines of the BBC’s licence fee, represents a more
efficient pricing model. The BBC’s licence fee delivers, for the vast
majority of viewers, better value for money than pay-TV (both per
month and per viewer hour; Barwise, 2004).

Second, the making and broadcasting of TV programmes
continue to have exceptionally high fixed costs and very low
marginal costs. The economies of scope and scale inherent in
broadcasting will tend to encourage a concentration of ownership,
with potential implications for viewer choice and the quality and
price of available services.

Finally, the nature of a broadcaster’s funding mechanism will
tend to determine its programming incentives. Both economic
theory and the available evidence suggest that the market, left
to itself, is unlikely to provide both the high-budget domestic
programming and broad range of programme types that are highly
valued by UK audiences. The commercial terrestrial channels,
dependent on fragmenting advertising income, may provide only
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the most mainstream form of programming. The UK’s well-devel-
oped pay-TV sector currently invests only 3 per cent of its revenues
(around £100 million per year) in original domestic content
(Oliver & Ohlbaum Associates, 2003). Moreover, evidence from
other countries, such as the USA, Australia and New Zealand,
suggests that market-led systems tend to supply a narrower range
and balance of programming than the UK’s mixed broadcasting
model.

So, even on grounds of economic efficiency and consumer
welfare, there is a strong case to suggest that large-scale public
intervention in the UK broadcasting market will continue to be
necessary, even after the transition to digital.

Public service broadcasting is not about narrow ‘market
failure’

Fundamentally, Peacock’s analysis misunderstands the purpose of
public service broadcasting and undervalues its unique contribu-
tion to virtually every aspect of our national life. This is because,
in the words of Professor Steve Barnett (2004), it views the ‘whole
issue through the wrong end of the telescope’.

Peacock’s focus on consumer economics leads him to see
public service broadcasting as a narrow range of high-end genres
that the market will not provide. Public service broadcasting
in the USA, with its elite programming and 2 per cent audience
share, is the exemplar of this ‘Himalayan Heights’ model. For
the BBC, public service broadcasting fails in its mission if it is
confined to a ghetto. It can best be described as a range of high-
quality programmes and services whose overriding aim is to serve
the public interest and be universally available. This reflects a
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choice made by successive generations to place broadcasting in
the public sphere of our national life. Market economics’ focus on
consumer sovereignty subordinates this notion of ‘social choice’
and the core public principles of universality, equity and account-
ability that underpin it.

Fundamental choices such as these are independent of the
technology of the day. The common problem with theoretical
blueprints such as Peacock’s is their reliance on technological
determinism. There is no doubt that the growth of digital TV and
convergence between platforms is changing audience behaviour
and posing new challenges for broadcasting. But just because tech-
nology makes it possible to change the funding model for public
service broadcasting and the BBC does not mean that it is in the
public interest to do so.

Historically, the UK has put public service and cultural goals
ahead of market principles in setting broadcasting policy. As a
result, UK broadcasting reflects our culture, taste and values far
better than in most other countries. It provides the most trusted
news and information of any country in the world. The UK’s mixed
economy is based on a foundation of high-quality, universally
available public service broadcasting free at the point of recep-
tion. In recent years, multi-channel TV has added extra choice for
those willing and able to pay for more. The UK boasts the highest
investment per head in domestic programmes of any country in
the world, including the USA. No other country has achieved this
double win of success in both public and private media.

And the lessons from outside broadcasting are also instruc-
tive. The experience of the last twenty years has shown that ‘public
value is best maximised neither by competitive private markets
nor by monopoly public provision. Instead ... the combination
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of strong public sector institutions and competition from private
organisations achieves the best balance of accountability, innova-
tion and efficiency’ (Kelly and Myers, 2002).

The burden of proof, therefore, rests with those such as
Professor Peacock who want to dismantle the UK’s broadcasting
model and start all over again — but with the market replacing
public service as the central organising principle. What is invari-
ably missing in the theoretical blueprints of the kind put forward
by Peacock is supporting evidence of how a market system would
deliver greater value for the UK public both as consumers and
citizens. Without this, we are being asked to make a gigantic leap
in the dark.

The public value of the BBC

The BBC is the cornerstone of the UK broadcasting system. While
commercial broadcasters aim to create shareholder value, the
BBC exists solely to maximise the public value of broadcasting by
enriching the life of everyone in the UK. This means a BBC capable
of broadcasting Radio 4 as well as EastEnders, the news as well as
The Office. The BBC must be popular — where is the public service
in being anything else? But it must achieve this popularity through
providing programmes that are richer and more ambitious than
those provided by the market alone.

Extending choice to all viewers and listeners is only one side
of the public value equation. Of equal importance is the role
that the BBC plays in enhancing the quality of life for society as
a whole. The BBC’s trusted and widely available news services
play a pivotal role in underpinning democratic discourse in the
UK, where around 70 per cent of people cite TV and radio as their
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main source of news. Around 90 per cent of the BBC’s television
output is British made and aims to provide the space for shared
public conversations about who we are and what kind of society
we want to live in. The BBC delivers the ‘social glue’ that helps
bind society together at the community as well as at the national
level, while also helping to bring educational opportunities to all.

There is considerable evidence that audiences themselves
recognise the positive externalities created by broadcasting and
believe that public service broadcasting should be drawn more
widely than the proponents of narrow ‘market failure’ argu-
ments would like. The extensive audience research undertaken
for Ofcom’s Public Service Broadcasting review, for example,
reveals that sport, drama and soaps, as well as news and serious
factual broadcasting, are seen as important parts of public service
broadcasting, not just for the individual viewer but for their wider
benefit to society.

