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SUMMARY

We are publishing this report in the midst of a rapidly transforming media
landscape. Change is occurring at unprecedented scale and pace—both in
the UK and across the world. Linear TV consumption looks set for long-term
decline. Digital alternatives are proliferating. Consumer habits are evolving
rapidly. Production costs are rising and the global market is dominated by
international giants that enjoy vast strategic advantages in financing, data, and
economies of scale. These changes are transforming the way audiences choose
and consume media.

There is a vital role for the BBC in a changing world characterised by political
realignments, technological revolution and expanding choice. We want to see
a BBC that remains at the heart of British broadcasting—bringing the nation
together, serving all sectors of UK society, and delivering a world-leading service
that is respected across the globe. But its role must be more clearly defined. And
the BBC must change to ensure it can deliver value for audiences and society in
the years ahead.

The BBC must do more to maintain the legitimacy of public funding by doing
a better job of representing the full range of perspectives and communities that
make up our diverse society. It must adapt its services to remain relevant to
younger audiences while supporting those who will rely on linear TV for at least
the next decade. And it must make choices and be honest about what it can and
cannot deliver in the context of rising costs, restricted funding, and a ruthlessly
competitive future marketplace. It otherwise risks a future of gradual stagnation
and decline.

The way in which the BBC is funded in future could have a major impact on
how well it can navigate these challenges, and what it is able to provide. But
discussions on funding have too often become locked in a binary ‘for or against’
licence fee debate. This is unhelpful. Our inquiry sought to move beyond this
impasse and set out clearly the complexities and consequences of changing the
funding model.

Our evidence was clear that some form of public funding for the BBC remains
necessary. The licence fee is one option, but not the only one. It retains several
benefits, but its drawbacks are becoming more salient. The link to a television
set looks increasingly outdated. Its regressive nature means that regularly raising
the fee to the levels the BBC requires will hit the poorest hardest.

There are alternatives to the current system. A universal household levy
linked to council tax bills is one option which could take greater account of
people’s ability to pay. A ring-fenced income tax is another. Reforming the
existing licence fee to provide discounts for low-income households is a third.
Each of these merits serious attention. The BBC will also need to expand its
commercial operations. We are calling for it to be open minded about exploring
more ambitious commercial options, such as domestic or international hybrid
subscription services. There are several variations on how these could operate.

It is important to be clear about what will not work. Substituting the licence fee
entirely for advertising would provide insufficient income whilst decimating the
revenues of other public service broadcasters. A full subscription-based model
would likewise deliver inadequate revenues and face major technical hurdles




4 LICENCE TO CHANGE: BBC FUTURE FUNDING

and accessibility barriers. Funding the BBC through Government grant would
risk undermining editorial independence.

Ultimately the decision on the funding model depends on what the BBC should
be for and what it exists to provide. We are therefore calling on the BBC to
publish a bold new vision. This must propose a strategic purpose that will
guide it through the next quarter of the 21st century and set out what it will do
differently, what it will stop doing and where it needs to innovate. This must
include costed options for future funding mechanisms and how these would
affect the corporation’s ability to deliver on its purpose. This should represent a
step change in how the corporation approaches the funding debate. Such work
is essential to ensuring that discussions ahead of the next Charter renewal are
sufficiently open minded, transparent, and well informed.

Any changes to the BBC’s funding will require public support. We were
concerned about the lack of plans for public engagement, and we call on the
Government to commit to holding national consultations before proposing
changes to the funding model. We also noted the need for a more nimble
regulatory framework.

The BBC has a central role to play in the life of the nation, the creative economy,
and the UK’s soft power. But the status quo is not an option. Now is the time
for the BBC to redefine its role and use this opportunity as a catalyst to drive
much-needed change.




Licence to change: BBC future
funding

CHAPTER 1: INTRODUCTION

We launched this inquiry in February 2022 to examine how the BBC should
be funded in future. The BBC’s main source of funding is the licence fee,
providing roughly £3.7 billion of its current £5 billion annual income.! The
remainder is generated through other, non-public means. The constitutional
basis for the BBC and its governance comes from the Royal Charter (the
Charter), which is typically reviewed every 10 years. The current Charter
ends in 2027.

Questions around BBC funding are not new, but are becoming more
pressing. The corporation faces growing competition, rising production
costs, changing audience habits, concerns over representation and relevance,
and constrained funding. The period between now and the next Charter
renewal provides a window for taking crucial decisions that will influence
the BBC'’s trajectory for decades to come.

In recent years successive governments have questioned whether the licence
fee should remain. In April 2022 the Government published a White Paper
on the future of broadcasting. This stated that there were “clear challenges
on the horizon to the sustainability of the licence fee” and confirmed there
would be a review of the BBC’s funding model ahead of the next Charter
period.> The Government subsequently confirmed it would launch an
independent review in July 2022.3

Our inquiry builds on decades of previous debates. In 1986 the Peacock
Committee held a major review of the BBC which recommended retaining
the licence fee as the ‘least worst’ option.* Various subsequent reviews have
concluded along similar lines.” In 2021 the House of Commons Digital,
Communications, Media and Sport Committee called on the Government
to “come out with a strong alternative to the licence fee that it can put

The Government can sometimes decide that the fee will be used for other purposes such as the digital
television transition and superfast broadband rollout. The licence fee also funds S4C, the Welsh
broadcaster. For details on BBC funding see BBC, BBC Group Annual Report and Accounts 2020-21
(9 July 2021): https://downloads.bbc.co.uk/aboutthebbc/reports/annualreport/2020-21.pdf [accessed
10 June 2022]

Department for Digital, Culture, Media & Sport, Up next—the government’s vision for the
broadcasting sector, CP 671 (29 April 2022): https://www.gov.uk/government/publications/up-
next-the-governments-vision-for-the-broadcasting-sector/up-next-the-governments-vision-for-
the-broadcasting-sector#chapter-3-a-new-system-of-public-service-broadcasting-for-a-new-era
[accessed 8 June 2022]

Oral evidence taken before the Digital Culture Media and Sport Committee on 19 May 2022 (Session
2022-23), Q 82 (Nadine Dorries MP)

Professor Alan Peacock, Report of the Committee on Financing the BBC (1986)

For example, the House of Lords Select Committee on the BBC Charter Review found in 2005 that
the licence fee was the “best way to fund the BBC over the next decade”. In 2015 the Select Committee
on Communications broadly agreed. See Select Committee on the BBC Charter Review, The Review
of the BBC’s Roval Charter (1st Report, Session 2005-06, HL. Paper 50) and Select Committee on
Communications, BBC Charter Review: Reith not revolution (1st Report, Session 2015-16, HL. Paper 96)



https://downloads.bbc.co.uk/aboutthebbc/reports/annualreport/2020-21.pdf
https://committees.parliament.uk/oralevidence/10242/html/
https://publications.parliament.uk/pa/ld200506/ldselect/ldbbc/50/5002.htm
https://publications.parliament.uk/pa/ld200506/ldselect/ldbbc/50/5002.htm
https://publications.parliament.uk/pa/ld201516/ldselect/ldcomuni/96/9602.htm

6 LICENCE TO CHANGE: BBC FUTURE FUNDING

to Parliament, or strongly support the current model for at least the next
Charter period”.®

5. We sought to move the conversation on by shedding light on the practical
implications of alternative funding options, and exposing the challenges
which demonstrate why this issue is becoming more time-sensitive. In doing
so we sought to move beyond the binary ‘for or against’ licence fee debate.

6. Any decision on changes to the funding model must flow from a clear vision
of the BBC’s purpose. To that end, our call for evidence focused on what
the BBC should be for and how it should be funded.” We sought to hear
perspectives from all sides of the debate. We held evidence sessions with
a range of witnesses and visited the BBC in MediaCity UK, Salford. We
held roundtable discussions in Salford with young adults, and online with
members of the public from England, Scotland, Wales and Northern Ireland.
We are grateful to all who helped with our inquiry.

Box 1: BBC funding: key facts

£3.75 billion—the amount the BBC received from licence fee income in 2021.
This accounts for approximately 75 per cent of the BBC’s total revenue.

£1.31 billion—the amount the BBC generated in 2021 from non-public
commercial and other activities, such as grants, royalties and rental income.
This accounts for approximately 25 per cent of its income.

The BBC uses this funding to provide a range of services including a range of
TV channels, the iPlayer, BBC Sounds, BBC Online, 10 UK-wide radio stations
and over 40 national and local radio stations. The BBC World Service is also
partly funded by the licence fee.

The annual TV licence fee is £159 for colour and £53.50 for black and white.
The fee is frozen until 2024 then will rise in line with inflation for four years.
Around 25.9 million TV licences were in force in 2019-20.

A licence fee is required to watch or record television programmes as they
are being shown on any channel and on any broadcast platform (terrestrial,
satellite, cable or the internet) or to download or watch BBC programmes on
BBC iPlayer. 27 million or 95 per cent of all households in the UK owned a TV
set in 2020. The annual average evasion rate in 2019-20 was 6.95 per cent.

Source: House of Commons Library, TV licence fee statistics, Research Briefing CBP-8101, 24 January 2022

6 Digital, Culture, Media and Sport Committee, The future of public service broadcasting (Sixth Report,
Session 2019-21, HC 156), para 65

7  The wider public broadcasting sector was out of scope. This has been examined in detail elsewhere.
See Communications and Digital Committee, The future of Channel 4 (2nd Report, Session 2021-22,
HL Paper 108), see also Digital, Culture, Media and Sport Committee, The future of public service

broadcasting and Ofcom, ‘Small Screen Big Debate’: https://www.smallscreenbigdebate.co.uk/research
[accessed 8 June 2022]



https://researchbriefings.files.parliament.uk/documents/CBP-8101/CBP-8101.pdf
https://publications.parliament.uk/pa/cm5801/cmselect/cmcumeds/156/15602.htm
https://publications.parliament.uk/pa/ld5802/ldselect/ldcomuni/108/10802.htm
https://publications.parliament.uk/pa/cm5801/cmselect/cmcumeds/156/15602.htm
https://publications.parliament.uk/pa/cm5801/cmselect/cmcumeds/156/15602.htm
https://www.smallscreenbigdebate.co.uk/research
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Figure 1: BBC expenditure
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Source: National Audit Office “The BBC Group Departmental Overview 2020-21° (October 2021): hitps://www.
nao.org.uk/report/departmental-overview-2020—21-the-bbc-group/ [accessed 8 Fune 2022]

Box 2: Key terms

Public service broadcasting—content that is broadcast for the public benefit,
rather than for purely commercial purposes. The UK’ public service
broadcasters are BBC, ITV, STV, Channel 4, S4C and Channel 5. Public
interest obligations, such as universality, impartiality and programming quotas
for independent productions, original UK productions and news are imposed in
return for privileges such as prominence.

Subscription video on demand (SVOD)—services that provide online video
streaming content for a subscription fee.

Broadcast video on demand (BVOD)—content made available online and on-
demand by TV broadcast stations.

Linear TV—the traditional method of viewers watching scheduled TV when it
airs on its original channel.

Source: House of Commons Library, TV licence fee statistics, Research Briefing CBP 8101, 24 January 2022 and
Communications and Digital Commattee, Public service broadcasting: as vital as ever, para 8



https://www.nao.org.uk/report/departmental-overview-2020-21-the-bbc-group/
https://www.nao.org.uk/report/departmental-overview-2020-21-the-bbc-group/
https://researchbriefings.files.parliament.uk/documents/CBP-8101/CBP-8101.pdf
https://publications.parliament.uk/pa/ld201919/ldselect/ldcomuni/16/1602.htm
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CHAPTER 2: BBC PURPOSE

The BBC has been a centre point of British life for 100 years. Its recent
coverage of the Platinum Jubilee and the Ukraine crisis showcased the BBC’s
strengths and underscored the continued relevance and importance of public
service broadcasting.® The BBC provides a trusted source of information
across the UK and the world. It creates much-loved entertainment for
millions, and delivers unrivalled educational content to children and adults
alike. Through this the corporation plays a leading role in stimulating the
creative industries, developing skills, nurturing British talent and creating
economic benefits across the country.’

Our evidence was clear that decisions about the BBC’s funding model must
be led by a clear vision of what the BBC is for. This question is becoming
more pertinent in a world of expanding choice, personalised content and
competitive market dynamics. This chapter sets out the key considerations
relating to the BBC’s purpose and why this needs to be clearly defined.
The subsequent chapter explores strategic challenges facing the BBC and
evaluates the corporation’s response.

BBC purpose
Reithian mission

The BBC’s mission is set out in the Charter. The broadcaster is to “act in
the public interest, serving all audiences through the provision of impartial,
high-quality and distinctive output and services which inform, educate and
entertain”.’® This mission to ‘inform, educate and entertain’ was initially
articulated by the BBC’s first Director-General Lord Reith and has
underpinned the BBC’s work ever since. In the early 2000s ‘public purposes’
were introduced to help clarify the BBC’s work and objectives.!! These
were updated ahead of the 2017 Charter, which tasks the broadcaster with
delivering five public purposes:

. to provide impartial news and information to help people understand
and engage with the world around them;

. to support learning for people of all ages;

. to show the most creative, highest quality and distinctive output and
services;

. to reflect, represent and serve the diverse communities of all the United
Kingdom’s nations and regions and, in doing so, to support the creative
economy across the United Kingdom; and

o to reflect the United Kingdom, its culture and values to the world.'?

O

11

12

Q 141 (Julia Lopez MP)

Weritten evidence from the BBC (BEFF0040)

Department for Culture, Media and Sport, Broadcasting: Copy of Royal Charter for the continuance of
the British Broadcasting Corporation, Cm 9365 (December 2016): https://assets.publishing.service.gov.
uk/government/uploads/system/uploads/attachment data/file/577829/57964 CM 9365 Charter
Accessible.pdf [accessed 10 June 2022]

For details on their development see Select Committee on Communications, BBC Charter Review:
Reith not revolution, Appendix 6

Department for Culture, Media and Sport, Broadcasting: Copy of Roval Charter for the continuance of the
British Broadcasting Corporation



https://committees.parliament.uk/oralevidence/10361/html/
https://committees.parliament.uk/writtenevidence/107047/html/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/577829/57964_CM_9365_Charter_Accessible.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/577829/57964_CM_9365_Charter_Accessible.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/577829/57964_CM_9365_Charter_Accessible.pdf
https://publications.parliament.uk/pa/ld201516/ldselect/ldcomuni/96/9602.htm
https://publications.parliament.uk/pa/ld201516/ldselect/ldcomuni/96/9602.htm
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/577829/57964_CM_9365_Charter_Accessible.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/577829/57964_CM_9365_Charter_Accessible.pdf
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In April 2022 the Government published a White Paper setting out its
intention to review the broadcasting sector and replace the public service
broadcasting purposes and objectives. The Government said this would
support public service broadcasters in focusing on areas where they are
“uniquely positioned to deliver and that would make us poorer as a nation—
culturally, economically and democratically—if they were not provided.”!?

Evaluating its mission

Inform: we heard consistent support for the BBC’s role in providing a trusted
source of information. Many witnesses said the BBC’s news sources were
crucial to ensuring that citizens could participate fully in the UK society and
democracy—both local and national news coverage were highlighted in this
regard.!* Trusted news sources are likely to remain valued in an increasingly
complex information environment, particularly in the context of rising mis-
and dis-information. Dr Richard Fletcher, Senior Research Fellow at Reuters
Institute for the Study of Journalism, believed there would be an enduring
desire for a prominent source of impartial news and fact-based reporting.®
This work is subject to significant challenges as set out in Chapter 3. The
Reuters Institute’s Digital News Report 2022 found for example that BBC
News had the biggest drop in trust compared to public service media brands
across international markets, declining from 75 to 55 per cent between 2018
and 2022.'° We also noted there were wider areas the BBC could improve
on, notably its business coverage.!”

Educate: we heard similar consistent support for the BBC’s educational
role. Polly Mackenzie, then Chief Executive Officer at Demos, said that
initiatives such as the BBC’s partnership with the Open University and its
children’s programming provided “extraordinary” value.!’® Others praised
the corporation’s work during the covid-19 pandemic.!” The BBC told us
that 68 per cent of primary pupils and 81 per cent of secondary pupils used
Bitesize in the 2020 summer term, and that it was the educational resource
most recommended by teachers to parents.?° We heard similar themes in our
roundtable discussions with young adults in Salford.?!

