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= Supply factors

Demand factors

factors account for the limited nature of the trial: the cost of supplying
the services and the question of demand from private households.

Interactive broadband nefworks and components turned out to be far
more costly and technologically complex than inifially expected. Thus
the speed of development in this area has not been as fast as
predicted, with considerable technical hurdles slowing down installation
land-at the same time less costly alternatives have emerged, notably
through the World Wide Web). The RBOCs’ video networks are, for
instance, still in the experimental stage. Although earlier forecasts
projected hundreds of thousands of users by now,"” most market rials
have been scaled back. US WEST's frial in Omaha reaches only 135
households and the company is expecting fo initially provide only a
conventional cable service, while other trials reach even smaller
numbers. Two RBOCs have even withdrawn their Federal
Communications Commission (FCC) applications to construct inferactive
networks, and a third has abandoned its plans altogether.

Furthermore, cable providers lack switching capabilities, while
telephone companies lack the bandwidth needed for inferactive video.
Cable television utilises a tree-and-branch architecture with one-way
[one-to-many} capability. The telephone network which is a switched
one4o-one system utilises 100% copper wire for the last mile to the
customer. Widespread installation of fibre optic cable is still a long way
off. Therefore the expected drop in prices has not materialised as
quickly as expected and the estimated price of connecting a home has
risen to about US$2000.

More recently, the Telecommunications Act of 1996 has permitted
increased competition in local phone services and RBOC entry into
long-distance services. The RBOCs are thus depending on long-distance
telephony fo offset possible losses in local markets. At the same time
cable operators have had to face rate controls, which has affected cash
flow and limited resources available for new projects. Consequently
RBOCs have begun fo focus on providing conventional cable television
service and on entering the long-distance voice market, both of which
have predictable returns on invesiment, while revenue from interactive
services is largely subject to speculation.

It is open to question whether consumers are willing to increase the
proportion of the household budget they currently allocate to electronic
entertainment and information. Video-on-demand was thought to be a
‘killer application’, saving consumers the trip o the video store and the
disappointment of not finding the movie they want. Evidence suggests,
however, that although a desirable convenience, consumers are unlikely
fo pay a significant surcharge for it.™ Nor is it a large revenue spinner
for the immediate future since consumers spend less than US$150 per
year on home video (at a rate of one rental per week). Although this
produces a market worth US$14 billion, as nofed above, even if
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consumers switched over fotally to video-on-demand, profits would not
justify the enormous investment required.™

Moreover the convergence of both technology and business interests
has already created serious competition for and alternatives to
interactive full-service networks. Other popular interactive applications -
such as video, CD-ROM, CD-i, games, encyclopedias, educational and
selthelp materials - are already available and easily accessible on
stand-alone equipment. Over the past three years the Internet has also
become a significant and relatively low-cost provider of a wide range of
interactive entertainment, information and educational materials. In
addition, online services provide user-riendly home-shopping and
banking, while digital satellite receivers provide some inferactive

+ viewing options. Yet on-line connectivity remains limited, despite the fact
that around 30-40% of all households in the USA have PCs. Although
this has allowed media companies such as Bertelsmann to focus on the
exploitation of the offline market in the short term,® the Internet and its
various services are undoubtedly growing in importance.

Thus, as a selfsufficient confent provider the Full Service Network will
find it difficult in the long term to compete with the Internet, but it could
act as a complement. It can, for instance, provide high-speed access to
the Internet via cable modems, bypassing the local telephone network.
Indeed, it has been suggested that the Full Service Network could
represent the future of the Internet, a future where two-way bandwidth is
unlimited. But the question remains: are there applications for which
users are willing to pay o premium?”' Although such applications
probably exist, evidence from the Orlando trial suggests that only a
fairly small segment of the market is interested in and willing to pay for
one particular application (e.g. onine grocery shopping). Probably
only a wide range of shopping options (the ‘electronic mall’) will create
sufficient overall demand to make electronic shopping feasible and
profitable. Other uses of inferactive services may require the sharing of
costs between the end-user and another party. For instance, employers
may be interested in paying for the use of broadband cable for
telework; health insurers or local hospitals may pay for telemedicine in
order to save the time and money required for access to specialists;
colleges may reach underserved populations through distance learning;
and realtors or car dedlers may look for access fo distant customers.
However, none of these are mass-market ‘killer-applications’, instead
they are partial uses which may help make a fullservice broadband
service profitable in the long run as these uses require a critical mass of
customers to justify the fime and effort required to set them up.

FSN's advantage is that it can give access to and provide additional
usages for its Time Warner's vast holdings of existing content. But most
current media content is not interactive and as a result, interactivity is
mainly limited to the selection of content: viewers can pick movies from
a list and view them at their leisure, parents can select educational
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programmes for their children, or consumers can choose commercials if
they are in the market for a particular product and make a purchase.

Although FSN represents a new delivery medium, the content is often
not novel. This is the case with most new media: CDs deliver content
previously available on vinyl, videotapes carry content formerly
available in cinemas, and most of the content on the USA’s 60-channel
cable systems is repackaged broadcastTV programming.

This raises questions about the benefits of FSN for both the consumer
and the provider. How much added value will the consumer derive from
the new technology? Will the technology be convenient and appealing
enough to warrant a significant increase or shift in household spending?
Are there certain aspects of the technology which will generate
significant savings in time or money? If there is a killer application, will
alternative technologies soon provide it at a lower price? Are consumers
willing to give up fried and tested service providers and replace them
with new ones (e.g. in the area of telephony over cable)?

In the case of the Orlando project, advertisers became disenchanted
with the prospect of reaching only a relatively small number of
consumers, and pressured the service provider into substantially
lowering the fees for participation in the trial. Currently, advertisers are
still unsure about the effectiveness of interactive media as an advertising
medium, since there is as yet no clear indication of how and to what
degree shoppers use such services. Although it is similarly difficult to
measure the effectiveness of advertising on the Web, companies are
increasingly drawn to it since it has become the fastest growing
medium.

“Nevertheless, Time Warner are confinuing fo develop their FSN. Since

March 1996 visitors to Disney World can, for instance, access and try
out all the services offered in the Orlando frial. And Time Warner have
announced that Singapore Telecom will also be piloting FSN technology
in household trials. Furthermore, Time Warner expects fo upgrade 80%
of its network of 12 million cable customers to the interactive technology
by the end of this decade.?

Making interactive technology run outside a laboratory-type
environment and gauging consumer preferences is a complex task, one
that involves both challenge and chance. Despite difficulties in the early
stages of the project Time Warner has benefited from both. Due o its
1994 start date® the Orlando project was well established before the
1996 Telecommunications Act and the developing Infernet hype
refocused market development strategies on telephony and data
services. Consequently, while most other interactive TV trials around the
world have lost executive support, resulting in postponement or
cancellation, the Orlando trial was carried through to completion. And
in spite of its relatively limited scale, the trial proved useful as a testbed
for the transition from traditional cable services to advanced interactive
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Is if networks. Even though the Internet has taken centre-stage in most
3 discussions of new media technologies, media consumption in the near
future will in all likelihood remain a predominantly ‘passive’ pastime for

n the majority of consymers. Consumers will look for ‘enhancements’, such
' as those offered by Time Warner's FSN, but only a system able to offer
| ‘added value’ for significant segments of the market at a reasonable
ne cost — and at the same time compatible with conventional modes of
media consumption ~ will be able to generate the demand.
i
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