When judged against the standards of modern public services,
public service broadcasting appears to be performing rather well.
The BBC is one of those rare public services that tens of millions
of people choose to use every day of the week, despite exploding
choice and very low switching costs. The BBC’s services have
massive reach: 94 per cent of the UK population currently watch
and listen to the BBC across television, radio and online in any
one week.

There are strong reasons for believing that, in a digital future,
the value of “publicness’ in broadcasting will be even greater. As
audiences fragment and industry consolidates further, the main-
tenance of strong, independent public service institutions will be
essential if UK broadcasting is to continue delivering the quality
and range of service that we value both as consumers and citizens.
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Moreover, exciting new public value opportunities are emerging
— access to huge archives, new ways to learn and participate in
society, more local services, to name but a few — which public
service broadcasters are best equipped to harness.

The case for the licence fee

It is certainly true that subscription would allow viewers to choose
whether or not to pay for and receive BBC services, and would
provide a direct financial nexus between broadcaster and indi-
vidual consumer. It would also fundamentally change the nature
of the BBC’s services, however, and the value it is able to deliver to
society.

The UK public expects the BBC to be focused on serving
its needs by offering a range and depth of content to everyone,
regardless of ability to pay. Moreover, they value a BBC that is
independent of both commercial and political influence and able
to invest in high-quality and distinctive British services, program-
ming and talent. The way in which the BBC is funded must be
consistent with the achievement of these goals.

One of the major strengths of the UK’s mixed broadcasting
system is that the variety of funding sources — subscription, advert-
ising and the licence fee — leads to a variety of content provision.
The different content and genre mixes on BBC One as compared
to ITV1 or Sky One are testament to this.

The stability of licence fee funding allows the BBC to be the
standards-setter for the highest quality of public service broad-
casting and to take creative risks that could not be undertaken in
a commercial environment. The reality is that a BBC funded by
subscription would be driven by commercial imperatives, rather
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than by public service and a commitment to the nation’s collective
welfare. Such a BBC might still have sufficient resources to make
quality, popular programming, but the range of its offering would
be much reduced and its distinct role in the broadcasting ecology
undermined.

As the BBC sought to maximise its income from subscrip-
tion and people opted out of paying, the cost of these services to
everyone else would inevitably increase. This could push the cost
of the BBC beyond the reach of more and more members of the
public. So while subscription would give choice to some, it would
progressively deny it to those who are less well off.

The licence fee remains, for the great majority of viewers,
demonstrably better value for money than subscription. Those
households that have chosen to subscribe to satellite or cable
services pay far more for it, both per annum and per viewer-hour,
than they pay for the BBC.

The case against an ‘Arts Council of the Air’

The second major plank of Peacock’s analysis is that once the
BBC’s television services are funded via subscription, public
funding should be restricted to subsidising those limited forms
of programming that would not be supplied by the market. All
broadcasters, including the BBC, would then be able to submit
bids to a new public body for resources to make socially desirable
programmes.

This approach massively underestimates the value of having
strong institutions focused on public service broadcasting with the
scale of creative and production resources to deliver their objectives.
Inmany areas of our cultural and civic life, institutions play a pivotal
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rolein sustaining public service values that risk being diluted if these
institutions themselves are hollowed out. Moreover, a programme-
based fund goes against the grain of public service broadcasting in
the UK, which has prided itself on making programmes that are, to
varying degrees, both ‘good” and ‘popular’, rather than separating
them into mutually exclusive boxes.

An independent study commissioned by the BBC outlines a
number of strong arguments as to why introducing such a system
into the UK would have a negative impact on net investment levels
in public service content.

Far from crowding out private sector investment, the BBC
plays a vitally important role in keeping UK production levels,
spend and quality high across the sector. And through its size
and scale, the BBC is able to make major moves that matter for
the future of UK broadcasting, taking the lead where the market
fails or stalls: whether it’s BBC online, Freeview or DAB. Reduced
investment in a range of quality and diverse content by the BBC is
likely to reduce the pressure on commercial broadcasters to match
its investment levels, resulting in lower quality.

There is also the real prospect that giving public money to
commercial broadcasters will actually crowd out commercial
investment. Pressure on commercial broadcasters from their
shareholders would encourage them to bid for public funds to pay
for investment that those broadcasters would have made anyway.

Dispensing public funds to all channels also raises account-
ability issues. A key strength of the current licence fee is that
people know what their money is paying for and who is respon-
sible for delivery. The BBC is accountable to the British people for
the quality of what it does, through a framework of checks and
balances.
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The only way to ensure ‘additionality’ and accountability
would be through the introduction of intrusive regulation on
all broadcasters which would come on top of the bureaucracy
and transaction costs inherent in setting up a contestable Public
Service Broadcasting Fund.

The only countries that have implemented similar systems
tend to have relatively small broadcasting markets that cannot
generate sufficient revenue to support home-grown quality
content. And their track record is far from positive, with New
Zealand currently back-pedalling from its experiment with an
‘Arts Council of the Air’.

In conclusion

The fundamental problem with Professor Peacock’s analysis is
that it starts in the wrong place. Market economics seriously
undervalues the positive externalities created by public service
broadcasting and sees its fundamental purpose as filling in the
gaps left by the private sector.