Entertain: overall our evidence suggested enduring support for the BBC
providing high-quality entertainment, with more varied perspectives on
the appropriate extent of provision. On the one hand, we heard that high-
quality entertainment was what the public most wanted. The BBC cited
studies showing that people tended to name ‘entertainment’ as the most

13

14

15
16

17
18
19
20
21

Department for Digital, Culture, Media & Sport, Up next—the government’s wvision for the
broadcasting sector, CP 671 (29 April 2022): https://www.gov.uk/government/publications/up-next-
the-governments-vision-for-the-broadcasting-sector/up-next-the-governments-vision-for-the-
broadcasting-sector [accessed 8 June 2022]

Q 21 (David Goodhart), Q 28 (Professor Stuart Allan), Q 30 (Prof Mazzucato). See also Charitable
Journalism Project, Local news deserts in the UK (June 2022): https://publicbenefitnews.files.wordpress.
com/2022/06/local-news-deserts-in-the-uk.pdf [accessed 6 July 2022]

Q10

Reuters Institute, Digital News Report 2022 (June 2022), p 17: https://reutersinstitute.politics.ox.ac.uk/
sites/default/files/2022—06/Digital News-Report 2022.pdf [accessed 30 June 2022]

QQ 25-26 (David Goodhart, Dr Adrian Wooldridge)

Q 23 (Polly Mackenzie)

Q 30 (Prof Mazzucato)

Written evidence from the BBC (BFF0040)

See Appendix 4



https://www.gov.uk/government/publications/up-next-the-governments-vision-for-the-broadcasting-sector/up-next-the-governments-vision-for-the-broadcasting-sector
https://www.gov.uk/government/publications/up-next-the-governments-vision-for-the-broadcasting-sector/up-next-the-governments-vision-for-the-broadcasting-sector
https://www.gov.uk/government/publications/up-next-the-governments-vision-for-the-broadcasting-sector/up-next-the-governments-vision-for-the-broadcasting-sector
https://committees.parliament.uk/oralevidence/9855/html/
https://committees.parliament.uk/oralevidence/9970/html/
https://committees.parliament.uk/oralevidence/9970/html/
https://publicbenefitnews.files.wordpress.com/2022/06/local-news-deserts-in-the-uk.pdf
https://publicbenefitnews.files.wordpress.com/2022/06/local-news-deserts-in-the-uk.pdf
https://committees.parliament.uk/oralevidence/9803/html/
https://reutersinstitute.politics.ox.ac.uk/sites/default/files/2022-06/Digital_News-Report_2022.pdf
https://reutersinstitute.politics.ox.ac.uk/sites/default/files/2022-06/Digital_News-Report_2022.pdf
https://committees.parliament.uk/oralevidence/9855/html/
https://committees.parliament.uk/oralevidence/9855/html/
https://committees.parliament.uk/oralevidence/9970/html/
https://committees.parliament.uk/writtenevidence/107047/html/
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important aspect of the BBC’s offer, scoring an average of 48 out of 100
points, compared with 30 for ‘inform’ and 23 for ‘educate’.??

We also heard that audiences valued the BBC’s distinctively British content
and its ability to cover socially important issues through the medium of
entertainment.??> This sets it apart from international streaming services
which tend to contain fewer British cultural references and idioms,?* as well
as from other operators offering more general mass market entertainment.?
We noted that some SVODs may be starting to produce more distinctively
British content to retain and appeal to new customers in the UK market,
but the effects remain to be seen and such approaches may change again in
future.?®

Others suggested that the BBC’s entertainment offer was becoming less
relevant. Dr Helen Weeds, Honorary Senior Research Fellow at Imperial
College Business School, said that younger audiences tend to find and pay
for personalised entertainment online, reflecting a wider shift away from
the expectation that the BBC would provide everything.?” Young adults at
our Salford roundtable discussion expressed similar sentiments.?® These
perspectives reflect the findings from a recent Ofcom study that “the BBC
is seen to especially excel in providing informative and educational content
and to a lesser extent in the provision of entertaining content”, in part due
to the volume and variety of alternative SVOD entertainment.? This issue
relates closely to perspectives on market failure covered later in this chapter.

Bringing the nation together

Several witnesses highlighted the BBC’s role in providing a ‘national glue’.
We heard that this was becoming both more complex and more important.
Dr Adrian Wooldridge, Global Business Columnist at Bloomberg, told the
Committee that the BBC’s role was “to assert national unity in a world
that is atomised and fragmented ... what is best in our traditions and
ourselves.”?® Andrew Neil, a broadcaster and journalist, thought the BBC
played a key role in defining “who we are, where we come from and where
we hope we are going”.>® Dr Rob Watson, Director of Decentred Media,
and Jasmine Dotiwala, a broadcaster and producer, emphasised the BBC’s
role in bringing the nation together during the pandemic.’?> We heard some

22

23
24

25
26

27
28
29

30
31
32

Licence fee payers were asked to divide 100 points between the elements of the mission depending on
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perspectives questioning this logic—Dr Cento Veljanovski, Founder and
Managing Partner at Case Associates, was “not sure that it is the role of a
state broadcaster” to bring a nation together in these ways, for example®—
but the majority of our evidence emphasised the importance of this role.

Previous findings elsewhere support these views. A report by the Constitution
Committee concluded that the BBC, alongside the NHS and the monarchy,
provided some of the core foundations for a “shared heritage and history of
the country” which underpins the UK’s cultural union.?* Ofcom has judged
the BBC to be successful in bringing audiences together in large numbers
through drama, news and major live events.?

Future challenges in delivering on its mission

We heard that the way in which the BBC delivers on its mission needed to
adapt, and in some areas improve, to remain relevant. Three themes stood
out: serving audiences, personalisation and strategic purpose. First was
the need for the BBC better to meet the expectations of audiences who feel
misrepresented and underserved. We heard there was a difficult balance in
providing content for a range of audiences in an age of diverging values and
cultural disputes, and there was increasingly a risk of alienating audiences
through content choices.>®* David Goodhart, Head of Demography,
Immigration and Integration at Policy Exchange, offered a warning about
the importance of bridging rather than feeding such cultural divides:

“I look across the Atlantic at the United States and wonder whether
we could develop our own version of the red state/blue state distinction
that has evolved there and that seems to be tearing politics apart. Blue-
state Britain would be metropolitan—big-city London and the other
big cities. It would be value-diverse and very ethnically diverse ... well-
educated white professionals [would live there], and the ethos would be
much more liberal modernity and much less attachment to tradition,
even to national norms.

Red-state Britain, on the other hand, would be small-town, suburban,
rural, much more ethnically homogenous, with fewer graduates and
much less well educated.”’

He argued that a key part of the BBC’s function was to “act as a kind of bridge
between these two” and warned the BBC needed to avoid “doing the splits.
It cannot take sides in these great value divides”.?® Dr Adrian Wooldridge
similarly cautioned that the BBC should provide a common “reference point
that the whole country can look at”. This was particularly true for news:

“I say this having lived in the United States for 13 years. What Fox
television, and the reaction to it on the part of CNN and MSNBC, did
to the culture and democracy of the United States was tragic beyond
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belief. Having a world in which people cannot agree, not just on their
values but on what constitutes reality, is death to democracy.”*°

Second was a need to balance audience expectations of individual
personalisation against wider public value. We heard that online content was
becoming increasingly tailored to individual preferences, with algorithms
dictating what content people see on the basis of their previous interests and
online profile.** Some thought these trends might undermine the BBC’s
value in providing a common good and shared experiences, or insulate
people from having to confront alternative perspectives.*!

Others thought that increased personalisation could help the BBC use tailored
content to nudge consumers towards areas that provide a wider public good.*?
We noted however that doing so effectively would require better data and
audience insight than the BBC currently holds.*® These issues would need
to be thought through as part of the BBC’s work on developing its future
vision, which we call for in Chapter 3.

Third was the BBC’s overall strategic purpose. We heard concern that BBC
needed to define and demonstrate better its driving purpose to the public
in a future where people could be, and may wish to be, informed, educated
and entertained by other providers.** We noted the BBC’s commitment to
public service, value for all and Reithian content. In order to respond to the
challenges outlined above, a clear strategic vision of what it is seeking to
achieve and how will be essential.

Professor Stuart Allan, Professor of Journalism and Communication at
Cardiff University, stressed that the new media environment was leading to
“a very different conception of public service broadcasting; one that has to
make a case for its own relevance”.* Archie Norman, former chairman of
ITV, cautioned that “The last thing that any of us want to see is a BBC that
carries on trying to do the same thing, in a legacy way, increasingly short
of funds and therefore increasingly failing and disappointing people”. He
thought that something further than standard transformation pledges was
needed:

“Most organisations seeking to transform do not transform. It is normal
for chief executives to say, ‘We are transforming’, but most of the time
it does not happen ... Organisations transform when something very
disruptive happens: you fracture the old culture, everybody changes
seats, new people come in.”*°

The BBC told us that its mission to inform, educate and entertain remained
“as relevant today as when we started broadcasting 100 years ago”, and that
it was proud to play a key role in bringing the nation together.*” When asked
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about the BBC'’s relevance to individuals, Tim Davie, Director-General of
the BBC, acknowledged opportunities to make the BBC more relevant, for
example through improved localisation, but maintained it had to “balance
the stories we see as important editorially with personalisation”.*® He added
that the BBC was focused on producing distinctively British content, and
that delivering an excellent public service was the driving force behind the
BBC’s work.*® The then Minister of State for Media, Data, and Digital
Infrastructure, Julia Lopez MP, said the Government would “look at the
core purpose and future of the BBC in the Charter review” and was “keen to
hear what the BBC’s ideas are for the things that it should focus on.”>°

The BBC plays a key role in bringing the nation together—most
importantly at times of crisis, celebration and big national moments,
such as sporting events. This role as a national glue will only become
more important, and more complex, in the context of increasing
social, cultural and demographic change.

The BBC’s mission to ‘inform, educate, entertain’ has stood the test
of time. But the way in which it is delivered needs to change for it
to remain relevant in this rapidly changing market and society.
The BBC needs to be guided in how it should change by a clearly
articulated strategic purpose and vision, as we set out in Chapter 3.

A universal service

The concept of universality is commonly said to lie at the heart of public
service broadcasting. The BBC said a universal service meant “everybody
pays, sharing the costs, so that everybody gets great programmes and
services.””!

The issue of universality raises three questions when considering alternative
funding options. First, some alternative public funding models would not
guarantee equal access to all BBC services at the same price. A progressive
system would involve some paying more and others less. We heard that this
would need to be justified to the public but was not inherently problematic.>?

Second, subscription-based funding models would involve some people
paying extra for certain types of content.”® This raises the more complex
questions of what should be free and what should be paid for, why, who
decides and whether this model would still count as a “‘universal service’. We
explore this in more detail in Chapter 4.

Third, these different interpretations of universality raise more general
funding implications. An expansive interpretation suggests that the BBC
should provide a wide range of content and channels, requiring more
funding. A narrower version focused on ‘core’ public service programming
suggests the opposite.>*
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These tensions were evident in our inquiry. Some thought it was the BBC’s
role to provide a wide variety of universally accessible content.”®> We heard
about the Reithian value of drawing in audiences with entertaining universal
programming.’® Others thought the BBC provided too much universally
accessible material. Andrew Neil argued that “not everything has to be
universal”.”” Liam Halligan, an economist, said a more limited range of
“public service output should continue to be freely accessible in the UK”,
with more premium content on a subscription-based iPlayer service.>®

Greg Dyke, former Director-General of the BBC, thought that it was easy
to suggest that a universal service was becoming less important, but more
difficult to anticipate the real-world effects of removing access to services.”’
He cited a study, commissioned by the BBC, showing that the majority of
participants deprived of BBC content and services changed their minds and
decided to pay the full licence fee or more in order to regain access.®°

Tim Davie said universality was “a word you can debate and come at
from different angles” but he was clear it did not mean “‘do everything for
everybody’. We do not need everyone’s media time.”®" He said the concept
should be understood as “accessibility for all”. When asked about whether
this notion was being used to defend the status quo and existing licence fee
system, Tim Davie argued the BBC was focused on “ensuring that there is
open and clear access to our services” but it was “open-minded on how to
deliver that”.¢?

The concept of universality remains integral to the BBC but suffers
from a lack of clarity. It does not necessarily mean delivering
everything for everyone across every platform, or that everyone must
pay the same. We call on the BBC to provide a clear definition of its
understanding of universality in response to this report, detailing
how this, alongside its strategic purpose, will shape its future
decisions on its programming and allocation of resources.

Market failure or shaper?

Market failure is commonly said to play a role in the BBC’s purpose. The
concept is that the market does not generally provide public goods at socially
optimal levels. As former BBC chairman Gavyn Davies has said, the ‘inform,
educate, entertain’ mission must be delivered “in a way which the private
sector, left unregulated, would not do. Otherwise, why not leave matters
entirely to the private sector?”®
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Opinions vary on the extent to which market failure should inform the
BBC’s purpose and outputs. Ryan Bourne, an economist, suggested that the
private sector was increasingly able to provide services that had traditionally
been the preserve of public service broadcasters.®* Professor Patrick Barwise,
Emeritus Professor of Management and Marketing at LLondon Business
School, however, argued that commercially driven media environments
(notably the United States) tended to have more partisan news, less well-
informed citizens, and greater problems with divisive narratives and
conspiracy theories.®

The majority of our evidence suggested that the BBC delivers valued content
in areas typically underserved elsewhere—notably news, education, cultural
programming and minority languages.®® Some argued that the BBC should
focus more exclusively on areas for which the market caters poorly.®”” We
heard however that too heavy a focus on market failure would generate an
uninspiring “eat your greens broadcaster—risk averse, earnest and unable
to reach large sections of UK audiences”.®® Such an approach would risk
leading to falling viewing share and increasing irrelevance.®

Shaping markets and value to the creative industries

Professor Mariana Mazzucato, Professor in the Economics of Innovation and
Public Value at the Institute for Innovation and Public Purpose, University
College London, argued that that the BBC was better understood as a
“dynamic public sector organisation that shapes and creates new markets.”
She said a focus on market failure was too narrow to account for the BBC’s
role in leading innovation, setting new standards, de-risking investment in
new markets and providing high-quality consumer experiences.’”®

The BBC told us that changes to its funding model could have “profound”
consequences for the value provided to audiences and the UK’s creative
economy through its market-shaping activities.”! It is estimated that every
£1 of the BBC’s direct economic activity generates £2.63 in the wider
economy.” Over 50 per cent of the BBC’s teams are based outside LLondon
and a similar proportion of its network television production is in the nations
and regions.” Around half the BBC’s economic impact is outside LLondon,
compared with an industry average of 20 per cent.” In 2020, 41 per cent of
UK independent productions outside of London were commissioned by the
BBC, accounting for £885 million worth of productions.” The BBC is also
known for its work on sports, particularly youth sports and women’s football,
as well as its investments in orchestras, music commissions and live events.
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BBC Studios is the top international TV distributor outside Hollywood and
generated exports valued at £800 million in 2021-22.° The UK’s gross
value added (GVA) for the creative sectors has been ranked as the highest in

Europe (see chart below).

Figure 2: Creative industries’ GVA in Europe
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Alistair Law, Director of Policy at Sky, said that the BBC’s ability to invest
in market-shaping areas—such as training, apprenticeships and producing
original British programming—derived from its “unique funding position”
which enabled the corporation to take greater risks than commercial
operators.”” Adam Minns, Executive Director of the Association for
Commercial Broadcasters and On-Demand Services, said that the BBC’s
co-productions benefited commercial actors across the industry,”® and
that changes to the BBC’s scope or funding “might benefit one part of our
members’ businesses but it might harm another part.””

Others cautioned that market-shaping work which ‘crowded in’ investment
and activity had to be balanced against the risk of ‘crowding out’ other
actors and duplicating commercial services.®® The radio operator Global
argued that the BBC generally erred on the side of crowding in the market
through “additive and distinctive content” but sometimes “strays into areas
that purely duplicate the commercial sector”, for example in podcasts.?
Magnus Brooke, Director of Policy and Regulatory Affairs at I'TV, said the
BBC’s programming acquisitions were an “odd use of the licence fee” as the
corporation competed with other UK public service broadcasters in bidding
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for US content that would appear on UK terrestrial TV in any case.®? In
June 2022 Ofcom called on the BBC to improve its approach to assessing the
competition impacts of its services.®?

Archie Norman, former Chairman of I'TV, noted the challenges in seeking
to be a market-shaper in the context of constrained budgets and political
scrutiny:

“If you are to innovate, you have to be prepared to take risks. Part of the
problem is that failing is very dangerous for the BBC. If you make an
investment and it falls over, or produce programmes that do not work,
you attract a lot of criticism.%

This balance could affect the viability of different funding models. A BBC
focused on market failure suggests a narrower range of programming, a
smaller budget and reduced opportunities for private income as its activities
would be skewed away from commercial prospects. But it would still require
a substantial budget to sustain a core offering that engaged audiences. As Dr
Helen Weeds noted, in order to deliver public benefits “the programming
actually needs to be watched.”® A more expansive BBC focused on shaping
markets would require greater funding and risk appetite, but would need
to articulate with clarity how it was not duplicating offerings from the
commercial sector.

Tim Davie told us that the BBC was valued because it was “driven not by
market failure but by making the market ... If you want to see a market failure
option, there are options available in the US. I do not think the majority,
including when we speak to licence fee payers, want to see that happen.”8°
Sir Peter Bazalgette, Chairman of I'TV, told us that other broadcasters would
not wish to see this either, arguing that “A strong BBC is an organisation
that ... ITV, Channel 4 and Channel 5 can collaborate with creating more
value for everyone.”%’

The BBC plays an important role in providing services that are
underserved by the private sector. But this should not be its sole
focus: we do not support a market failure model for the BBC. The
corporation also plays a central role in supporting and shaping the
UK’s creative economy. This market-shaping work should feature
prominently in the future vision we are calling for.

When responding to the independent review the Government
must set out how the BBC’s future funding model and remit will
incentivise the corporation to striRe the right balance between
addressing market failure and shaping markets for the benefit of the
UK creative industries and wider economy. In response to this report
the Government should commit to commissioning and publishing
independent market timpact studies ahead of any decision on the
BBC'’s future funding model.
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Soft power and international value

We heard that the BBC’s future funding should safeguard the corporation’s
international benefits, including its contribution to the UK’s soft power.
The BBC told us it was the only public service broadcaster in any country
that reaches half a billion people across the world weekly and that its news
service was the most trusted across the globe.®® Many news consumers live in
countries with limited press freedom, and the recent covid-19 pandemic and
war in Ukraine underscored the importance of this work. Tim Davie told us
the BBC was a world leader in combating disinformation using digital tools
such as watermarked content to identify trusted news, for example.®

Others highlighted how the BBC contributed to soft power by showcasing
UK creativity and attracting overseas talent to the UK.?® This benefits the
UK’s creative economy and tourism sectors, and helps the pursuit of UK
foreign policy and trade objectives.”!

Julia Lopez MP acknowledged the importance of the BBC’s international
footprint and the value of soft power but admitted the department did not
hold assessments of how much value this provided to the UK or contributed
to UK policy objectives.”?

The BBC continues to provide an essential international service which
promotes UK democratic values and informs people across the world.
It delivers this through a range of means, including entertainment.
This is ever more important in an era of declining press freedom and
rising authoritarianism. When responding to its independent review
the Government should commit to safeguarding the work of the BBC
World Service, and if necessary enhancing it.

When responding to the results of its independent review the
Government should publish an assessment of the benefits that the
BBC'’s international output, including the World Service, provides to
UK soft power and wider objectives in foreign policy, international
trade and inward investment. This should set out how changes to the
BBC'’s funding might affect these benefits. The BBC should provide
the Government with scenarios and estimates to inform this worR.
The Government should provide an interim update on this work by
1 December 2022.
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CHAPTER 3: STRATEGIC CHALLENGES

In this chapter we set out the challenges facing the BBC over the next decade
and why a review of the licence fee system is both a necessity and a positive
opportunity for the BBC to catalyse change. Without change, the BBC will
be increasingly constrained in its ability to fulfil its purpose and deliver the
benefits we set out in Chapter 2. We focus on two main strategic issues.
First is the pace of developments across a rapidly evolving media landscape,
and the impact this has on audience behaviours. The second is the need to
deliver a valued service for all sectors of society in the context of social and
political change. We then examine the BBC’s response to these challenges.

Future media environment

Consumption of television and radio remains relatively strong in the UK:
over 17 million homes access digital terrestrial television via an aerial, 8.4
million households subscribe to satellite television and 3.9 million have a
cable TV subscription.?® But technologies and audience habits are changing
rapidly. Consumers are increasingly watching content on mobile phones,
tablets, smart TVs, games consoles and streaming sticks. Almost half of
UK adults now use online video services as their main way of accessing TV
and film.** The rollout of 5G networks and full-fibre broadband will further
enable streaming on internet-connected devices.

Linear TV looks set for long-term decline. According to Ofcom data, nearly
three-quarters of households use a broadcast video on demand service such
as BBC iPlayer or All 4, and a similar proportion use subscription video on
demand (SVOD) services.”® By contrast, linear TV’s overall viewing share
in the UK fell from 67 per cent in 2019 to 61 per cent in 2020, despite a
pandemic-driven increase in the number of viewing hours.’® These figures
are in line with wider trends across the world.*”

Traditional broadcasters like the BBC face increasing competition for
audience attention, particularly from large, well-funded international SVOD
providers. Slower rates of SVOD growth can be expected following a 2020
boom brought on by the covid-19 pandemic.’® But competition in the media
landscape is nevertheless likely to continue to rise,’® putting pressure on the
whole of the UK’s public broadcasting system.!’® Dr Jeremy Silver, Chief
Executive Officer of Digital Catapult, highlighted that these issues are
compounded by competition for attention from a variety of other areas,!"
notably the gaming market which is worth around £7 billion in the UK.!%2

Growing production costs are another challenge. The BBC told us
that it provides the UK’s “largest diet of British creativity across drama,
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entertainment, and factual TV. BBC Bitesize provides a critical service for
children”.!®® Serving audiences through attractive content is one of the core
justifications for continued public funding. But paying for it will become more
difficult. High inflation is straining budgets across the UK, but the BBC’s
production cost challenges pre-date this and are likely to outlast it.!** New
streaming platforms—often loss-leading, loss-making or debt-funded—are
investing heavily in content production, particularly drama. This has driven
up costs.!'® The BBC’s costs of non-continuing drama production have
reportedly increased by nearly two-thirds over five years.'°® Andrew Neil,
broadcaster and journalist, told us that while the BBC’s £5 billion annual
income was substantial, it was simultaneously restrictive given its aims and
rising costs in the media world:

“Not that long ago it was inconceivable that an hour of BBC drama would
cost more than £1 million per episode; it is now pretty inconceivable
that it would cost less than that. Netflix is spending $10 million per
hour ... Even £5 billion is nowhere near enough to run a full television
network with international ambitions these days.”!%’

In 2021, the BBC’s content expenditure was £2.5 billion!®® and ITV’s was
£1.2 billion.'* In 2019 Channel 4’s content expenditure was £660 million.!!°
By comparison, in 2021 Netflix spent $14 billion, and Disney $18.6 billion
(roughly equivalent to £10.4 billion and £13.8 billion respectively).!!!
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Figure 3: Estimated cumulative content expenditure by major SVOD
platforms
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Source: Supplementary written evidence from Enders Analysis (BFF0067)

*Includes Netflix, Amazon Prime Video, Hulu, Disney+, Apple TV+, Warner Media (HBO Max), Discovery+,
Paramount+ and Peacock

**BBC’s expenditure on TV content excluding BBC News and BBC Parliament

57. With the huge scale of SVOD budgets comes significant power to influence
what consumers want. Enders Analysis described Netflix’s impact on the
UK video market as “transformative”:

“In just a decade, the way people view programmes, their expectations
around quality and availability, and how they value TV content, has
irrevocably changed. Driven by Netflix ... this shift has placed pressure
onto legacy operators, overturning business models and accelerating a
transition of power from localised networks to international platforms.”!!2

58. Engagement with public service broadcasters’ content is therefore decreasing
in a range of areas.'’® Traditional broadcasters’ share of total UK video
consumption fell from around 97 per cent in 2010 to around 70 per cent in
2021, according to Enders Analysis. Forecasts suggests a further decline to
around 60 per cent by 2027.!"* The pronounced decline in linear broadcast
TV viewing has been only partially offset by increased viewing of BBC
iPlayer. Between 2020 and 2021, the average viewing time of BBC TV fell
by 6 minutes, whereas the average viewing time of iPlayer rose by 4 minutes.

112 Enders Analysis, ‘Netflix: A decade in the UK’ (31 January 2022), p 1: available at https:/www.
endersanalysis.com/reports/netflix-decade-uk

113 Written evidence from the European Broadcasting Union (BEF0060)

114 Written evidence from Enders Analysis (BEF0047)
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This was despite a pandemic-induced boost to linear TV viewing—Ofcom
noted that in previous years linear decline was more severe, and it expects this
trend to continue. Though time spent using the broadcaster is decreasing, the
BBC still reaches large audiences, with 87 per cent of UK adults consuming
some form of BBC content each week.!"”

Figure 4: Breakdown of total UK video viewing age 4+
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Source: Written evidence from Enders Analysis (BFF0047)

Figure 5: Online video service used in UK households to watch
programmes or films
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Source: Ofcom, Media nations UK (August 2021), p 16: hitps://www.ofcom.org.uk/ _data/assets/pdf
file/0023/222890/media-nations-report-2021.pdf [accessed 8 Fune 2022]
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https://committees.parliament.uk/writtenevidence/107064/html/
https://www.ofcom.org.uk/__data/assets/pdf_file/0023/222890/media-nations-report-2021.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0023/222890/media-nations-report-2021.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1000946/BBC_Annual_Report_and_Accounts_2020-21.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1000946/BBC_Annual_Report_and_Accounts_2020-21.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1000946/BBC_Annual_Report_and_Accounts_2020-21.pdf

LICENCE TO CHANGE: BBC FUTURE FUNDING 23

59. In terms of the means to access content, there is a widening gap between
older viewers, who are likely to account for the majority of future broadcast
consumption, and younger viewers preferring SVOD and other online
services accessed through a range of devices.

Figure 6: Breakdown of total UK video viewing, by age group
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60. Radio provides a partial exception to such trends, where the BBC remains
pre-eminent.''®* BBC Radio 1, 2 and 4 account for over a third of all radio
listening. An estimated 62 per cent of all adults are exposed to BBC radio
each week.!” While audiences tend to be older, there remains a broad spread
of engagement across age groups.!’® As in other areas, the future of radio
is gradually moving towards digital consumption. Smart speakers already
account for six per cent of all audio consumption. Online podcasts are
becoming increasingly popular, particularly among younger viewers. A 2021
Government report projected that live radio (both analogue and digital) will
still account for over 50 per cent of UK audio listening in the mid-2030s.'"°

116 HM Government, Digital Radio and Audio Review (October 2021), p 7: https://assets.publishing.
service.gov.uk/government/uploads/system/uploads/attachment data/file/1027208/Digital Radio
and_Audio_Review FINAIL_REPORT double_view.pdf [accessed 8 June 2022]

117 Enders Analysis, ‘Radio: protecting the core public value’ (November 2021), p 9: available at https:/
www.endersanalysis.com/reports/radio-protecting-core-public-value [accessed 8 June 2022]

118 HM Government, Digital Radio and Audio Review, p 7

119 Ibid.,p 9
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Figure 7: Adults (15+) share of audio consumption
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Source: HM Government, Digital Radio and Audio Review (October 2021), p 27

61. We heard that the industry-wide shift towards online consumption was part of
an ongoing trend that the BBC was working to embrace.'?° But it will become
more difficult for broadcasters to be noticed in a crowded online marketplace.
Audience engagement is likely to be influenced heavily by how easy it is to find
and use public service broadcasters’ content on future digital platforms, and
how attractive the offer appears.!?! Characteristics that draw viewers to online
platforms—such as new content, large libraries and free or low-cost access—
are likely to become more important, but often favour large international firms
that enjoy economies of scale, technological advantages and deep pockets.!??

62. Responding to this suite of challenges will be difficult in the context of
long-term financial constraints. In February 2017 the BBC introduced
a £800 million savings programme up to 2022 following the 2015 licence
fee settlement. By 2019-20, the BBC had increased its savings target to
£1 billion. Following the 2022 licence fee settlement the BBC said it faced
a £285 million annual funding gap up to 2027-28 and announced £500
million of additional savings and reinvestment.!??> The BBC’s licence fee
income was reportedly 30 per cent lower in real terms in 2020 than in 2010.!%*
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124 Enders Analysis, ‘BBC licence fee settlement: A diminished TV ecology’ (10 September 2021):

available at  https://www.endersanalysis.com/reports/bbc-licence-fee-settlement-diminished-tv-
ecology [accessed 8 June 2022]
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Mark Oliver, Chairman and Co-founder of the media strategy consultancy
Oliver & Ohlbaum Associates, observed that restricted licence fee levels were
not a short term issue: “the political will to allow for an increase in the licence
fee is not there, it has not been there [for decades] and it might not be there
for another 15 years”.'?®

On its current trajectory the BBC will likely find it increasingly challenging,
though not impossible, to deliver productivity savings without affecting
audience satisfaction. The National Audit Office found that the BBC’s early
savings targeted productivity and overheads,'? whereas later savings were
likely to target audience-facing areas. It warned that the BBC “must now
balance the need to proceed at pace in delivering savings and reform with
taking care that its decisions about how to achieve this do not further erode
its position with audiences.”!?” Gareth Davies, Comptroller and Auditor
General at the National Audit Office, thought however that it was “very
unlikely that an organisation the size of the BBC has run out of opportunities
to make productivity gains” and that identifying further savings that would
not affect programming would be an ongoing task.!?®

Figure 8: Annual delivery of savings by category
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Source: National Audit Office, ‘BBC savings and reform’ (17 December 2021), p 19: hitps://www.nao.org.uk/
report/bbc-savings-and-reform/ [accessed 8 Fune 2022]

65.

Challenges to audience engagement matter for the BBC.'?° As we set out in
Chapter 2, the broadcaster’s central mission is to deliver a valued service for
the whole of the UK. Declining relevance to audiences affects the legitimacy

125 Q 53 (Mark Oliver)

126 National Audit Office, BBC savings and reform (17 December 2021), p 20: https://www.nao.org.uk/wp-
content/uploads/2021/12/BBC-savings-and-reforms.pdf [accessed 8 June 2022]

127 Ibid.,p 12

128 Q 111 and Q112

129 Audience engagement is understood here as the number of viewers watching, reading or listening to
BBC content, the amount of time spent, and their relative level of interest.
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of, and support for, future public funding. And fewer viewers mean lower
licence fee income. Between 2017-18 and 2019-20 the number of non-
over-75 households buying TV licences fell by 450,000.'*° Archie Norman,
former Chairman of I'TV, worried that the BBC did not feel a sufficient
degree of urgency to act when “time is passing, and the world is moving on
dramatically”.!*!

Serving the whole of the UK

The other main challenge we found was representation of all UK audiences.
We heard that the legitimacy of the BBC’s public funding is underpinned by
its ability to deliver valued content that reflects and represents the spread of
UK society.!?? Our evidence suggested that this task is becoming both more
important and more complex in the face of societal change and political
realignments. The BBC must improve on two core interrelated areas.

The first is due impartiality. Ofcom’s 2020—-21 annual report on the BBC
found that achieving due impartiality remained a “complex challenge”.!*
Their data show that audiences scored BBC TV news highly for accuracy (71
per cent) and trust (68 per cent), but consistently rated it less favourably for
impartiality, with just 55 per cent giving it a high score. The BBC website,
app and BBC radio all perform better, with 65 per cent of BBC website
and app users and 61 per cent of radio listeners rating these services highly
for impartiality.!>* Research published by Ofcom in June 2022 found that
audience perceptions of the BBC’s impartiality were not only influenced
by the content itself but that other factors—such as relationships with news
brands, personal views, cultural climate and the effect of other stories in
the media landscape—played a “pivotal role in shaping perceptions of due
impartiality”.!>®> Ofcom also note that “BBC TV has a much greater number
of regular news viewers than other TV channels, and therefore more people
who consider it impartial”.!?¢

Several witnesses said that the BBC did not fairly reflect the spread of
legitimate perspectives in the UK."”” Dr Adrian Wooldridge said that the
BBC had a “tendency to think about the classical political divisions of left and
right” which did not necessarily capture the complexity of issues which it must
take account.'?® He argued there were specific areas that merited particular
improvement, such as BBC News’s business coverage, which he told us was
“local, parochial and treats business as a boring embarrassment.”'** David
Goodhart, Head of Demography, Immigration and Integration at Policy
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Ofcom, Annual Report on the BBC 202021, p 28
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Exchange, argued that the BBC needed to address criticism of insufficiently
representative coverage “so that more of the country feel that their voices
are there, as well as the completely legitimate liberal metropolitan one.”!4°
Mercy Muroki, a researcher and journalist, said there was a “perception that
the BBC looks down on some of the opinions ... whether that is in relation
to politics, Brexit, concerns around immigration”, and believed the BBC

needed to represent better audiences to ensure they felt it was worth paying
for.!4!