Through its mass reach and influence at the heart of our
daily existence, broadcasting has an unrivalled capacity to enrich
people’s lives as individuals as well as improve the quality of life in
society as a whole. It is the recognition of this basic fact which has
led us to believe that the public interest is best served by everyone
having access to a range of services that deliver quality and ambi-
tious programmes, whatever their age, sex or where they live. The
British people may, at some point, choose a different approach
and decide to make broadcasting primarily a private activity.
But until there is convincing evidence that this is what the public
wants, we should focus our collective energies on maintaining and
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strengthening what we already have, rather than tearing up the
blueprint.
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5 COMMENTARY: THE FUTURE OF
PUBLIC SERVICE BROADCASTING
AND THE BBC
Ed Richards and Chris Giles!

Introduction

It is hard to think of a better time to reconsider public service
broadcasting and the future of the BBC. The Corporation itself is
just emerging from a period of turmoil after the Hutton Report,
with Michael Grade as its new Chairman and Mark Thompson
as its new Director-General. The broadcasting market is going
through one of its periodic technological upheavals: over half
of UK homes now receive digital TV, with almost 10 per cent of
homes signing up to pay for satellite TV, cable TV or free-to-view
digital terrestrial TV in the past year. The government is in the
middle of its review of the BBC’s Royal Charter, which expires at
the end of 2006. And Ofcom is undertaking its first quinquennial
review of public service broadcasting.

Ofcom will publish its final report at the end of the year and
has already published the Phase 1 consultation document. Phase
1 reviewed the effectiveness of public service broadcasting on the
main terrestrial TV channels (BBC One, BBC Two, ITV1, Channel
4 and Five), the conceptual underpinning for public regulation
and funding of certain aspects of public service TV broadcasting,

1 Ed Richards is Senior Partner of Ofcom and former senior policy adviser to the
Prime Minister on media, the Internet, telecoms and e-government. Chris Giles
works on policy development for Ofcom.
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and some initial propositions for maintaining and strengthening
public service broadcasting in the future.

We are under no illusion that everyone will agree with the
review; such a feat would be impossible in broadcasting. But
we hope that the evidence base will be regarded as solid, since
Ofcom has commissioned more primary research than any similar
previous review. Then the arguments can focus on the important
issues of principle rather than on inconsequential disputes about
the facts.

In relation to the principles behind public service broad-
casting, few have thought for so long and so deeply as Professor
Peacock. It was a great pleasure for us therefore to secure his input
into our review with his stimulating paper, given at the Institute of
Economic Affairs in January 2004.

Typically, Professor Peacock’s paper takes a robust market-
oriented view, which is long on insight and short on waffle. It
reminds us of the Report of the Committee on the Financing of the
BBC (CFBBC, 1986), which Professor Peacock chaired and which
has stood the test of time. Unlike many other reports in public life,
its intellectual coherence, its sharp focus on the important facts
and its clarity of drafting still make it the starting point for the
evaluation of public service broadcasting, whether you agree with
its conclusions or not.

In some respects, we agree with Peacock. In other respects, we
do not share his analysis, but we have always found it necessary to
test our views against his before deriving our own initial propo-
sitions. We will first try to summarise Peacock’s paper into eight
proposals and discuss our Phase 1 review in that context.
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The main Peacock proposals

Professor Peacock’s paper argues:

Any public action to influence the broadcasting system
must accord with the aim of ensuring consumer sovereignty.
In other words, people should be free to watch what they
want to watch, without the ‘guardians’ of the public interest
imposing their views on others. As Professor Peacock put it:
‘the onus of proof is placed on government to show that the
consumer interest is best achieved other than by the choices
of listeners and viewers themselves’.

The traditional broadcasting market failure argument is
relatively weak. Professor Peacock is unconvinced of this
argument and argues that it ‘introduces a systematic bias

in favour of state intervention’. He offers the example of
rediffusion, whereby entrepreneurs in the 1920s and 1930s
wired extension speakers up to a radio set, but were made

to operate under strict government regulation to protect the
BBC monopoly. He could equally have cited the growth of
subscription digital satellite and cable TV in the late 1990s,
which also offered customers services they were eager to buy
and which the traditional broadcasters had not offered.

Any intervention in favour of public service broadcasting
must be aware of the dangers of government failure. These
can outweigh any benefits of intervention in the market and
often arise when government is acting as the principal trying
to control an agent that is not subject to the disciplines of
market forces.

There is a case for government funding of some TV
broadcasting. Programmes that consumers ‘wish to support,
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but which they cannot expect to be provided by purely
commercial operations’ should receive funding if ‘many
listeners and viewers feel that they derive a benefit although
they do not necessarily listen to or watch them’. Examples
Professor Peacock cited were cultural or educational
programming. Some programmes, for example, could
encourage an interest in current affairs and have the potential
to improve their decisions as voters.

There should be three pre-conditions for public funding

of public service broadcasting. First, that the broadcasting
market moves towards a situation where workable
competition is a reality. Second, certain channels must

be specified that are obliged to contain public service
broadcasting: these are likely to be the main terrestrial
channels but need not be in the future. Third, consideration
should be given to achieving public goals through means
other than broadcasting, which might not always be the best
use of public funds.

A council should have hypothecated funds from a reformed
licence fee to buy programming that meets the aims of public
service broadcasting. The council would be accountable to
viewers and listeners and the fund would not be for the sole
use of the BBC. The level of the fund would have to be fixed
ultimately by government.