We received mixed evidence on the prospects for improvement. David
Goodhart believed the BBC had become more aware of these criticisms
since the 2016 EU referendum.!*> Andrew Neil thought the issue was more
intractable, saying the BBC “reflects the biases of the metropolitan world,
which are different from the biases of the red wall—or in some areas even
the blue wall ... you will reflect these biases from the people you recruit.”!*?
We also noted the complexity around discussions on impartiality. As
Professor Richard Sambrook told us in a previous evidence session on BBC
impartiality, “Impartiality is often subjective. What you think is impartial
may not be what I think is impartial. Even the Ofcom code has a degree of
subjectivity in it”. 144

Second, and relatedly, was the need to appeal to an increasingly diverse UK
society. Jasmine Dotiwala, a broadcaster and producer, told us that “we have
an increasingly diverse population and a healthy mix of worldviews”, and
emphasised the need to “reflect honestly the wider society that we live in.”!#
Polly Mackenzie, then Chief Executive Officer of Demos, similarly noted the
need to cater for “increasing diversity of cultural taste, religious background
and media consumption.”!#¢

Data from Ofcom suggest that audiences with disabilities, those in Scotland
and those from lower socio-economic backgrounds typically express lower
satisfaction with the BBC.'*" Previous studies have shown that the BBC
could improve on its ethnic and socio-economic diversity.!*® Ofcom data
show that audiences rate the BBC poorly for representation and portrayal
compared with its other purposes.'*®

These themes were echoed by witnesses. Deborah Williams, Executive
Director of the Creative Diversity Network, told us that as someone “young,
black and disabled, I do not think that is a part of how the BBC sees its core
demographic.” She also argued that more nuanced and relevant coverage
was needed to avoid alienating underrepresented communities by portraying
them as a “homogenous group”.’>° We heard the BBC needed to better cater
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BBC, On screen diversity monitoring (2018): https://www.ofcom.org.uk/ _data/assets/pdf file/
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for different needs, perspectives and interests, give a stronger voice to local
and regional issues'! and reflect underrepresented communities sensitively.!>?

Figure 9: Audience satisfaction distribution
Positive overall rating of the BBC

AB 35-44
socio-economic year olds Women Wales England

b b

Less-satisfied audiences

Percentage who gave the BBC Percentage who gave the BBC
a positive rating a negative rating

on reflecting the lives of people like them on reflecting the lives of people like them

/ / e /”

| c 28% [ 28%

\ \ \ ]

DE 65+
socio-economic year olds Scotland Northern Ireland

Source: Ofcom, Annual report on the BBC 202021, p 54

73. As media and technology choices expand it will become increasingly
important to reach all audiences, particularly underserved groups, across a
variety of platforms, content formats and languages when catering for their
varied preferences and expectations.'”® This requires the data to understand
consumer interests and needs, the investment and technologies to engage
them in the most appropriate ways, and the strategies to determine which
areas to prioritise.”® We noted the difficulties in achieving this given
the significant reduction in the BBC’s budget in real terms over the past
decade.!® We also heard that the BBC risked falling behind other providers
in this area. Paul Lee, Global Head of Research for Technology, Media, and
Telecommunications at Deloitte, noted that SVODs generally outperformed
the BBC in tailoring content to non-white audiences, for example.!>®

Responses from the BBC and Government

74. 'The BBC faces tough choices in responding to these challenges. It must
deliver a strategy and vision that answers the BBC’s commercial challenges

151 Q 33 (Dr Rob Watson), written evidence from MG Alba (BEFF0049), Teledwyr Annibynnol Cymru
(BEFF0043) and Q 33 (Deborah Williams)

152 Q 33 (Dr Rob Watson) and Q 37 (Mercy Muroki)

153 Written evidence from the UK Coalition for Cultural Diversity (BEF0037)

154 Q 118

155 Written evidence from Cardiff University and PEC (BEF0053)

156 Q 15 (Paul Lee)
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while addressing its cultural and public service obligations.’”” The dilemmas
include:

. appealing to younger tech-savvy audiences while supporting those who
will rely on linear services for at least the next decade;

. competing for audience attention against international rivals that are
vastly better funded;

° have strategic advantages in procuring new content, on-screen talent,
data and technical know-how; and are unencumbered by public service
obligations and expenditure rules;

. balancing its finances to deliver savings and plan for an uncertain
future while investing more in innovation and development;

. broadening its appeal to diverse audiences, representing more of the
UK; and

o balancing its international and domestic roles, where it must respond
to pressures in the global marketplace without creating distortions
through an overbearing presence in the UK market.

The then Minister of State for Media, Data, and Digital Infrastructure
Julia Lopez MP emphasised the need for speed and said the Government
was launching an independent review to examine which funding approach
would best enable the BBC to thrive in a fast-changing landscape. She said
the Government had “not run any numbers” on alternative models and
would be led by the results of its independent review, which is expected to
last around 12 months.!*®

Tim Davie told us “the scale of change in the market is extreme” and
emphasised the challenge in retaining linear services while increasingly
catering to digital consumption habits. He warned of “jeopardy if we do
not make that transition”,’ but said the BBC continued to innovate and
explore new formats'®—for example using iPlayer, Sounds and social media
channels such as Instagram!® and TikTok.!*> He thought the BBC could
“self-flagellate a bit too much”, noting that youth engagement remained at
reasonable levels and older audiences stayed loyal.!

In May 2022 the BBC published a plan to deliver a “digital-first BBC”
involving £500 million of annual savings and reinvestment, 1,000 job
reductions and £50 million of annual investment in product development.!64
This built on its earlier Annual Plan 2022-23, which focused on strengthening
impartiality, creating distinctive content, transforming the BBC’s digital offer,
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The BBC’s ability to make cuts is restricted by the number of quotas, obligations and targets to which
it is subject. Under the terms of the Royal Charter and Agreement, the BBC is required to comply with
regulatory quotas in Ofcom’s Operating Licence.
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BBC, ‘BBC Instagram’: https://www.instagram.com/bbc/?hl=en [accessed 8 June 2022]

BBC, ‘BBC TikTok’: https://www.tiktok.com/@bbc?lang=en [accessed 8 June 2022]
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BBC, ‘Plan to deliver a digital first BBC’ (26 May 2022): https://www.bbc.co.uk/mediacentre/2022/
plan-to-deliver-a-digital-first-bbc/ [accessed 8 June 2022]
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accelerating commercial and global growth and delivering organisational
reforms. !

We heard that the BBC needed support from a more effective and nimble
regulatory framework. There are 148 different regulatory quotas and targets
across TV, radio and online services with which public service broadcasters
must comply.®® Clare Sumner CBE, Director of Policy at the BBC, said
it took over a year to change the rules to extend the timeframe for which
iPlayer content remains available, whereas “Netflix, Amazon and others are
changing almost by the second.”!%” We noted initial progress in this regard.
The Government confirmed that regulatory reform would be considered
in both the Mid-Term Charter Review and the forthcoming Media Bill.!®
In June 2022 Ofcom published proposals to update the BBC’s Operating
Licence to incorporate better the BBC’s online services and give the BBC
greater flexibility in how it meets audience needs.!®

The BBC addressed some of its representation challenges in its response to
the Serota Review into editorial standards,!”° its accompanying action plan'”
and also the BBC Across the UK strategy.'”> When asked how it would better
represent all sectors of society given ongoing criticism, Richard Sharp,
Chairman of the BBC, contended that the corporation had changed
“dramatically” in recent years but acknowledged that socio-economic

diversity and minority languages warranted further improvement.!”

On whether the licence fee was the best option for helping the BBC address
its challenges, Mr Sharp said the BBC Board was starting to consider “what
the strategy of the BBC should be in delivering its public purposes as a public
service broadcaster. What are the potential funding options? What are the
implications of those options?”!7

We explored what would be needed to turn these reflections into action.
Archie Norman, former Chairman of I'TV, told us that “Nobody has a divine
right to exist, just because they are publicly funded”. He argued that the
BBC leadership needed encouragement and space to:

“speak truth to the organisation and to say, ‘If we don’t change, we aren’t
going to exist in our current form’, [because] it releases the energy in the
whole organisation. You are saying what everybody already knows. But
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BBC, ‘BBC plan outlines push for fair, accurate and unbiased content’ (9 October 2021): https:/www.
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at the moment the Director-General cannot say that, because he would
be seen to be criticising his own organisation and his own funding, and
putting in peril the future funding and support for the BBC. It will
not happen without a combination of strong political and governmental
support, together with a leadership in the BBC with an appetite to take
it on.”!”

We explored whether the BBC could be more open and dynamic in
addressing its problems, and whether changes to the funding model would
help address its challenges. Mr Sharp noted the “desire for pace in change”
but cautioned that a considered approach was needed to understand the
possibility of unintended—and potentially irreversible—consequences of
new funding models that could jeopardise the BBC’s existing position as the
“world’s leading public service broadcaster”.!'” Mr Davie acknowledged that
there were “typical behaviours of successful legacy operations that are 100
years old that continue to do pretty well” but insisted “the idea that the BBC
is just digging its heels in is wrong.”'”” In a subsequent speech he said “we all
see a changing media landscape, and a need to listen, to evolve, and fast.”!”®

The BBC faces major challenges. The decade ahead will be
characterised by rising competition and costs, and constrained
funding. It will need to adapt to a digital future while serving those
who will continue to rely on linear services for at least the next
decade. It must deliver programming and news that matter, and
balance the growing expectation for personalised content against its
enduring unifying mission. It must compete with vastly better funded
international streaming giants and respond to growing questions
about its value in the face of expanding consumer choice and failure
properly to represent all sectors of the UK. And it will need to explain
more clearly to audiences the relationship between what it is for and
how it should be funded. Achieving this will require a more clearly
articulated strategic vision that goes beyond its existing published
strategies.

The BBC should publish a comprehensive long-term vision that sets
out its role, and how it will deliver value and distinctiveness in a
rapidly changing world. This vision must include costed options for
Suture funding mechanisms, and how these would affect the BBC’s
ability to deliver on its mission in the next decade and beyond. This
vision must be driven by a positive approach from the leadership. It
will require fresh thinking and a more open-minded approach than
has been shown in the past. It should include what the BBC will stop
doing, what it needs to do differently and what it will start doing.
This would provide clarity to the commercial sector, and greater
structure and transparency to help Ofcom, Parliament and the
public hold the BBC to account. The BBC should submit this work to
the Government’s independent review.

The BBC cannot provide content that pleases everyone all the time.
Yet we continue to hear that the BBC is not representing widely held
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perspectives in the UK, which often do not divide neatly along party
political lines. The legitimacy of a future funding model risks being
undermined by dissatisfied audiences and declining viewing share.
We note the BBC’s diversity initiatives and encourage it to continue
to improve its on- and off-screen representation. The BBC should
also embrace this opportunity to show more overtly that it respects,
understands and reflects all sectors of UK society.

The BBC will need to operate in a more flexible and nimble regulatory
framework in future. It currently takes too long for sensible changes
to be introduced. We welcome Ofcom’s recent proposals to update
the BBC’s Operating Licence better to incorporate the BBC’s
online services and give the BBC greater flexibility in how it meets
audience needs. In response to this report, Ofcom should set out
how it intends to provide a swifter approach to regulatory changes.
The Government should likewise outline its plans for introducing
regulatory updates.
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CHAPTER 4: FUNDING MODELS

87. In this chapter we set out the principles that a future funding model would
need to fulfil. We then explore 12 options for funding the BBC, ranging
from the existing licence fee to full commercialisation. We summarise how
each funding mechanism would work, outline their merits and drawbacks,
and set out the rationale for discounting some options and recommending
others for further consideration.

Principles for a funding model

88. A number of European public service broadcasters have changed from licence
fee funding models to alternatives in recent years.!”” Of the 56 markets that
make up the European Broadcasting Union area, 20 rely mainly on a licence
fee.'® Plans to abolish France’s T'V licence are set to be introduced later this
year. '8!

Table 1: Selection of European countries that have abolished
their TV licence fees in the past decade

Selected New funding | Length of Impact
countries model transition period
Germany Universal 20102013 Various legal challenges
household levy to the levy resolved in
2018.
Finland Hypothecated 2011-2013 Stable funding,
income tax preserving

independence and
transparency. Following
significant debate,
achieved a general
social acceptance and
perception of fairness.

Switzerland | Universal 2015-2018 Significant debate,
household levy leading to a referendum
on public service
broadcasting.
Norway State budget 2015-2020 No direct reduction

in funding or
significant disruption
of public service media
production.

179 We note that direct comparisons between countries may be imperfect due to demographic, economic
and cultural differences

180 European Broadcasting Union, Funding of public service media (March 2022), p 11: https://www.ebu.ch/
files/live/sites/ebu/files/Publications/MIS/login_only/funding/EBU-MIS-Funding_of PSM_2021
Public.pdf [accessed 8 July 2022]

181 The Connexion, ‘France prepares to end TV licence fee for millions of homes’ (14 May 2021):
https://www.connexionfrance.com/article/French-news/France-prepares-to-end-T V-licence-fee-for-
millions-of-homes [accessed 6 July 2022]
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Selected New funding | Length of Impact

countries model transition period

Sweden Hypothecated 2018-2019 Addressed increasing

income tax issue of non-payment
of the licence fee,
achieved general social
acceptance.

Denmark State budget 2018-2022 Has been subject to
some criticism that the
move risks reducing
the broadcaster’s
independence from
government.

Source: NRK, ‘Ny finansiering av NRK-sporsmal og svar’-NRK—Om NRK (September 2019): https://www.
nrk.no/informasjon/nyv-finansiering-av-nrk-_-sporsmal-og-svar-1.14681657 [accessed 29 Fune 2022], Library

of Congress, ‘Finland: Tax on Public Broadcasting’ (September 2012): hitps://www.loc.gov/item/global-legal-
monitor/2012—09-07/finland-tax-on-public-broadcasting/ [accessed 29 Fune 2022], Government Offices of

Sweden, ‘New financing of public service adopted’ (November 2019): https://www.government.se/articles/2018/11/
new-financing-of-public-service-adopted/ [accessed 29 Fune 2022], rundfunkbeitrag.de, ‘Der Rundfunkbeitrag’:

https:/fwww.rundfunkbeitrag. de/welcome/englisch/index_ger.html [accessed 29 Fune 2022], Informa, ‘Sweden

replaces radio and TV licence fee’ (Fanuary 2019): hitps://omdia.tech.informa.com/OMO004110/Sweden-replaces-
radio-and-TV-licence-fee [accessed 6 Fuly 2022] and Public Media Alliance, ‘Drastic changes ahead for Danish

public broadcaster’ (September 2018): https://www.publicmediaalliance.org/drastic-change-ahead-for-danish-
public-broadcaster/ [accessed 6 Fuly 2018]

89.

90.

Following these recent changes, the European Broadcasting Union promoted
a set of non-binding principles to assess future models:

. stable and adequate to provide predictable funding that enables
long-term planning and full coverage of the public service broadcasting
remit in the digital age;

° independent from political and commercial interests;
° fair and justifiable to the public and the market; and

. transparent and accountable to ensure an open and clear funding
mechanism thatholds public service media accountable to its audience. 82

Much of our evidence raised related considerations. Several witnesses
emphasised that a funding model should empower the BBC to deliver on its
purpose. Tim Davie emphasised independence and delivering a fair deal for
the public.!®? Other factors to consider included evasion rates, the efficiency
of collection methods, sustainability in the context of technological change,
public expectation,'®* distributional impacts on different consumer groups,
economic rationale and the proportional gain derived from any change.!®
From these we derived six core principles against which future funding
options should be judged:

o Independent: the funding model must safeguard the BBC’s editorial
independence.