A Public Service Broadcasting Fund would be wholly
incompatible with continued BBC funding of public service
broadcasting obtained from the licence fee. The big change
for the BBC would be that it would no longer be able to be
‘judge in its own case as to what public service broadcasting
means’, nor would it be able to ‘offer highly subsidised
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commercial services made possible, amongst other things,
by the property rights of the BBC in recorded programmes
financed by payers of the licence fee’.

8 Though respectable, the argument that the BBC is the
broadcaster best placed to preserve our national identity
and system of values is easily exaggerated. Indeed, Professor
Peacock concludes by questioning whether the function of
broadcasting should be to promote enterprise, inventiveness,
tolerance and justice rather than it being just another tool of
the broader education system. He cautions everyone not to
raise broadcasting to the ‘status of a Church’, however broad
and accommodating its presentation of moral and cultural
values might be.

An analysis of Peacock’s argument

We believe the right starting point is to consider the interests of
UK consumers and UK citizens, while remembering that all of us
are both consumers and citizens.

As consumers, we want the TV broadcasting system to
provide programming that we would pay to watch or would pay
for the option to watch. As citizens, however, we also want certain
programmes to be widely available for as many people as possible
to watch, even if consumers would not be willing to pay enough
for them to be produced and broadcast.

The duality of consumer and citizen interests creates a difficult
but interesting public policy problem. In line with Peacock’s first
and fourth proposals, we should aim to allow consumer sover-
eignty to rule, subject to the provision of programming that satis-
fies citizens’ interests. The question is how far does the current
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broadcasting market, with its public interventions in the form of
the licence-fee-funded BBC and the obligations on ITV1, Channel
4 and Five, resemble this aim?

In the past, where spectrum was scarce and it was possible to
have only a handful of TV channels, there were two main reasons
why TV broadcasting did not meet consumer interests: the TV
schedules in a limited-channel world would maximise income
by meeting the needs of advertisers and not of viewers; and TV
programmes were close to being public goods, from which people
could not be excluded if they did not pay to watch a programme
or a channel, and where the extra cost of broadcasting to an addi-
tional viewer was zero. Regulation of commercial TV companies
and public funding were appropriate public policy responses to
these twin problems.

Given the technical constraints, it is understandable that we
have developed the current system of terrestrial TV. The BBC
and commercial channels used all the available spectrum; the
TV licence fee paid for the BBC and aimed to secure program-
ming that otherwise would not be screened; regulation and the
existence of the BBC produced a similar mix of programming on
commercial channels, while some of their costs associated with
less commercial programming were mitigated by subsidised
access to the spectrum.

This form of funding and regulation is still relevant today,
when about half the population still rely on four or five TV
channels. As Peacock suggested in his second proposal, however,
the consumer market failure problems described above are much
weaker today than they were. They are also likely to diminish even
further as digital TV reaches the vast majority of households. It is
becoming increasingly clear that consumers have little to fear from
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a deregulated broadcasting market; with over 300 channels avail-
able, consumers will almost always be able to buy the program-
ming they desire; and with conditional access systems readily
available, they can be excluded from programmes or channels if
they are not willing to pay.

The problem that TV broadcasts ‘suffer’ non-rivalry — that
the cost to broadcasters of an extra consumer viewing their
programme is zero — will remain, but many commercial businesses
are successful with extremely low marginal costs (for example, the
film industry, newspaper and magazine publishing and telecom-
munications), so this market failure does not present a strong case
for intervention.

Market solutions such as bundling of programmes together
into a channel, just as individual articles are bundled together in a
newspaper, allow the marginal cost of any programme to be zero
and significantly reduce the efficiency costs of non-rivalry. Also, as
Peacock reminds us in his third proposal, the risks of government
or regulatory failure are significant and the mere identification of
a market failure is not sufficient ground for intervention. The net
benefits of any intervention, after allowing for costs, must exceed
the cost of the market failure.

We should be pleased that technology is moving us rapidly
towards the point where consumers of TV broadcasts are sover-
eign and there is little need for intervention to secure what
consumers want to watch or want the option to watch. So one
of our first suggestions for the future of UK broadcasting is that
a high priority should be placed on achieving digital switch-over,
and this objective should be given preference over some of the
current regulations imposed on commercial broadcasters.

If the market failures associated with consumer sovereignty
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are diminishing, we think the same cannot be said of the ability of
the TV broadcasting market to serve citizens’ interests effectively.
Consumer and citizens’ interests diverge to the extent that some
TV programmes fulfil purposes other than satisfying consumer
desires.?

TV has a role in fulfilling social purposes desired by UK
citizens. It can:

* inform us and others and increase our understanding of the
world through news, information and analysis of current
events and ideas;

* reflect and strengthen our cultural identity through high-
quality UK, national and regional programming;

* stimulate our interest in and knowledge of arts, science,
history and other topics through content that is accessible,
encourages personal development and promotes
participation in society; and

* support a tolerant and inclusive society through the
availability of programmes that reflect the lives of different
people and communities within the UK, encourage a better
understanding of different cultures and perspectives and, on
occasion, bring the nation together for shared experiences.

And while we should not get too overexcited about how special
TV is, we should recognise that it is still the only medium that has
the reach to achieve any of these aims. But Peacock is, of course,
right in his eighth proposal to caution everyone against raising the
status of broadcasting to that of “a Church’.

2 Ineconomic terms, some TV programmes have positive externalities or are merit
goods.
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With these purposes in mind, our definition of public service
broadcasting is any programming that furthers these objectives.
We know from our Phase 1 audience research that the public
strongly supports these purposes for TV broadcasting. Though
they see TV as primarily a form of entertainment, they also
strongly value its role in informing us, stimulating interest in a
wide range of subjects and reflecting our cultural identity. We
argue that it is unlikely that the market would offer the current
level of public service broadcasting, and we will test this assertion
in the second phase of our review.

Important considerations for the development of
broadcasting policy

Three big questions arise from this analysis: What is the optimal
level of public service broadcasting? How much will the market
provide without intervention from the state? And how effective
can state intervention be in securing these purposes through
funding or through regulation?

Though our work in answering these questions is not
complete, we have published a series of propositions for debate
concerning the future of the broadcasting market as we move into
a digital world.? Rather than list them all here, we will draw out a
few of the important findings that relate to Peacock’s paper.

First, we expect effective competition to develop in the broad-
casting market. This is welcome, but as audiences fragment, the
existing ability of commercial broadcasters to produce some
elements of public service broadcasting from exploiting scarce

3 These can be found at <www.ofcom.org.uk>: see Ofcom (2004).
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spectrum will fall. As suggested in Peacock’s fifth proposal, new
sources of funding should therefore be considered, which should
not necessarily be limited to the existing terrestrial broadcasters.
A model of contestable funding, as in Peacock’s sixth proposal,
is a possibility, as is a redistribution of parts of the licence fee to
other broadcasters with public policy aims. These should be care-
fully assessed during the current year.

Second, we do not support Peacock’s seventh proposal that
the development of competition in broadcasting and some alter-
native funding for public service broadcasting are necessarily
incompatible with funding the BBC from a licence fee. So long as
its programming strives to meet the purposes of public service
broadcasting, it creates few undesirable distortions in the broad-
casting market, it is efficient, and it can retain a high audience
for programmes with public service purposes, a strong publicly
owned BBC would enhance the TV landscape. These are chal-
lenging conditions, but such conditions are necessary for the BBC
to retain such a unique funding system.

Third, we believe that there is a strong case for there to be a
plurality of providers of public service broadcasting because, if
there is a lack of competition among public service broadcasting
providers, the resultant market outcome is unlikely to involve
high-quality public service broadcasting. Some public service
broadcasting will be provided by the market, but we need to
examine the case for sharing funding streams among a greater
number of broadcasters and allowing broadcasters or producers
to bid for public service broadcasting funding.

Fourth, we should continue to secure a substantial contribu-
tion to public service broadcasting by not-for-profit organisations
in addition to contributions from profit-making broadcasters.
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This is because social purposes may be more easily achieved when
the organisational aims within which commissioners and sched-
ulers work are closely aligned with public service purposes, rather
than potentially in conflict with them.

And fifth, we must always recognise that the case for public
funding of public service broadcasting relies on the programmes
meeting public service purposes and that they are watched by
sufficient numbers of people to justify the expenditure. Once
digital switch-over has been achieved, public intervention to
secure public service broadcasting may not be justified on its
present scale, either because market failures are reduced consider-
ably, or because it will prove impossible to secure the purposes
and characteristics of public service broadcasting through televi-
sion at a reasonable cost.

This is a crucial time for broadcasting. Over the next decade,
we are finally likely to see the emergence of a reasonably well-func-
tioning market in TV broadcasting. The current system of regula-
tion and financing needs to be reformed once that market arrives,
so it is the right time to consider and to begin developing an alter-
native.
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6 COMMENTARY: THE SCOPE OF
PUBLIC SERVICE BROADCASTING
Stephen Pratten and Simon Deakin’

Profits, more than creative or ‘democratic’ impulses, are always
trying to push out the boundaries on the grounds of course that
this-or-that is ‘what the public want’ ... What ‘the public — we
—want’ should not be a first or overriding aim. There are better
criteria.

RICHARD HOGGART, 2004

Introduction

Resources are scarce, and given the multitude and variety of poten-
tial uses to which they could be put, a mechanism is needed by
which they can be allocated to particular goods and services. It is
not possible to pursue all potential options. The decision to devote
resources to the production of television programmes means
that other options, alternative goods and services, are forsaken.
Equally the provision of specific types of programming means that
the possibility of supplying alternative sorts of television is denied.
How is an assessment to be made between the various configura-
tions possible? What level of resources should society devote to
television and what programmes ought to be produced?

One response is to insist that alternatives should be evalu-

1 Stephen Pratten is Lecturer in Economics, King’s College London. Simon Deakin
is Professor of Corporate Governance, the Judge Institute, University of Cam-
bridge.
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ated according to the principle that individual consumers are the
best judges of what will contribute to their own well-being. The
task is then to ensure that resources are allocated so as to match,
over the widest possible range, outputs to agents’ wants or pref-
erences. Those who embrace such a principle often further claim
that a particular institutional arrangement, namely the market, is
the most likely to generate such an outcome. The adoption of this
type of framework is, of course, familiar and sometimes linked
to a critical attitude towards public service broadcasting and its
defenders. From this angle, while public service broadcasting
may have been tolerated in an era when there were technological
barriers to the formation of robust market relations, these no
longer apply, and any related rationale for public service broad-
casting has consequently dissolved.

Professor Peacock’s position, as one would anticipate, is more
complex. He adopts the principle of consumer sovereignty but
maintains a positive role for public service broadcasting none
the less. He questions the relevance and highlights the dangers of
accounts that might mislead us into thinking that nothing more is
required than for the market to be left alone. He also emphasises
the advantages of ‘workable competition” over futile and counter-
productive attempts to reproduce a perfectly competitive equi-
librium. He insists that acknowledging a role for public service
broadcasting should not be confused with support for the BBC’s
current governance structure or existing financial and institutional
arrangements. Not satisfied with offering a merely theoretical and
methodological critique, Peacock is prepared to advance a sketch
of the institutional implications of a public service broadcasting
system based on consumer sovereignty.