182 Written evidence from European Broadcasting Union (BEF0060)
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185 Frontier Economics, Review of over 75s funding (November 2018): https://www.frontier-economics.

com/media/2896/bbc-licence-fee-report-nov-18.pdf [accessed 9 June 2022]



https://www.nrk.no/informasjon/ny-finansiering-av-nrk-_-sporsmal-og-svar-1.14681657
https://www.nrk.no/informasjon/ny-finansiering-av-nrk-_-sporsmal-og-svar-1.14681657
https://www.loc.gov/item/global-legal-monitor/2012-09-07/finland-tax-on-public-broadcasting/
https://www.loc.gov/item/global-legal-monitor/2012-09-07/finland-tax-on-public-broadcasting/
https://www.government.se/articles/2018/11/new-financing-of-public-service-adopted/
https://www.government.se/articles/2018/11/new-financing-of-public-service-adopted/
https://www.rundfunkbeitrag.de/welcome/englisch/index_ger.html
https://omdia.tech.informa.com/OM004110/Sweden-replaces-radio-and-TV-licence-fee
https://omdia.tech.informa.com/OM004110/Sweden-replaces-radio-and-TV-licence-fee
https://www.publicmediaalliance.org/drastic-change-ahead-for-danish-public-broadcaster/
https://www.publicmediaalliance.org/drastic-change-ahead-for-danish-public-broadcaster/
https://committees.parliament.uk/writtenevidence/107327/html/
https://committees.parliament.uk/oralevidence/10300/html/
https://committees.parliament.uk/writtenevidence/107327/html/
https://www.frontier-economics.com/media/2896/bbc-licence-fee-report-nov-18.pdf
https://www.frontier-economics.com/media/2896/bbc-licence-fee-report-nov-18.pdf

91.

92.

93.

94.

95.

LICENCE TO CHANGE: BBC FUTURE FUNDING 35

o Transparent: the funding model and means of fee collection must be
transparent and trusted by the public.

. Legitimate: the funding model, and the way in which decisions on it
are taken, must be viewed as legitimate by all parts of the population
the BBC exists to serve.

. Sufficient and sustainable: the funding model should provide
sufficient income to enable to BBC to plan and deliver its core mission
with certainty, and provide the flexibility to adapt to future challenges
and uncertainties.

. Fair: the funding model should be fair. If the funding system enables a
variable fee, concessions should be made for those least able to afford it.

. Proportionate: any changes to the funding model should be
proportionate to the returns gained in terms of public and financial
value.

When responding to the results of its independent review, the
Government should publish its assessment of how alternative
funding options relate to the principles of independence,
transparency, legitimacy, sufficiency and sustainability, fairness,
and proportionality.

Existing licence fee

The existing licence fee is described in Box 1 in Chapter 1. We heard of
three key benefits to the current system.

First, the licence fee provides sustainable funding which enables long-term
business planning. Witnesses said the BBC’s ability to focus on market-
shaping activities and invest in UK content was underpinned by the
guaranteed nature of licence fee income which does not oscillate based on
viewership, advertising or economic fluctuations.!8°

Second was value for money. Claire Enders, founder of Enders Analysis, told
us it was “incredible” that the licence fee provided a range of TV, radio and
online services for the price of “five cappuccinos ... in a cheap location—and
four at Starbucks—a month.”!®” Professor Catherine Johnson, Professor in
Media and Communication at the University of Huddersfield, highlighted
that the cost of the licence fee plus an average cable/satellite subscription for
UK households was still only around half what US citizens spend on cable/
satellite T'V alone.!®® Beyond broadcast services, the BBC also provides value
to audiences through its role in live music, festivals and providing support
for new bands.!®

Third was a sense of shared national ownership. As Professor Robert Picard,
Fellow of the Information Society Project at Yale University LLaw School
told us, customers view commercial subscriptions as lifestyle choice “take
it or leave it” services, whereas licence fees promote a “form of ownership”

186 Q 97 (Alistair Law)

187 Q175
188 Written evidence from Prof Catherine Johnson (BEF0028)
189 BBC, Group Annual Report and Accounts (July 2021), p 64: https://assets.publishing.service.gov.uk/
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which makes audiences feel “This is mine. I have a part of this.”*° Professor
Steve Barnett suggested there is “something appealing” about the flat rate
of the licence fee, with “every household contributing the same amount to
an institution which is an integral part of British cultural and political life.”!*!

Others believed that the licence fee is poorly aligned with expectations of
consumer choice. Professor Stuart Allan noted that “You can point out as
many times as you wish that the BBC licence fee is a fraction of the price
of a cup of coffee per day ... Many [young people] will still say that is a
choice, they do not have a choice where the licence fee is concerned and it
is expensive.”!”> Growing choice in the market increases the pressure on the
BBC to meet high standards of impartiality and representation; the more
that audiences have alternative choices for their media consumption, the less
enthusiastic they may be about paying for something that does not reflect
them or their needs. The licence fee’s link to television ownership is also
increasingly anachronistic for many people who consume media on phones,
tablets and computers.!*® Falling numbers of licence fee payers pose a further
risk to its long-term sustainability.!**

Fairness was a further concern. Many witnesses described the licence fee as
“regressive” as it does not take account of individual households’ capacity
to pay.’”> Andrew Neil told us it was “a poll tax, in effect, because we all
pay the same regardless of circumstance.”!® This is particularly problematic
given the BBC’s financial challenges and a future of rising production costs:
regularly raising the BBC’s funding levels would hit the poorest hardest.

Insufficient independence from the Government was also an issue. The
Government ultimately sets the level of the licence fee, after negotiation with
the BBC. Dr Tom Mills, Senior Lecturer in Sociology at Aston University
and Chair of the Media Reform Coalition, said this meant the BBC did
not have “authentic” independence from Government.!*” We heard calls for
this system to be reformed: the Voice of the Listener and Viewer, Professor
Catherine Johnson, Professor Steven Barnett and Professor Jeanette
Steemers all said that any level of public funding should be based on the
recommendations of an independent body, with no final decision made
without parliamentary debate.!”® Our Committee’s report on public service
broadcasting recommended that the Government establish an independent
body to oversee the process for setting the licence fee.!*?

Reforming the licence fee

We heard about options for making the licence fee more progressive without
fundamentally changing the model. Richard Broughton, Research Director
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at Ampere Analysis, said it could be possible to link the licence fee to other
sets of data, for example by charging higher fees for higher-rate taxpayers.
He highlighted possible administrative burdens involved in determining
eligibility, which might change frequently, and the consequent possibility of
people mistakenly “getting hit with a giant bill when they can least afford it,
or vice versa.”?%°

100. Alternatively, further exemptions could be provided for those on low incomes.
Over 75s receiving, or living with a partner who receives, pension credit are
already exempt.2°! Around 1.5 million households could get a free TV licence
under this scheme, which is estimated to cost the BBC around £250 million
a year, depending on take-up.?°> This initiative indicates that there is scope
for the existing licence fee to be reformed to make it more progressive for
others too. A discount could presumably be extended to other low income
groups across all ages, for example those receiving Universal Credit.

101. Any new discounts would need further funding to make up the shortfall or
they would result in lower income for the BBC. This may risk full fee-payers
feeling they were unfairly subsidising others. The BBC’s remit would also
need to be framed such that programming did not become skewed to higher-
paying households. These issues apply to other progressive alternatives
explored later in this chapter.

102. The licence fee is one option for funding the BBC. But it is not the only
option. Our evidence was clear that many of the apparent advantages
of the licence fee are under threat, and it has several drawbacks.
Making the licence fee more progressive would be an improvement, as
fees could be raised without disproportionately targeting those least
able to afford them. But this should not preclude a comprehensive
assessment of alternative funding options.

Alternative commercial funding

Advertising

103. Under an advertising model, the licence fee would be replaced with revenue
from commercial advertising. Adverts would likely be shown on its linear
broadcast and radio channels and digital services including BBC iPlayer.
Under the current terms of the Charter, the BBC does not show adverts
on its main UK-facing channels (though since 2007 it has shown some
advertising on its international platforms). The UK’ other major public
service broadcasters (ITV, Channel 4 and Channel 5) carry advertising
on both their linear and on-demand services.?*> The UK’s TV advertising
market is worth approximately £4.3 billion to £4.4 billion per year, and the
radio advertising market approximately £700 million.?%*

200 Q45

201 HM Government, ‘Get a free or discounted TV licence’: https://www.gov.uk/free-discount-tv-licence
[accessed 9 June 2022]

202 House of Commons Library, TV licences for the over-75s (3 May 2022), p 4: https://researchbriefings.
files.parliament.uk/documents/SN04955/SN04955.pdf

203 ITV and Channel 4 have premium versions of their on-demand streaming services, whereby viewers
pay a subscription fee to view programming with no or reduced advertising.

204 Q 46 (Richard Broughton), see also campaignlive.co.uk, Radio adspend recovers to pre-pandemic levels

(4 January 2022): https://www.campaignlive.co.uk/article/radio-adspend-recovers-pre-pandemic-lev
els/1736565 [accessed 15 June 2022]
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This model has two main advantages. First, BBC content would remain
free-to-air without compromising universal access. Second, the requirement
for public funding would cease, along with concerns about the licence
fee’s fairness, value for money and independence from Government. The
Government would have no role in setting the level of BBC funding, as it
would be derived entirely from commercial sources.

However, we found three significant drawbacks to this model.

First, it fails to fulfil the principle of sufficiency: Richard Broughton told us
that advertising would likely generate income of around £2.5 billion a year,
creating a shortfall of around £1.2 billion compared with income from the
current licence fee.?”> Dr Helen Weeds highlighted that if the BBC were to
enter the advertising market it may lower costs for advertisers, increasing
demand and thus growing the market.?°® However, in order completely to
replace current licence fee income with TV advertising revenue, the market
would need to be almost twice its current size, which Richard Broughton told
us “is not going to happen” as the BBC’s viewing share is insufficient. Even
if that were possible, increasing the level of advertising on this scale would
cause significant price reductions in the market and still lead to reduced
advertising income overall.?%”

This would likely necessitate significant cuts to BBC programming, which
could mean refocusing more exclusively on core public service outputs. As
Mark Oliver, Chairman and Co-founder of Oliver & Ohlbaum Associates,
noted, public service content is typically least attractive to advertisers.?%8
Though broadcasting popular sport and national events may prove popular
with advertisers, Enders Analysis told us that “commercially efficient
content would be favoured over that which is less economically viable” such
as children’s, news, arts, and minority language and regional programming.?%
RadioCentre argued that an advertising model “would undermine the public
service broadcasting ecology in the UK and the range and quality of output
for audiences.”?!°

Second, advertising does not meet the principle of proportionality due to the
likely adverse effects on other public service broadcasters. As noted above, the
size of the advertising market is unlikely to increase substantially, or if it did
prices would likely be significantly lowered. Therefore, the BBC’s entrance
into the market would significantly affect the public service broadcasters
who already rely on advertising. This in turn would reduce the public good
derived from having multiple public service broadcasters. I'TV, Channel 4
and Channel 5 all told us their biggest concern was to avoid a BBC funding
model that undercut their share of advertising expenditure.?'! We note that
advertising may be unpopular with some audiences who find advertising
annoying or disruptive. The BBC told us that support for advertising on
the BBC has fallen since the early 2000s, with 24 per cent of UK adults
favouring advertising over the licence fee in 2021, down from 31 per cent in

205 Supplementary written evidence from Richard Broughton (BEF0063)
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2004. By comparison support for the licence fee rose from 31 per cent to 46
per cent over the same period.?!?

109. Third, it does not meet the principle of sustainability. The advertising
market can fluctuate significantly. The Government cited this as a factor in
its decision to privatise Channel 4 and enable the broadcaster to diversify its
revenues.?!® Archie Norman echoed these concerns:

“The year I joined ITV, the company was more or less on its knees
because the advertising market had dropped by 15 per cent to 20 per
cent in a single year ... we did not know what our income was going to
be four to six months out. Part of the reason why you can have greater
creativity, take more risks and make more investment in people at the
BBC is that you have this flat licence fee running out into the year. It is
a huge advantage”.?!

110. A purely advertising-funded BBC is highly unlikely to be viable. It
would likely mean a multi-billion pound reduction in income for the
BBC whilst damaging the rest of the public service broadcasting
sector which relies on advertising. The BBC’s programming may need
to scale back to refocus on core public service programming under a
significantly reduced budget, and still generate income from these
genres that are typically least attractive to advertisers. Alternatively,
the BBC may be incentivised to refocus on entertainment attractive
to advertisers and spend the minimum amount possible to meet its
public service broadcasting obligations. As the overall funding level
would be significantly less, both entertainment and core public service
programming would likely decline in quality. We do not recommend
the BBC mowves to a purely advertising-funded model.

Subscription

111. Turning the BBC entirely into a subscription service would involve putting
all BBC content behind a paywall—a model comparable to commercial
subscription services such as Netflix, Amazon Prime Video and Disney+.
These charge fees on a monthly basis and have surged in popularity in recent
years.??”

112. This offers the advantage of improved choice over whether to pay for BBC
content. Currently, a household must pay the licence fee even if the occupants
never watch BBC content but still watch live TV on any other channel, or
stream live content on any online platform. Rory Sutherland, Vice-Chairman
of Ogilvy UK, an advertising agency, suggested that “Ten years ago, if you
claimed never to watch the BBC, you were probably lying, as it was largely
implausible. If you said such a thing now, you are probably lying still, but it
is just about plausible now.”?'® A subscription model would allow audiences
to opt in to the BBC’s services more directly.

212 Written evidence from the BBC (BEF0040)
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We heard significant concerns about a subscription model. Many witnesses
suggested that a subscription service would be unfair and fundamentally
undermine the BBC’s purpose as a national broadcaster. Dr Tom Mills said
that “one of the underlying assumptions of public service broadcasting is
that we all need to have access to information that allows us ... to participate
fully in society and in our democracy.”?!” Professor Jeanette Steemers argued
subscription would “destroy” the notion of a universal service.?!8

Access to BBC news would suffer. Dr Richard Fletcher told us that, while
audiences who are highly interested in news would be motivated to seek it
out and pay for it under any circumstances, most audiences would not.?"
Dr Adrian Wooldridge told us an “essential function of the BBC is to keep
us part of the reality-based community. It is to give us news that is true,
objective and sensible and a reference point.”?2°

Purely subscription-derived revenue would be insufficient for the BBC. If
a subscription was £15 per month, a price Richard Broughton described
as “optimistic”, the BBC would need to convert almost all current licence-
holders to subscribers in order to match current licence fee revenue. For
comparison, if the BBC charged £15 per month and matched Netflix’s
14 million UK subscribers, it would generate £2.3 billion in subscription
revenue—a shortfall of £1.4 billion relative to the licence fee. If the BBC
matched Sky’s UK subscriber base (over 9 million) it would generate
approximately £1.4 billion, a shortfall of £2.3 billion relative to the licence
fee.?!

Subscription revenues fluctuate, providing a less stable revenue base. As
Enders Analysis highlighted, audiences expect subscription fees to be paid
monthly with the option of easy cancellation. This generates variation in
subscription income, both seasonally and at the conclusion of prominent
programmes.?*> Without access to considerable debt financing, predictably
available investment would be difficult to attain. Netflix’s total debt was
$14.5 billion at the end of March 2022.2%3

There are operational obstacles. An online paywall would be relatively
straightforward, but BBC programming is also transmitted via FM and DAB
radio signals and on Digital Terrestrial Television (DTT). These platforms
are not compatible with the conditional access technology required to
implement a paywall. It might be possible, though challenging, to develop
this technology for DTT and DAB. It would not be viable for radio.??* We
explore this in more detail in Chapter 5.

A subscription service would generate insufficient income whilst
introducing disproportionate barriers to access. This would
undermine the BBC’s ability to deliver a valued service to the UK.
There would also be major technical difficulties to overcome. We
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do not recommend the BBC mowves to a purely subscription-funded
model.

As these fully commercial options are not viable, continued public
funding must be retained to ensure the BBC can deliver on its
purpose.

We reiterate our view set out in previous reports that an independent
body should be established. This would provide recommendations to
Government on the level at which the licence fee, or a new form of
public funding, should be set.

Alternative public funding

Hypothecated tax on income

A hypothecated tax involves ring-fencing income from a tax to spend on a
specific purpose. This funding model was adopted in some Scandinavian
countries that abolished their licence fees. In 2019, Sweden replaced the
2,400 krona (£194) annual licence fee with a tax on all working adults,
charged at one per cent of income up to a maximum of 1,300 krona per
person.??