In trying to understand and situate Peacock’s position on
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public service broadcasting it is useful to compare it with other
influential contributions; in particular we will consider it in
relation to the views expressed in the 1962 Pilkington Committee
Report. We shall also show that the accommodation between
consumer sovereignty and public purpose that Peacock recom-
mends is very much in line with the way in which current policy
debates are framed. The crucial issue remains as it did in 1960:
how should we prioritise the relative benefits to be reaped from
broadcasting as consumption as opposed to broadcasting as a
public service? We suggest that great care is required in designing
a framework within which this kind of evaluation can be made.

Public service broadcasting and the interests of the
citizen

Peacock demonstrates that even if one adopts consumer sover-
eignty as a guiding principle when comparing alternative regu-
latory and institutional possibilities, and believes that a fully
fledged market system within broadcasting is finally within reach
as a result of technological advances, an important role for public
service broadcasting remains. This argument has, of course,
already been made, in the Peacock Report on the financing of the
BBC:

The case for public support of programmes of this [public
service] type can be accepted by those who believe that
viewers and listeners are in the last analysis the best judges
of their own interest, because:

(i) Some people may come to enjoy what they do not
already as a result of new opportunities being presented.

(i) Some people will accept guidance or stimulus from
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others on matters where they perceive that their
knowledge or taste is limited.

(i) Many people would like high quality material to be
available even though they would not willingly watch or
listen to it themselves in large enough numbers for it to
be paid for directly. (CFBBC, 1986: para. 564)

The first two points here imply that while we may insist
that agents always remain the ultimate arbiters of their own
interests, they themselves may recognise that they are not the
best immediate arbiters. This is a theme that runs through the
otherwise very different contributions of the Pilkington Report
of 1962, Peacock’s 1986 report and the recent Ofcom review
of public service broadcasting. It is, however, the third of the
points quoted above which perhaps has the greatest resonance
for today’s debates. It involves drawing a distinction between
the roles of the individual as consumer and as a citizen: ‘If
a full broadcasting market is eventually achieved, in which
viewers and listeners can express preferences directly, the main
role of public service could turn out to be the collective provi-
sion ... of programmes which viewers and listeners are willing
to support in their capacity of taxpayer and voters, but not
directly as consumers’ (ibid.: para. 580).

The kinds of considerations that influence one’s decisions as
a citizen may be different from the deliberations of a consumer.
As a consumer we need only take account of our own preferences
and do not need to defend them against the views of others. As
citizens we are members of a political community and enter into
a broader debate, which ultimately concerns values, about what
is morally right and best for the whole community. It may be that
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as consumers our deliberations lead us in one direction while as
citizens we are led in quite another.

To illustrate: consider the example that Peacock discusses,
namely a situation in which unregulated television channels
compete for ratings in such a way that challenging news and
current affairs programming is relegated to inaccessible slots in
the schedule. Let us further suppose that this reflects the outcome
of an undistorted market process based on consumers’ prefer-
ences expressed through their willingness to pay. Now these same
individuals may support a form of regulation that required such
programming to be shown in peak time. This may be because in
their role as citizens they recognise that programmes of this kind
play an important part in maintaining the health of a democratic
polity of the kind that enjoys general support.

If we associate public service broadcasting with the provision
of material conceived of as appropriate by individuals in their role
as citizens — we might speak of the social purposes of broadcasting
in this regard — then we are characterising public service broad-
casting as something different from ‘consumer-oriented” broad-
casting. Public service broadcasting relates to individuals not as
consumers but as citizens. Giving precise content to this kind of
conception of public service broadcasting has been notoriously
difficult but has typically involved reference to issues of univer-
sality and quality as well as citizenship.? Let us put to one side the
issue of what exactly these social purposes of broadcasting might
be and consider the regulatory difficulties that arise as a conse-

2 SeeKeat (2000) for an interesting discussion of this issue as it relates to environ-
mental policy.

3 For sophisticated and illuminating attempts, see Garnham (1986) and Born and
Prosser (2001).
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quence of adopting a conception of public service broadcasting as
something other than consumer-oriented broadcasting.

One implication of accepting this position is that the regula-
tion of broadcasting has potentially two rather distinct tasks. One
role is to ensure that the interests of the consumer are protected.
A second objective is to guarantee that the broadcasting system
is regulated so that the benefits of public service broadcasting
— the social purposes of broadcasting — are generated, thereby
promoting the interests of the citizen. A central question that
follows is: how much weight ought to be attached to each of these
objectives? Should we prioritise the consumer or the citizen? It
is important to note that this is distinct from, though it may be
related to, the question of market versus public provision. If we
were to place supreme priority upon the interests of the consumer
then we might suppose that the market constitutes the most
appropriate institutional arrangement.

To avoid the confusions caused by idealised accounts of the
market, which Peacock rightly criticises, we might refer here
to the interventions necessary to ensure that workable compe-
tition is established so that the interests of the ‘individual as
consumer’ are protected. Even if one accepts the prioritisation of
the consumer, however, it might be felt that for complex historical
(path-dependent) reasons a situation has emerged whereby public
institutions have evolved which are rather effective at matching
outputs to consumer wants and therefore deserve to retain their
place within a contemporary consumer-focused broadcasting
ecology. The Peacock Report itself acknowledged this point (ibid.:
paras. 581-3). Alternatively it might be the case that overwhelming
priority is placed on securing the social purposes of broadcasting.
Here a conventional assumption might be that this necessitates
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substantial public provision, but this needs to be argued for and
not merely assumed. Before these difficult institutional issues can
be broached, however, the prior question is: what weight should
be attached to ‘broadcasting as consumption’ as opposed to the
broader social purposes of broadcasting?

Broadcasting for the consumer and the citizen

This issue gives rise to difficulties in formulating policy only if the
two objectives conflict in some way. If it is the case that, perhaps
as a consequence of technological advance, the conditions neces-
sary for workable competition can now straightforwardly be
established; if we assume that this is the best means of securing the
consumer’s interest; and if then we are satisfied that the interven-
tions necessary to secure the additional benefits of public service
broadcasting are in fact small-scale and of low cost, few dilemmas
arise as a result of the existence of the two distinct objectives. It
is perhaps conceivable that some means may be found by which
both objectives could be secured simultaneously, in which case no
choice between them nor any weighing of them would be neces-
sary. It seems at least possible, however, that the kinds of regula-
tory intervention needed to promote the first objective, namely
securing the interests of the consumer, may not be entirely
compatible with the kinds of intervention needed to secure the
second objective, that is, the social purposes of broadcasting. At
the very least, once it is recognised that public service broadcasting
is distinct from consumer-oriented broadcasting, the two can be
seen as competing, along with other claims, for resources. The key
issue that emerges is: how much public service broadcasting and
how much consumer-oriented broadcasting do we need?
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One way of interpreting the transformation in broadcasting
policy over the last 25 years would be to see it as a move from
prioritising the interests of the citizen to that of recognising
the interests of the consumer alongside those of the citizen. In
the Pilkington Report the emphasis was squarely on the social
purposes of broadcasting. Thus the report considered the
potential of subscription television, which even as long ago as
1962 was regarded as ‘possible, because the means of metering
and of access barring are now becoming available’ (Committee
on Broadcasting, 1962: para 972). But it did not follow that
subscription television was entirely desirable. This was because
the financing of broadcasting was a matter ‘of constitutional
significance’ in so far as it affected the nature and character of
broadcasting services.

Thus for Pilkington, ‘the essential criterion by which to
consider proposals put to us is whether services paid for in this
way will, in themselves and in their effect on existing services,
naturally make for the realisation of the purposes of broadcasting;
or, if not naturally, can be so controlled as to ensure that those
purposes will be realised’ (ibid.: para 973). In similar fashion, Pilk-
ington declined to judge commercial television by the criterion
of how far it satisfied consumers’ wants. Rather, like the BBC, it
was there to provide ‘a service which fully realises the purposes of
broadcasting’, and ‘competition in good broadcasting’ (emphasis
added; ibid.: para 468) was the goal of policy. In this sense, there
was to be no division between consumer-oriented broadcasting
and public service broadcasting.

The frustration of many economists with this kind of position
is well known and forcefully expressed in Ronald Coase’s remarks
upon the Pilkington Report:
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It is easy to talk about ‘the widest possible range of
programme matter’ but there is surely some point at which,
as more and more resources are devoted to increasing the
supply of programs, the gain from additional broadcast
programs is of less value than the loss of value elsewhere.
And if the resources devoted to broadcasting are limited in
this way, it follows that the provision of programs which

are liked by one group will have deprived some other group
of programs that they would have liked. According to what
principles is it to be decided which demands are to be
satisfied? The [Pilkington] Committee never tells us this

... The Committee avoids the question of how it should

be decided which programs to transmit and for the phrase
‘what the public wants’ they substitute another and better
‘what the public authority wants’. What the public authority
should want, how it would get the information which would
enable it to do what it should and how in practice it would
be likely to act are questions which disappear in a cloud of
pious platitudes. (1966: 443—4)

A critique of this type often leads economists to conclude
that any reference to the social purposes of broadcasting is at
best meaningless and at worst a dangerous form of paternalism.
As we have seen, however, the 1986 Peacock Report did not
go this far. It brought the consumer interest to the foreground
and took the advantages of the market as a starting point. But
the intellectual challenge that it took up was to make sense of
public service broadcasting, to understand its historical signi-
ficance and to provide a rationale for its continued existence
and reform. In his current contribution Peacock can again be
seen as in effect taking up Coase’s challenge by exploring how
a regulatory agency or public authority committed to the social
purposes of broadcasting might go about determining the level
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and deployment of resources required to deliver these broader
social objectives.

It is in this spirit that Peacock now argues for a public service
broadcasting fund with a formula related to the growth in overall
broadcasting revenue, and proposes that the benefits of a voucher
system be examined when considering the provision of public
service programmes. Here Peacock seems to be suggesting that a
market-like mechanism such as a voucher can be used to fulfil the
broad social purposes of broadcasting and not just the consumer-
oriented ones.

This type of intermediate stance is not unique to Peacock,
but he can be seen to have initiated its use in the broadcasting
policy debate. The influence of the 1986 report has indeed become
remarkably widespread. At the same time, those adopting this
approach have had to recognise the difficult issues of weighting
and resource allocation that it inevitably raises. A striking recent
example is the Ofcom review of public service broadcasting,
according to which ‘our social preferences as citizens may not be
met by competitive market processes, even though the market
might meet our private preferences as consumers’ (Ofcom, 2004:

9).