In the UK, a ringfenced system might involve receipts being paid into a
dedicated pot for public service media. This could be done transparently to
allay concerns that a tax-based model might expose the BBC to Government
influence. This could be progressive, with individuals taxed relative to their
income. Liam Halligan, an economist and journalist, told us this was the
“most progressive” model which the public would support, particularly in
light of the rising cost of living.??°

However, a new tax appearing on payslips next to income tax, national
insurance contributions and the health and social care levy could prove
controversial. Richard Broughton said that if the current £3.7 billion of
licence fee income were maintained, this would amount to an increase in
income tax of around £115-120 per year per household. This would equate
to an additional 0.7 percentage points of basic rate income tax.??’” Unless
adjusted for households, this tax could be applied to every individual, meaning
a household with multiple occupants may end up paying substantially more
than the current licence fee.

We heard that progressive fees gave rise to further questions about fairness.
According to Richard Broughton, approximately 70 to 75 per cent of
households would likely pay for the entirety of BBC funding under an income
tax-linked model, with approximately 25 per cent of households effectively
consuming BBC content for free. He suggested that given lower-income
households tend to consume more hours of BBC content, “the demographics
of who is paying for the BBC at that point become somewhat mismatched
against those who are spending the most time consuming the BBC output.”
He added “that is potentially okay as a policy choice if you think that it is a
public service, but it is worth considering.”??8

225 Government Offices of Sweden, ‘New financing of public service adopted’ (16 November 2018):

https://www.government.se/articles/2018/11/new-financing-of-public-service-adopted/ [accessed 10
June 2022]
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The level of income from a hypothecated income tax will also vary from
year to year, depending on the wider economic situation. This might make
planning more difficult than under the current licence fee model.

A hypothecatedincome tax could be amore progressive model of public
funding which takes account of individuals’ ability to pay. However,
it may be more exposed to fluctuations than the current system, may
prove politically controversial, and raises questions about its fairness,
particularly for households with multiple occupants.

Telecommunications levy

The existing television licence is levied on the device traditionally used
to receive most BBC content, a TV set, alongside the use of iPlayer and
watching live broadcasts on streaming services such as Amazon Prime. A
more modern equivalent could involve a levy on fixed broadband, or fixed
broadband connections and mobile connections.

In March 2020, the BBC suggested a broadband levy as an option for
future BBC funding in response to the Government’s consultation on
decriminalising non-payment of the licence fee. While the BBC said that
“this would be a significant change for the UK and we are not, at this stage,
advocating it,” the corporation noted that it raised “an interesting question
as to whether the current system could be made much simpler, more efficient
and more automated.”*® A telecommunications levy could be easier to
collect than the licence fee, with the money automatically collected through
broadband providers.

However, a telecommunications levy would be no more progressive than
the licence fee. It may introduce further unfairness by making internet
connectivity prohibitively expensive for some. Richard Broughton told
us that, if the current level of the licence fee were replaced with a levy
on fixed broadband alone, monthly broadband fees would likely increase
by approximately 40 per cent. If the licence fee were replaced by a levy
on fixed broadband and mobile connections, the costs would increase by
approximately 10 per cent for fixed broadband and approximately 17 per
cent for mobile connections.?*° We heard that this levy would most likely be
passed on to the consumer.?3!

A telecommunications levy would offer few advantages over the
licence fee, and its potentially negative impact on broadband access
would make it less fair.

Household levy

In recent years, some European countries have switched their public service
broadcasting funding models from a TV licence fee to a universal household
levy. Under this model, each household is required to pay a flat fee regardless
of consumption.

A household levy could provide predictable and sustainable levels of income.
If the same overall level of funding were collected, it would lead to a reduction

229 “TV licence fee could be replaced by broadband levy, says BBC’, The Guardian (31 March 2020):
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levy-says-bbc [accessed 10 June 2022]

230 Q42
231 Ibid.


https://www.theguardian.com/media/2020/mar/31/tv-licence-fee-could-be-replaced-by-broadband-levy-says-bbc
https://www.theguardian.com/media/2020/mar/31/tv-licence-fee-could-be-replaced-by-broadband-levy-says-bbc
https://committees.parliament.uk/oralevidence/10020/html/

133.

134.

135.

136.

LICENCE TO CHANGE: BBC FUTURE FUNDING 43

in the level of the fee, as all households would pay rather than just those
who opted in. Germany experienced this when introducing its universal
household levy in 2013, and consequently reduced its fee.?*? Collection could
be more efficient, driving down administration costs, as there would be no
need to determine which households have a TV set.?*> Collection costs for
the licence fee were £136 million in 2020-2021.2%*

A drawback of a flat-rate household levy is that it would be regressive. An
alternative, more progressive, system would involve linking the levy to
systems that already differentiate on the basis of household wealth, such as
council tax. Professor Patrick Barwise, Emeritus Professor of Management
and Marketing at LLondon Business School, suggested this would be “the
fairest and most efficient model.”?*> Professor Catherine Johnson argued
“The only viable alternative that would address the limitations of the current
licence fee model, would be a household fee payable by all citizens (regardless
of media use or device ownership) on a progressive basis, set and collected
by an independent body.”?*® This model was advocated by some in written
evidence.?” Linking the fee to existing systems might better meet the test
of proportionality by avoiding creating an entirely new system to assess and
administer fee levels. However, we note this would be subject to existing
imperfections in the council tax system’s ability to accurately measure
wealth, and outdated valuations upon which it is based. Elderly people on
lower incomes in larger houses are one example of this.

Currently households do not have to pay the TV licence if they do not view
licensable content. A household levy, alongside other universal funding
options outlined above, envisages every taxpayer, telecommunications user
or household having to pay the fee, regardless of consumption. We noted
that compelling households to pay for a service they are currently able to opt
out of may prove unpopular. However, if everybody paid the fee, the costs
to each household would be lower. This might help mitigate the potential
unpopularity of a universal charge, particularly if it were progressively
applied.?*®

A universal household levy could offer a viable alternative to the
licence fee. It would need to be means-tested to make it fairer than
the current model. Linking the fee to council tax offers one route
to achieving this via an existing system. This could also reduce
collection costs.

When responding to the results of its independent review, the
Government should analyse the implications of retaining an opt-in
approach, or changing the funding model to a universal levy which
everybody has to pay, as would be the case under a household levy,
communications levy, or hypothecated income tax. The BBC should
undertake a stimilar assessment.
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Grants from the Government

In this model, public service broadcasting would be funded directly from the
Government’s budget, coming out of existing general taxation. This model
is used to fund public service broadcasters in Australia, the Netherlands
and Iceland. The UK Government would give the BBC a set amount of
funding for the year. The BBC World Service is currently funded partially
by Government grant via the Foreign, Commonwealth and Development
Office.

We did not receive strong evidence recommending this as a funding
model. It does not satisfy the principles of independence or legitimacy. The
Broadcasting, Entertainment, Communications and Theatre Union (Bectu)
told us funding the BBC by Government grant “would jeopardise the BBC’s
editorial independence—or at least give such a perception—and likely make
news programme editors think twice before running stories particularly
critical of the Government.”?** When the Netherlands and Iceland moved
from a licence fee to a state budget model, this reportedly led to accusations
of politically motivated interference and cuts to the provision of original
programming.?*® Decisions on BBC funding might be influenced by wider
Government budget negotiations, creating more uncertainty over long-term
funding and investment planning.

We do not recommend that the BBC is funded by Government grant.

Contestable funding

Some witnesses raised the possibility of contestable funding. This would
involve public funding being allocated to public service content on a
programme-by-programme, rather than an institutional, basis. There are
various options for such a model. It could be funded through new money,
or top-sliced from the BBC’s existing budget. Andrew Neil suggested that
the BBC could be partly funded by a “commission of public broadcasting”,
similar to an Arts Council model, funded via taxation but at arm’s length
from the Government.?*! He said the commission could distribute funds
to the UK’s other public service broadcasters. Others were sceptical.
Dr Cento Veljanovski told us that “an Arts Council approach and contestable
funding has certain attractions” but could generate perverse outcomes. He
cited the experience of a Gallic television service where producers generated
“not that great programming in order to get the subsidy, and then they shunt
it into some late-hour slot that no one watches.”?*?

Contestable funding has been piloted to support underserved public service
content.?®®> The Government has said it will evaluate the pilot to determine
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whether there is merit in implementing the approach more widely.?**
Contestable funding may have the benefit of prioritising public service
content over the preservation of the institutions that produce it. However, we
heard contestable funding was best viewed as a supplement to BBC funding
rather than a replacement.?*> Others worried that the model would introduce
risks of “political interference”?*® and “complicated” bureaucracy.?*’

142. We do not recommend contestable funding as a primary alternative
to the licence fee. However, the Government should consider the
merits of contestable funding as an additional supplement to support
underserved areas of public service content. This would need to be
separate from the BBC’s existing income.

Hybrid commercial funding

143. As set out in Chapter 3, the BBC has increasingly been challenged to ‘do
more with less’. Decisions on how much funding is required will need to
be taken as part of the full Charter Review process, based on a clear future
vision from the BBC, and costed options for delivering that under different
funding models. As set out in Chapter 2, there are different views on what
the BBC should deliver. Maintaining a similar scope and scale in future
would require significant funding increases. A smaller BBC may require
less funding, though it would still need attractive content and platforms
to appeal to audiences. As Dr Helen Weeds has previously noted, beyond
what is strictly necessary to fix market failure, broadcasters must also create
“purely popular output” to draw viewers towards socially beneficial content.>*8

144. Finding new sources of revenue will be difficult, especially if there is
insufficient public support for regular fee increases. Hybrid funding models
offer a mechanism for supplementing public funding with commercial
revenue.

145. The BBC told us that it already operates a “hybrid model”.?* The BBC’s
current income is around £5 billion. Of this, around £3.75 billion is
generated from the licence fee. The remainder is generated through other,
non-public means. Over £1.2 billion of income in 2020 came from BBC
Studios, its principal commercial arm, through a range of activities, such
as selling content to international distributors.>*® Although these activities
generate significant annual income, its returns over that period were just
£208 million—equivalent to under 6 per cent of licence fee income.?! The
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National Audit Office found that the BBC’s commercial activities did “not
yet contribute significantly to its overall income position.”?>?

The BBC’s 2020-21 annual report announced a new financial returns
target for BBC Studios of £1.5 billion over five years, starting in 2022—
23. This represents a 30 per cent increase on the previous period and is
ahead of forecast market growth.?*> Alongside the January 2022 licence fee
settlement, the Government more than doubled the borrowing limit of the
BBC’s commercial arm to £750 million. The Secretary of State for Digital,
Culture, Media and Sport, Nadine Dorries MP; said this would “enable the
BBC to access private finance as it pursues an ambitious commercial growth
strategy—boosting investment in the creative economy across the UK.”?>*

However, Julia Lopez MP acknowledged that the Government did not foresee
these revenue streams offering “a substitute for a difficult debate about the
right funding model for the BBC”.?*> Tim Davie said the aim of the BBC’s
commercial growth strategy was to enable it to maintain its current level of
investment in programming in an increasingly competitive market, rather
than significantly to increase them: “It does not transform our finances
fundamentally for the long term and get us out of this [funding] question.”?>°

We welcome the BBC’s commercial strategy and encourage it to
continue to diversify its sources of revenue. But such income is
limited. Without major changes, this will not offset the BBC’s reliance
on wider public funding in the near future.

Part domestic subscription

A hybrid model could combine free-to-air programming based on public
funding, however it is collected, with a subscription streaming service for
UK audiences. Some core BBC provision would remain publicly funded and
free-to-air, with additional content behind a paywall.

Determining what remains free-to-air would be difficult. Andrew Neil
suggested it could include “core” public service outputs: news, most
documentaries, children’s television, arts coverage, some radio, major
national events and experimental drama. The subscription service would
then include “the ‘Strictly’, the drama, the ratings winners”.?>” He estimated
the “core” BBC service under this model might require approximately £1
billion of public funding per year, and that the subscription service could be
financed by increased borrowing and international production deals.?*8

Such a model could retain universal access to the BBC’s public service
programming that is most democratically and culturally important. It
would increase choice for audiences about whether they pay for additional
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BBC content, while enabling the BBC to continue to produce high-end
programming in a way that may be more commercially sustainable.?°

The drawbacks, as with full subscription, would be around the fairness of
putting content behind a paywall, the implications for the idea of a “universal’
service, and the fluctuating subscriber base. A model providing minimal
popular entertainment on the core service would risk damaging the BBC’s
brand and reduce engagement with public service programming.

An alternative approach would involve a ‘premium top-up’ service under
which the BBC would continue to provide a broad range of free-to-air,
publicly funded services in a full range of genres including entertainment
and drama. Over time its more expensive content, including high-end
drama, could be put behind a paywall. Future high-end content, for example
immersive experiences, might also be included. Mark Oliver advocated such
a system, suggesting the BBC could build on its existing strategy of putting
some content exclusively on iPlayer, and gradually start charging for access.?®°

We heard criticism that this system might be unpopular if people felt they
had to pay extra for something that used to be free. However, Mark Oliver
argued that it might be better for the BBC not “to stretch its resources ...
to compete directly with the likes of Netflix, and just admit that if you want
that kind of thing, you have to pay more.”?¢!

We noted concerns that such a system might involve disproportionate costs.
Mark Oliver suggested such a service would need upfront investment of
between £1 billion and £2 billion over five years to build a content library
of sufficient depth and quality to be attractive, and a well-communicated
transition period of around a decade. Richard Broughton still perceived a
“real risk that the product you end up with is judged by consumers to be
inferior,” given that the UK market is well served by subscription and pay-
TV services, and will be more so in future.?%?

It may be possible to develop a less expansive hybrid service, with
experimentation in flexible payment models and ‘windowing’—for example,
providing exclusive early access to a programme on BBC iPlayer for an
additional fee. This may be less controversial and require less investment,
and provide a basis for further future expansion and development.

A hybrid domestic subscription offers an opportunity for the BBC to
maintain a broad range of quality programming without requiring
regular rises in the licence fee or alternative method of public funding.
It would give audiences choice over whether to pay for the full range
of BBC output while ensuring the BBC’s core programming remains
universally accessible. But there would be significant commercial risk
with no guarantee of success. It may involve trade-offs with universal
access, which would have to be viewed as acceptable by audiences.

There are a range of possible versions of such a service, with varying
levels of investment and risk. For an expansive version, multi-billion
upfront investment would be needed to build a sufficient content
library. A less expansive version, experimenting with new payment
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models and content strategies, would involve less investment and
risk, but could provide a basis for possible future expansion.

International subscription

An alternative hybrid model would focus on international rather than domestic
markets. This would involve making content available to international
consumers on a subscription basis, while it remains free-to-air in the UK.
This approach would leverage the BBC’s international reputation and avoid
compromising universal access for UK audiences.

The BBC’s brand already has a strong global profile. BritBox, a streaming
service operated internationally by BBC Studios and I'TV, is available in the
US, Australia and South Africa, and a Nordic launch is planned for later
this year.??> In 2020, the number of US and Canadian subscribers surpassed
1.5 million users.?** A report commissioned by Ofcom found that the
BBC’s content was viewed as among the best in the world by international
audiences.?® In particular, data from interviews indicate the popularity of
UK nature documentaries, drama and comedy, and revealed high levels of
trust in the BBC World Service’s output.2°®

Richard Broughton favoured this model over a hybrid domestic subscription.2%’
However, he said the BBC did not own the rights to enough high-quality output
of international appeal to establish this service. He estimated significant
upfront investment would be needed, with TV content expenditure needing
to at least double from the current level of £1.4 billion, be refocused on
internationally relevant content and a further annual marketing budget of at
least £500 million would be needed.?%®

We noted the cost and complexity involved in establishing such a service.
This would include acquiring the rights to the BBC’s full back catalogue
alongside investment in new productions and managing the associated
trade-offs. For example, investing in co-production with SVODs or other
broadcasters would be cheaper but the BBC may not be able to retain
international distribution rights as part of a deal. Moreover, if the BBC were
to invest in acquiring and retaining a greater proportion of international
rights to programmes it commissions and co-produces, this could have a
detrimental impact on the revenues of the independent production sector.

In delivering this model the BBC would also need to balance commissioning
content that appeals to international audiences against its domestic
obligation to provide programming that reflects a plurality of British tastes
and experiences. A 2021 Enders Analysis report found that British-produced
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programmes commissioned for international audiences by SVODs have
comparatively fewer distinctively British terms, reference points and idioms.2%°

164. An international subscription service offers a further option for
generating commercial income. It would avoid compromising
universal access for domestic consumers. As with a hybrid domestic
subscription, an international subscription service would involve
commercial risk with no guarantee of success. We recommend the
BBC explores and publishes costed options for hybrid domestic and
international subscription models.