A broader framework for evaluation

This returns us to the fundamental question of how we are ulti-
mately to arrive at a relative weighting of the objectives identified.
How big a priority should we make ‘broadcasting as consump-
tion” as opposed to ‘broadcasting as public service’? Both Peacock
and Ofcom emphasise that value judgements are involved
here. Indeed, Peacock opens his current contribution with the
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statement that ‘this paper requires that a value judgement be
made about the aim of public service broadcasting’. The Ofcom
review notes that its own ‘approach requires value judgements to
be made about the desired role and remit of television in the UK
... we need to identify what we believe to be a socially desirable
outcome for television provision: there is no objective definition
waiting to be picked off a shelf in the policy supermarket’ (ibid.:
3). But what is implied by this emphasis upon the inevitability of
value judgements?

There is a tendency for economists to espouse a form of meta-
ethical scepticism, according to which all value judgements are
merely the expression of individual preferences. Value judgements
don't tell you anything about what they refer to, they simply
express the attitudes of agents — what seems desirable to one indi-
vidual need not be to another. Those who argue that value judge-
ments are purely subjective are effectively denying the existence of
any objective basis for our values — there is no independent basis
on which to evaluate these judgements.* Once this view is adopted
it encourages a very particular and, we would argue, restricted
framework for the assessment of alternative policy options.

To illustrate, it is useful to draw a link here with the debates
concerning the evaluative framework used to consider environ-
mental issues. At one extreme there is a position expressed well

4 For discussion and criticism of this form of scepticism, see Keat, 2000, chapter
2. Peacock may not himself adopt such a position. He writes elsewhere that ‘An
economist need not be precluded from evaluating how individuals and govern-
ments conduct their economic affairs, but the process of evaluation requires mak-
ing judgements about the “good society” which are not derived from economic
analysis itself. Whether such judgements, embodying statements about human
values, are themselves capable of being derived from “objective analysis”, which
can be submitted to scientific methods of proof, is a matter of further discussion’
(Peacock, 1997: 26-7).
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once more by Coase in his remarks regarding the problem of
pollution:

Like other economic problems, whether it is concerned with
the supply of potatoes or houses or education, the supply

of clean air or clean rivers or lakes is simply one of deciding
what amount ought to be supplied, and this turns ultimately
on whether what has to be given up to secure the additional
supply is worth more or less than the additional supply of
the commodity under discussion which it will procure. It

is a matter of calculation, and it is quite possible that when
the calculations are made, in general, they will show that it
is better to have air, rivers and lakes which are dirtier rather
than cleaner. (Coase, 1972: 313)

Now it may be that occasionally environmental policy-makers
will try to broaden the scope of the calculation by attempting to
take account of the ways in which people ‘value’ the environment
beyond their immediate ‘economic’ relationship with it. Here it
is recognised that there are not only narrowly economic but also
broader social externalities to pollution. There are those who value
a clean river because of its aesthetic beauty or its ability to sustain
various species of fish or rare plant life and there are also those
for whom the river has some value ‘over and above’ any contri-
bution to their own material well-being. Sensitive economists,
recognising all this but constrained by their commitment to meta-
ethical scepticism, are likely to try to draw these values or ‘social
preferences’ into some extended form of cost—benefit analysis.

It is in this vein that Ofcom’s review of public service broad-
casting concludes that ‘there are significant commonalties’
between an analysis based on market failure and one grounded in
social values: both approaches ‘can, in fact, be captured in a wider
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economic framework which considers the maximisation of social
welfare, and assesses whether the market is likely to fully reflect
the overall value to society of PSB’; and ‘both approaches imply
the need to think hard about the levers we can use to address the
mismatch between what the market will provide and what society
would like to secure, including the institutions entrusted with
delivery’ (Ofcom, 2004, supporting documents, vol. 1: 14-15).

Ofcom promises that Phase 2 of its review will involve a study
of the ‘costs and benefits of public service broadcasting’. Yet
for social values to be included in the overall calculation of net
benefits, some kind of price must be put on the preferences they
are understood to represent; otherwise they will not be ‘commen-
surate’ with the more straightforwardly identifiable economic
costs and benefits. This is equivalent to asking those who are
potentially affected by environmental regulation how much they
would be willing to pay to retain a clean river. But such exercises
notoriously hit upon problems. Respondents are often resistant to
the calculative approach which is implicit in this type of question:
many refuse to specify any definite sum, on the grounds that the
question itself is offensive to their values (see Keat, 2000: 55-6).
Perhaps this is because the choice of method is not neutral. The
problem with even an extended cost-benefit framework is that
‘where some value is in its inherent nature not amenable to math-
ematical calculation, the attempt to mathematise it will almost
always devalue it relative to those values that can be quantified by
some agreed procedure’ (Collier, 2003: 32).

Concluding remarks

As we enter a decisive phase in the development of broadcasting
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policy, we are offered some hard choices over the methods used
to aid us in understanding the nature and justifications for public
service broadcasting. It may be that we have a choice, and that
we can give greater weight to ‘broadcasting as consumption’ or
to ‘broadcasting as public service’ as the case may be. What can
be achieved via consumption may be so important that the ‘good
society’ is one where broadcasting is devoted to serving the inter-
ests of individuals conceived of as isolated consumers. To privilege
consumption in the absence of a wider debate over the frame-
work of values that broadcasting policy is meant to articulate
and promote, however, would be highly problematic. We have
moved so far from the supposed elitism of the Pilkington Report
that ‘common sense’ dictates that consumption be given priority,
but the wisdom of this has yet to be established on any convincing
basis.
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