269 Enders Analysis, ‘Outsourcing culture: When British shows aren’t “British” (March 2021), p 2:
available at: https://www.endersanalysis.com/reports/outsourcing-culture-when-british-shows-arent-
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CHAPTER 5: FUTURE TRANSITION

Projections from industry analysts and the experience of European
counterparts indicate that the transition to a new funding model could take up
to a decade.?”® Olav Nyhus, Director of LLegal and Public Affairs at Norway’s
NRK public broadcaster, told us that preparations for changing their licence
fee to a universal levy started over 10 years ago.?”! He noted that identifying
a viable alternative had not been straightforward, they eventually settled on
a model that had not been a preferred option.?”? Dr Florence Hartmann of
the European Broadcasting Union highlighted that securing public support
could also be time-consuming. Switzerland took five years and a national
referendum to agree a way forward, for example: “There was a massive effort
and a big controversy.”?”> There are two key areas that will affect the viability
of possible future funding models: technological and commercial factors,
and the political process and timing.

Technological and commercial factors

The shift towards online-only BBC services will need to be balanced against
the ongoing relevance of linear television. Free-to-air digital terrestrial
television (DTT) remains the main way of watching TV for around 11.4
million, or 43 per cent of, households in the UK.?"* DTT accounted for over
half of all BBC viewing in the third quarter of 2021.2”> While linear television’s
viewing share shows long-term decline, Argiva’s Chief Commercial Officer
Shuja Khan argued that this masked DTT’s continued relevance.?”® He
said the number of households taking up DTT had grown by 1.5 million
over the last five years, as households subscribed to SVODs and replaced
pay-TV packages (such as Sky or Virgin Media) with Freeview as a cheaper
alternative.?”’

This continued prevalence of DTT poses challenges for a domestic
subscription funding model. DTT is not currently compatible with the
conditional access technology required to impose a paywall. Building
conditional access technology around the D'TT network, Shuja Khan told us,
would be “extremely hard” and would require “a lot of investment”, involving
physical changes to the 1,100 DTT transmission towers in the UK.?’® As
the other channels currently delivered via D'T'T would remain advertising-
funded and not take advantage of the conditional access technology, the cost
of development would solely be to implement a paywall for BBC services.
Any BBC subscription service content may therefore need to be online only.

The costs and complexities of developing conditional access
technology for digital terrestrial television would be disproportionate
to the benefits. We do not recommend the Government pursues this.
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Radio

169. Neither analogue nor DAB radio have the technology to support a paywall.
This matters because of the scale of content on and public engagement with
these services. Live radio is consumed on analogue (FM and AM), DAB
and online—for example through BBC Sounds. Data from Radio Joint
Audience Research, the official radio audience measurement body, indicate
that DAB accounts for 33 per cent of overall audio listening share, AM/FM
23 per cent and smartphones 17 per cent.?” Similar to TV viewing, this
is likely to change over time as younger audiences prefer digital channels.?8°
Mediatique, a media consultancy, predicts that analogue will account for 12
to 14 per cent of all radio listening by 2030.28!

Figure 10: Audio (excluding visual) by device share percentage
for all adults

AM/FM radio !

DAB digital radio
Desktop/Laptop computer
Smartphone
Voice-activated speaker
Other devices*

Source: HM Government, Digital Radio and Audio Review (October 2021), p 24: hitps://assets.publishing. service.

gov.uk/government/uploads/system/uploads/atrachment_data/file/1027208/Digital_Radio_and_Audio_Review
FINAL REPORT double_view.pdf [accessed 7 Fuly 2022]
*Other devices includes Tablets, CD Players, Portable music players, Record players, TV etc.

170. It is not technically feasible to develop conditional access technology for
analogue radio. We heard it may be possible for DAB,?%? though Claire Enders
told us this would not provide good value for money. All DAB sets would
have to be replaced, including in-car radios. Noting that the switchover from
analogue television to DTT cost approximately £500 million, she argued
“the radio sector is not significant enough to find these resources. The
overall income of radio advertising is not far north of £500 million anyway.”2%>

279 Department for Digital, Culture, Media and Sport, Digital Radio and Audio Review: Ensuring a robust
and sustainable future for UK radio and audio (21 October 2021), p 24: https://assets.publishing.service.
gov.uk/government/uploads/system/uploads/attachment data/file/1079580/Digital Radio_and
Audio Review FINAIL REPORT single view.pdf [accessed 9 June 2022]

280 Ibid., p 25

281 Cited in Department for Digital, Culture, Media and Sport, Digital Radio and Audio Review: Ensuring
a robust and sustainable future for UK radio and audio
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We do not recommend a funding model that places BBC radio behind
a paywall unless and until both FM and DAB radio listening decline
to the point that a switch-off is feasible. We do not believe this is
lLikely within the next 15 years at least.

An online-only world?

Several witnesses speculated that the trend towards digital would continue to
the point that a ‘second digital switchover’ may become necessary. Richard
Broughton, Research Director at Ampere Analysis, suggested this could
benefit the BBC and other public service broadcasters:

“The BBC and other public and commercial broadcasters are stuck,
because they cannot plough the investment into their on-demand
services ... whilst simultaneously supporting a broadcast market. One
slightly radical option would be to have a second digital switchover
where everything gets shifted towards an on-demand model. That frees
up the BBC and ITV and others to turn off their linear channels, move
to an on-demand based model ... without having to support the average
viewer anymore. That might actually be in the public interest.”?%*

Catherine Colloms, Managing Director of Corporate Affairs and Brand at
Openreach, told us that current connectivity levels are enough for “most
people to do most things”.?%> However, she noted that the network would
need upgrading to full-fibre, gigabit-capable broadband to cope with all
possible future demands.?®® The Government has committed to nationwide
UK gigabit-capable broadband by 2030.?%” Catherine Colloms told us that
the full-fibre rollout would likely not be completed until the early 2030s due
to the difficulty of accessing hard-to-reach properties.288

Antony Walker, Deputy CEO of TechUK, agreed that a second digital
switchover would require a universal full-fibre broadband infrastructure,
capable of carrying the weight of the previous terrestrial traffic.?®® Though
he agreed with Catherine Colloms that the 100,000 hardest-to-reach UK
premises would be connected in the early 2030s, they would still not receive
the same level of connectivity as the rest of the country. For this group, he
said digital terrestrial switch-off would be a significant concern, and they
would be “a very vocal minority.”2°°

If universal access is to be maintained, the affordability and usability of
internet-based television must be considered. While data indicate 96 per cent
of UK premises have access to a superfast broadband connection, Ofcom
estimates that only around 69 per cent actually have a superfast broadband
subscription.?®® The Writers’ Guild of Great Britain told us that the cost of
broadband remains prohibitive for a significant number of households.?*? A
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2021 survey by Citizens Advice found that 2.5 million people in the UK were
behind on their broadband bills, with households on Universal Credit nine
times as likely to be behind as those not on the benefit.>*> Enders Analysis
highlighted that there are just under 8 million adults in the UK who lack the
means, or do not wish to pay for, any TV service beyond the licence fee, and
rely on free-to-air television for entertainment and information.??*

176. Even households that can afford broadband and a smart TV may still have
difficulty using them. Professor Catherine Johnson told us that some sectors
of the population, notably older audiences, “can really struggle to use these
technologies, the smart television in particular.”?®> Research by Lloyds
Bank and Ipsos Mori found that 19 per cent of UK adults did not have
“foundational digital skills”.2?¢

177. A second digital switchover, whereby digital terrestrial television,
and DAB and FM radio would be turned off, is unlikely to be feasible
until the early 2030s at the earliest. If conditional access were not
developed for DTT and DAB, this would make full subscription
unfeasible until this point. Were such a plan to become feasible its
benefits would need to be balanced against the needs of households
less able to pay for and use new technologies.

A hybrid future?

178. The UK’s existing connectivity would support, however, a domestic hybrid
top-up subscription service. Current superfast broadband speeds would be
sufficient for the vast majority of the population. If, as Mark Oliver told us,
developing and rolling out such a service would take around a decade, the
capacity of the network will also have increased by the time such a service
would launch.

179. A hybrid subscription service would not face the same challenges with digital
terrestrial television and DAB/FM. Programming not part of the subscription
service package could continue to be broadcast on these platforms. The pace
of the UK full-fibre rollout has no implications for a hybrid subscription
model targeting international markets.

180. Current connectivity would support a hybrid online subscription
model, as described in paragraph 157. The feasibility of these models
will be determined primarily by decisions about the BBC’s purpose
and commercial viability, not technological factors.

Industry developments

181. Industry trends would affect the viability of a subscription service. A
growing number of media and technology companies are launching new
SVOD services. Between 2020 and 2022, Disney, NBCUniversal, Discovery
and ViacomCBS all introduced new SVOD services, originally launched in
the US, to UK markets. As new services become available, the market may

293 Citizens Advice, ‘2.5 million people are behind on their broadband bills’ (4 June 2021): https:/www.
citizensadvice.org.uk/about-us/about-usl/media/press-releases/25-million-people-are-behind-on-
their-broadband-bills/ [accessed 29 June 2022]
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become saturated, with consumers reluctant to pay for an increasing number
of individual subscriptions.

182. The current Charter ends in 2027, with the BBC’s funding model in place
until then. Some witnesses argued that a transition to any subscription model
should start well before then given market conditions. Richard Broughton
suggested the market would reach saturation by 2035, and that if a full BBC
hybrid subscription service were launched between 2028 and 2030, this
would be “too slow for the commercial market.”?°” However, Mark Oliver
predicted that, while the market is increasingly saturated, there would be a
“shake-out” in the near future with “a second wave when some people exit
the market.”?°® Nevertheless, he stated that a full review of the BBC’s future
needed to conclude “in 2024 or 2025 at the very latest”, noting that there
are “two timetables. One is for deciding to do it, the other is for doing it,
and they have to be aligned.”?®® Richard Broughton agreed that planning
for any transition should start sooner than 2027.>°° However, as discussed in
Chapter 4, a less expansive subscription service may require less investment
and a shorter transition, and involve greater flexibility around timing and
launch.

183. The market for subscription services is becoming increasingly
competitive and saturated. If the BBC were to develop a top up
subscription service, preparations to launch would need to begin
before the end of the current Charter period.

Political process and timing

184. Julia Lopez MP, then Minister of State for Media, Data, and Digital
Infrastructure, confirmed that the independent review of the licence fee
would begin before Parliament’s 2022 summer recess (i.e. 21 July 2022) and
was expected to report within 12 months.?°!

185. Robert Specterman-Green, Director of Media & Creative Industries at
the Department for Digital, Culture, Media and Sport, told us that the
independent licence fee review should not pre-empt the Charter review, which
was the appropriate forum for re-evaluating the BBC’s purpose. He stated
that the review’s terms of reference would outline strategic considerations,
“without crossing the line” to making conclusions.?? Julia Lopez confirmed
that the final decision on the BBC’s future funding model would be made as
part of the Charter review process.>??

186. Ifa decision on future funding were deferred until the Charter review process
concludes in 2027, it may be too late for a hybrid subscription funding model
to be viable, given market conditions. Robert Specterman-Green noted that
the Government may respond with its preferred model when the review
concludes in 2023, but it would not be able to give a firm guarantee.>** It
would be difficult for the Government and the BBC to undertake the multi-
billion pound financial preparations required for a subscription service in
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the absence of a political decision and public support. The Government’s
timings suggest that might not be possible much before 2027.

The political constraints surrounding the decision on the BBC’s
funding raise serious questions about the commercial viability of
a hybrid subscription model. The Government must take account
of how the timetable of the political process will affect the viability
of some funding models. This should not, however, delay the BBC
coming forward with the new strategic vision that we are calling for.

Public consultation

Any future funding model of the BBC must satisfy the principle of legitimacy:
the BBC’s future funding, and the way in which decisions on it are taken,
must be viewed as legitimate by the population the BBC exists to serve.>®

A large proportion of our evidence argued that any proposed change to the
BBC’s funding model should be subject to extensive public consultation.?°°
The Media Reform Coalition told us that there should be “deep and
widespread” public consultation about the value and purpose of the BBC, not
just the narrower question of its future funding model.>*” The Public Media
Alliance noted that the discussion on the BBC’s future “can be distorted by
those that ‘shout’ loudest via social media” and any consultation must seek
to avoid binary debate.?°® The Voice of the Listener and View argued that to
inform any public consultation the Government should carry out rigorous
impact studies on any proposed change of the funding model.?%°

Changes to public service broadcasting funding models in European
countries have involved different levels of public engagement. Switzerland’s
2015 proposal to shift from a TV licence fee to a universal household fee
generated significant public controversy, culminating in a reportedly divisive
referendum.’?® When Germany changed its funding model to a universal
household levy in 2013, various legal complaints were filed against the new
fee. These legal challenges were ultimately resolved in favour of the fee in
2018.3!

Written evidence from members of the public suggested that public
consultation should be seen as the most important aspect of the decision-
making process: Laura Phillips asked, “why is no one asking us, the licence
fee payers, is this what we want for our BBC?”?'2 The BBC emphasised
this issue, noting that the previous Charter Renewal Process consultation
received 196,000 responses, and that on decriminalising non-payment of
the licence fee received 150,000 responses.’’®> Dr Tom Mills highlighted the
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potential for citizen assemblies to inform decision-making on the future of
the BBC.*"

We did not hear a clear plan from Julia Lopez MP for how the public would be
engaged. She did not think citizens assemblies were likely to be considered by
Government as a method of public consultation.?!® She believed the “public
will find a way of raising this. Whether through individual campaigns,
support for particular programming or whatever ... I do not think that
there is a single thing that will be done to engage the public, there has to
be a conversation in various arenas.”?'® She stated the Government had the
right to disagree with the outcome of a consultation and come to a different
conclusion based on its own analysis, as it did with the decision to privatise
Channel 4.3"

The BBC told us it was planning to undertake its own consultation on the
future of the BBC. Richard Sharp, the Chairman of the BBC, noted that the
BBC “has a duty to lead this, but it has to be humble enough and recognise
that the decision is for Parliament, because Parliament as a whole represents
the people.”?!8

We were concerned that the Government did not have a specific plan
for public consultation on the future BBC funding model. This risks
undermining the legitimacy of any changes it may propose.

Decisions on the BBC’s role and future must not be left to the last
minute before the renewal of the next Charter. And these decisions
should be taken more transparently than has previously been the
case.

The Government should publish a plan and timeline for how it
intends to engage the public in discussions and decisions about the
BBC'’s future funding model. It must commit to holding national
public consultation in advance of it proposing a funding model.
These could take the form of citizens’ assemblies. The Government’s
proposed funding model must be debated in Parliament in advance
of any decision to introduce it.

The BBC'’s role

The BBC has an important role to play in the decision-making process and
transition to any future funding model. It holds valuable expertise which
could be used to inform future assessments and public debate. Gareth
Davies, Comptroller and Auditor General at the National Audit Office, told
us for example that the BBC could build on what it has learned about its cost
base in recent years to model the costs associated with delivering each of its
public service objectives.?"?
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It also has the credibility needed to change minds. Sir Peter Bazalgette told
us that

“The people who work for the BBC and would understandably
be alarmed at big change, the independent producers who have
programmes commissioned by it ... are opposing change ... without
properly considering what these huge changes that are taking place to
the broadcasting and media market entail. There is a massive battle to
take on the conservatism of the broadcasting industry itself.”32°

Archie Norman told us that the scale of transformation required for the BBC
to tackle its existential challenges required “a combination of strong political
and governmental support, together with a leadership in the BBC with an
appetite to take it on.”*?! He added that it was “strongly preferable” that the
BBC itself takes a leading role in the review of its future:

“Otherwise, you will get the usual thing of an external party that will
essentially create a threatening effect to the BBC. The wagons will be
drawn around the circle, all the reasons why we cannot change will be
wheeled out and it will not happen. Change has to come from within”.32

The BBC must use the debate on its future funding to embrace its
challenges and seize the opportunity to generate momentum for
change. The Reithian mission must be adapted for the next quarter
of the 21st century. This will require confident and clear proposals
from the BBC. Urgent thought is required about how the BBC fulfils
its purpose in a changing society and market context. Regulation and
the Government must play their part in furnishing the BBC with the
tools it needs to transform itself successfully. But it is a discussion
the BBC must lead, and it should consider creative and expansive
ways to engage citizens. The question of the future funding model is
important but only one part of this necessary broader re-evaluation.
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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

BBC purpose

The BBC plays a key role in bringing the nation together—most importantly
at times of crisis, celebration and big national moments, such as sporting
events. This role as a national glue will only become more important, and
more complex, in the context of increasing social, cultural and demographic
change. (Paragraph 25)

The BBC’s mission to ‘inform, educate, entertain’ has stood the test of time.
But the way in which it is delivered needs to change for it to remain relevant
in this rapidly changing market and society. The BBC needs to be guided in
how it should change by a clearly articulated strategic purpose and vision, as
we set out in Chapter 3. (Paragraph 26)

The concept of universality remains integral to the BBC but suffers from a
lack of clarity. It does not necessarily mean delivering everything for everyone
across every platform, or that everyone must pay the same. We call on the
BBC to provide a clear definition of its understanding of universality in response to
this report, detailing how this, alongside its strategic purpose, will shape its future
decisions on its programming and allocation of resources. (Paragraph 34)

The BBC plays an important role in providing services that are underserved
by the private sector. But this should not be its sole focus: we do not support
a market failure model for the BBC. The corporation also plays a central
role in supporting and shaping the UK’s creative economy. This market-
shaping work should feature prominently in the future vision we are calling
for. (Paragraph 45)

When responding to the independent review the Government must set out how the
BBC’s future funding model and remit will incentivise the corporation to strike
the right balance between addressing market failure and shaping markets for the
benefit of the UK creative industries and wider economy. In response to this report
the Government should commit to commissioning and publishing independent
market itmpact studies ahead of any decision on the BBC’s future funding model.
(Paragraph 46)

The BBC continues to provide an essential international service which
promotes UK democratic values and informs people across the world.
It delivers this through a range of means, including entertainment. This
is ever more important in an era of declining press freedom and rising
authoritarianism. When responding to its independent review the Government
should commit to safeguarding the work of the BBC World Service, and if necessary
enhancing it. (Paragraph 50)

When responding to the results of its independent review the Government should
publish an assessment of the benefits that the BBC’s international output, including
the World Service, provides to UK soft power and wider objectives in foreign policy,
international trade and inward investment. This should set out how changes to the
BBC’s funding might affect these benefits. The BBC should provide the Government
with scenarios and estimates to inform this work. The Government should provide
an interim update on this work by 1 December 2022. (Paragraph 51)
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Strategic challenges

The BBC faces major challenges. The decade ahead will be characterised by
rising competition and costs, and constrained funding. It will need to adapt
to a digital future while serving those who will continue to rely on linear
services for at least the next decade. It must deliver programming and news
that matter, and balance the growing expectation for personalised content
against its enduring unifying mission. It must compete with vastly better
funded international streaming giants and respond to growing questions
about its value in the face of expanding consumer choice and failure properly
to represent all sectors of the UK. And it will need to explain more clearly
to audiences the relationship between what it is for and how it should be
funded. Achieving this will require a more clearly articulated strategic vision
that goes beyond its existing published strategies. (Paragraph 83)

The BBC should publish a comprehensive long-term vision that sets out its role, and
how 1t will deliver value and distinctiveness in a rapidly changing world. This vision
must include costed options for future funding mechanisms, and how these would
affect the BBC’s ability to deliver on its mission in the next decade and beyond.
This vision must be driven by a positive approach from the leadership. It will require
fresh thinking and a more open-minded approach than has been shown in the past.
It should include what the BBC will stop doing, what it needs to do differently
and what 1t will start doing. This would provide clarity to the commercial sector,
and greater structure and transparency to help Ofcom, Parliament and the public
hold the BBC to account. The BBC should submit this work to the Government’s
independent review. (Paragraph 84)

The BBC cannot provide content that pleases everyone all the time. Yet we
continue to hear that the BBC is not representing widely held perspectives
in the UK, which often do not divide neatly along party political lines. The
legitimacy of a future funding model risks being undermined by dissatisfied
audiences and declining viewing share. We note the BBC’s diversity initiatives
and encourage it to continue to improve its on- and off-screen representation. The
BBC should also embrace this opportunity to show more overtly that it respects,
understands and reflects all sectors of UK society. (Paragraph 85)

The BBC will need to operate in a more flexible and nimble regulatory
framework in future. It currently takes too long for sensible changes to be
introduced. We welcome Ofcom’s recent proposals to update the BBC’s
Operating Licence better to incorporate the BBC’s online services and give
the BBC greater flexibility in how it meets audience needs. In response to
this report, Ofcom should set out how it intends to provide a swifter approach to
regulatory changes. The Government should likewise outline its plans for introducing
regulatory updates. (Paragraph 86)

Funding models

When responding to the results of its independent review, the Government
should publish its assessment of how alternative funding options relate to
the principles of independence, transparency, legitimacy, sufficiency and
sustainability, fairness, and proportionality. (Paragraph 91)

The licence fee is one option for funding the BBC. But it is not the only
option. Our evidence was clear that many of the apparent advantages of the
licence fee are under threat, and it has several drawbacks. Making the licence
fee more progressive would be an improvement, as fees could be raised
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without disproportionately targeting those least able to afford them. But
this should not preclude a comprehensive assessment of alternative funding
options. (Paragraph 102)

A purely advertising-funded BBC is highly unlikely to be viable. It would
likely mean a multi-billion pound reduction in income for the BBC whilst
damaging the rest of the public service broadcasting sector which relies on
advertising. The BBC’s programming may need to scale back to refocus
on core public service programming under a significantly reduced budget,
and still generate income from these genres that are typically least attractive
to advertisers. Alternatively, the BBC may be incentivised to refocus on
entertainment attractive to advertisers and spend the minimum amount
possible to meet its public service broadcasting obligations. As the overall
funding level would be significantly less, both entertainment and core public
service programming would likely decline in quality. We do not recommend the
BBC mowves to a purely advertising-funded model. (Paragraph 110)

A subscription service would generate insufficient income whilst introducing
disproportionate barriers to access. This would undermine the BBC’s ability
to deliver a valued service to the UK. There would also be major technical
difficulties to overcome. We do not recommend the BBC moves to a purely
subscription-funded model. (Paragraph 118)

As these fully commercial options are not viable, continued public funding
mustberetained to ensure the BBC can deliver onits purpose. (Paragraph 119)

We reiterate our view set out in previous reports that an independent body
should be established. This would provide recommendations to Government
on the level at which the licence fee, or a new form of public funding, should
be set. (Paragraph 120)

A hypothecated income tax could be a more progressive model of public
funding which takes account of individuals’ ability to pay. However, it
may be more exposed to fluctuations than the current system, may prove
politically controversial, and raises questions about its fairness, particularly
for households with multiple occupants. (Paragraph 126)

A telecommunications levy would offer few advantages over the licence fee,
and its potentially negative impact on broadband access would make it less
fair. (Paragraph 130)

A universal household levy could offer a viable alternative to the licence fee.
It would need to be means-tested to make it fairer than the current model.
Linking the fee to council tax offers one route to achieving this via an existing
system. This could also reduce collection costs. (Paragraph 135)

When responding to the results of its independent review, the Government should
analyse the implications of retaining an opt-in approach, or changing the funding
model to a universal levy which everybody has to pay, as would be the case under
a household levy, communications levy, or hypothecated income tax. The BBC
should undertake a similar assessment. (Paragraph 136)

We do not recommend that the BBC 1is funded by Government grant.
(Paragraph 139)
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Future transition

We do not recommend contestable funding as a primary alternative to the licence
fee. However, the Government should consider the merits of contestable funding as
an additional supplement to support underserved areas of public service content.
This would need to be separate from the BBC’s existing income. (Paragraph 142)

We welcome the BBC’s commercial strategy and encourage it to continue to
diversify its sources of revenue. But such income is limited. Without major
changes, this will not offset the BBC’s reliance on wider public funding in
the near future. (Paragraph 148)

A hybrid domestic subscription offers an opportunity for the BBC to
maintain a broad range of quality programming without requiring regular
rises in the licence fee or alternative method of public funding. It would give
audiences choice over whether to pay for the full range of BBC output while
ensuring the BBC’s core programming remains universally accessible. But
there would be significant commercial risk with no guarantee of success. It
may involve trade-offs with universal access, which would have to be viewed
as acceptable by audiences. (Paragraph 157)

There are a range of possible versions of such a service, with varying levels
of investment and risk. For an expansive version, multi-billion upfront
investment would be needed to build a sufficient content library. A less
expansive version, experimenting with new payment models and content
strategies, would involve less investment and risk, but could provide a basis
for possible future expansion. (Paragraph 158)

An international subscription service offers a further option for generating
commercial income. It would avoid compromising universal access for
domestic consumers. As with a hybrid domestic subscription, an international
subscription service would involve commercial risk with no guarantee of
success. We recommend the BBC explores and publishes costed options for hybrid
domestic and international subscription models. (Paragraph 164)

The costs and complexities of developing conditional access technology for
digital terrestrial television would be disproportionate to the benefits. We do
not recommend the Government pursues this. (Paragraph 168)

We do not recommend a funding model that places BBC radio behind a paywall
unless and until both FM and DAB radio listening decline to the point that a
switch-off is feasible. We do not believe this is likely within the next 15 years at least.
(Paragraph 171)

A second digital switchover, whereby digital terrestrial television, and DAB
and FM radio would be turned off, is unlikely to be feasible until the early
2030s at the earliest. If conditional access were not developed for DTT
and DAB, this would make full subscription unfeasible until this point.
Were such a plan to become feasible its benefits would need to be balanced
against the needs of households less able to pay for and use new technologies.
(Paragraph 177)

Current connectivity would support a hybrid online subscription model, as
described in paragraph 157. The feasibility of these models will be determined
primarily by decisions about the BBC’s purpose and commercial viability,
not technological factors. (Paragraph 180)
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The market for subscription services is becoming increasingly competitive
and saturated. If the BBC were to develop a top up subscription service,
preparations to launch would need to begin before the end of the current
Charter period. (Paragraph 183)

The political constraints surrounding the decision on the BBC’s funding
raise serious questions about the commercial viability of a hybrid subscription
model. The Government must take account of how the timetable of the
political process will affect the viability of some funding models. This should
not, however, delay the BBC coming forward with the new strategic vision
that we are calling for. (Paragraph 187)

We were concerned that the Government did not have a specific plan for public
consultation on the future BBC funding model. This risks undermining the
legitimacy of any changes it may propose. (Paragraph 194)

Decisions on the BBC’s role and future must not be left to the last minute
before the renewal of the next Charter. And these decisions should be taken
more transparently than has previously been the case. (Paragraph 195)

The Government should publish a plan and timeline for how it intends to engage
the public in discussions and decisions about the BBC’s future funding model. It
must commit to holding national public consultation in advance of it proposing a
Sfunding model. These could take the form of citizens’ assemblies. The Government’s
proposed funding model must be debated in Parliament in advance of any decision
to introduce it. (Paragraph 196)

The BBC must use the debate on its future funding to embrace its challenges
and seize the opportunity to generate momentum for change. The Reithian
mission must be adapted for the next quarter of the 21st century. This will
require confident and clear proposals from the BBC. Urgent thought is
required about how the BBC fulfils its purpose in a changing society and
market context. Regulation and the Government must play their part in
furnishing the BBC with the tools it needs to transform itself successfully.
But it is a discussion the BBC must lead, and it should consider creative
and expansive ways to engage citizens. The question of the future funding
model is important but only one part of this necessary broader re-evaluation.
(Paragraph 200)
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APPENDIX 3: CALL FOR EVIDENCE

BBC future funding

The House of Lords Communications and Digital Committee is launching an
inquiry into the future funding of the BBC. The Committee invites written
contributions by 11 March. The Committee expects to hold oral evidence sessions
from the end of February onwards.

Background

The broadcasting landscape is changing rapidly—characterised by intense
competition, rising production costs and changing viewing habits. Technological
development has led to increasing consumer choice over media.

The BBC’s current income is around £5 billion, of which roughly £3.6 billion
is generated from the licence fee. The remainder is generated through other,
non-public means. The Secretary of State for Digital, Culture, Media and Sport
recently stated that it was time to “look further into the future” and confirmed
that the Government will undertake a review of the overall BBC licence fee model,
with discussions beginning “shortly”.

Aim of the inquiry

This inquiry will consider how the BBC should be funded in future to deliver
what is needed from a national public service broadcaster. It builds on previous
committee reports, including Public Service Broadcasting: as vital as ever (published
5 November 2019); The future of Channel 4 (published 26 November 2021); and the
House of Commons Digital, Culture, Media and Sport Committee’s report 7he
Sfuture of public service broadcasting (published 25 March 2021). The committee is
keen to hear from interested stakeholders and individuals, including the general
public, academics, Government, media organisations and industry analysts.

Questions

(1) How will new technologies and consumer habits change the future
broadcasting landscape?

(2) What is the purpose of a national broadcaster?

(3) What principles and priorities should inform the choice of the BBC’s
funding model? And how would any alternative funding models affect
what the BBC can provide?

(4) How should the BBC change over the next five years to adapt to
evolving consumer habits and needs—and what does the Corporation
need to do to prepare for the future in the longer term?

(5) What actions and consultations are needed from the government to
inform its future BBC funding plans?
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APPENDIX 4: VISITS AND PUBLIC ENGAGEMENT

Visit to BBC and in-person roundtable

1. The Committee undertook a visit to the BBC and two public roundtables to
inform this report.

2. On 12 May the Committee visited the BBC in MediaCity UK, Salford.
In attendance were Baroness Stowell, Lord Griffiths, Baroness Harding,
Baroness Rebuck and Lord Young. The purpose was to engage with the
BBC outside of London to better understand its future priorities and efforts
to address long-term challenges. The Committee received briefings from
BBC executives and technicians.

3. The Committee then held public roundtable discussions with groups of
students and young adults in Salford. The aim was to hear from younger
audiences about their views on the BBC, its future and how it should be
funded. Participation was open to those who had registered to attend.
Publicity was targeted to local community groups. Each member sat at a
table and facilitated discussion assisted by committee staff and staff from
the engagement team. This was followed by a short plenary discussion. A
summary of the discussion follows.

Discussion summary

4. Participants voiced a general appreciation of the BBC’s work and value, and
highlighted the benefits it provided to different communities. Many said
that they regularly used educational services such as Bitesize. Others felt
that they did not engage with many of the BBC’s services on a regular basis.

5.  We heard that the BBC provided good services for children and adults, but
that there was a lack of content for teenagers. Some participants thought
this group were better served by other providers such as Netflix, Amazon
Prime, Disney+ and various social media channels. We also heard that
younger viewers might grow into the BBC when they were older, but that
at the moment it was not a main source of entertainment. Most participants
said that they tended to engage with content on a variety of digital devices,
though a few said that television was their main source.

6. There were mixed views on the principles that should underpin future
funding decisions and the best way of funding the BBC. Some thought a
subscription service for premium content could be an attractive option.
Some thought it was important to maintain a service that everyone could
access, and believed the license fee represented good value when compared
to other services they purchased. Others said adverts would be a good source
of revenue, and accepted adverts as almost inevitable in today’s world.
However, we also heard views that advertising might be frustrating, and that
the absence of adverts was currently one of the BBC’s attractive features.

Online roundtable

7. The Committee held an online roundtable on 25 May with members of
the public. The aim was to hear perspectives on the BBC from individuals
located across England, Wales, Scotland and Northern Ireland. Participation
was open to those who had registered to attend. Publicity was targeted to
local community groups. Following introductory remarks, participants
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were divided into virtual breakout rooms to hold discussions facilitated by
members, committee staff and staff from the engagement team. This was
followed by a short plenary discussion. A summary of the discussion follows.

Discussion summary

8.

We heard a range of views on the BBC’s purpose and how it should be
funded. Some participants felt that the BBC’s purpose was becoming less
clear in a fast-changing world, while others believed that the corporation
continued to play an enduring and important role in bringing the nation
together. We heard general agreement that the BBC could improve on its
work in representing the whole of the UK in its coverage. Some also felt the
BBC'’s coverage was insufficiently impartial, though others felt that the issue
was complex and nuanced.

We received mixed views on the BBC’s future funding. Some believed that
the licence fee was becoming obsolete, and that viewers were increasingly
opting to not pay for it. Others felt that it offered good value for money and
was no worse than alternatives. Some participants felt that an advertising
or subscription-based model could provide a viable alternative, particularly
given that other platforms use these models. Other participants felt that
introducing advertising might deter viewers, and that charging for the BBC’s
services would be controversial.
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