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The current policy of European public service broadcasters (PSBs) of acquiring

expensive sports rights does not correspond with welfare economic principles. The

Listed Events regulation prevents sports events of major importance for society

from migrating to pay-TV broadcasters. Handing over expensive sports programs

to commercial rivals will release resources that can be used on other activities,

including programs that have characteristics of externalities and merit goods. Such

a policy has been adopted by Australian PSBs.

The most significant change in the sports industry since early in the 1990s has
been the increasing importance of broadcast demand for sports. This has led to

massive escalation in the prices of broadcasting rights. In Europe, an important

event took place in 1992 when Rubert Murdoch-owned BSkyB acquired the

rights for live matches from the English Premier League for the first time ever

at a price that was three times the existing deal held by Independent Television
(ITV). Since then, the values on these rights have substantially increased. A

similar development, with strong price increases on the most popular TV sports

products, has found a place in other European countries as well as on other

continents. Soccer has turned out to be the most expensive TV sport in Europe

in terms of broadcasting fees, whereas products such as the National Football
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League (NFL) in the United States and Australian Rule Football (AFL) in Aus-

tralia have achieved this position in other continents. In addition, the values

on the Olympic rights have dramatically increased on all continents with the

exception of Africa (Solberg, 2004).

This price escalation has also influenced which broadcasters can broadcast

sports programs. Historically, European TV broadcasting was dominated by pub-
lic service broadcasters (PSBs), which were in a monopoly situation until the

mid-1980s, except for the United Kingdom, Italy, and Luxembourg. Therefore,

PSBs broadcast sports programs. Recently, a large number of commercial broad-

casters have entered the market following the deregulation of European broad-

casting in the 1980s. This development paved the way for a fierce competition for
popular content among the broadcasters, which in turn explains why European

sports rights fees, in percentages, increased more than on any other continents

during this period.

This development has forced many PSBs to reduce their involvement in sports

broadcasting. Broadly, Europe has three categories of PSBs. Some, such as the
British Broadcasting Corporation (BBC; United Kingdom) and the Norwegian

Broadcasting Corporation (NRK; Norway), are non-commercial and receive their

revenues from either license fees or public funding. In addition, some broadcast-

ers, such as the (ARD; Germany) and TV Denmark, are “semi-commercial” and

receive revenues from a mixture of license fees, public funding and advertis-

ing. These broadcasters, however, cannot put on the same amount of advertising
as their commercial rivals. The third category consists of broadcasters that re-

ceive their entire revenues from advertising; for example, ITV (United Kingdom)

and TV4 (Sweden). Similar to their non-commercial and semi-commercial col-

leagues, these broadcasters are also obliged to offer public service programming.

Some of these programs attract smaller audiences that, in turn, reduces the rev-
enue potential. See Brown (1996) and Solberg and Gratton (2000) for more

details on this issue.

Several countries such as the United Kingdom, Norway, and Sweden have

both Category 1 and Category 3 broadcasters, whereas others, such as Germany,

only have Category 2 broadcasters. The discussion in this article on whether

PSBs should continue acquiring expensive sports rights is mainly concerned
with non-commercial and semi-commercial PSBs.

For those in the former category, sports rights acquisitions only represent a

cost, not revenue. Hence, it reduces other program activities covered by PSB

programs that commercial broadcasters have not been interested in producing.

This differs for commercial broadcasters, which can make revenue from sports
broadcasting either from selling advertising and commercials (this also includes

commercial PSBs), recruiting subscribers, or pay-per-view fees.

Despite the strong growth in rights fees, however, European PSBs have not

been willing to give up popular (and expensive) sports programs. Many of them
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have continued bidding, occasionally with success. The European Broadcasting

Union (EBU) has continued acquiring the rights to broadcast the Olympics

on behalf of their members, which mainly are PSBs. Several PSBs have also

acquired popular sports rights on an individual basis, independent of the EBU.

This policy, of continuing to spend resources on extremely expensive sports

programming, is different from the strategy chosen by Australian PSBs. Al-
though Australian PSBs also have been—and still are—involved in sport broad-

casting, this has not included programs involving expensive right fees. In recent

years, such programs have been entirely taken over by commercial free-to-air

networks and pay-TV broadcasters.

This difference in policy between European and Australian broadcasters with
regards to sports broadcasting is the main topic of this article. It aims to shed light

on the consequences of the policy of European PSBs. In case there is a welfare

economic rationale for the public sector to intervene in sports broadcasting,

it asks the following: What is the most effective way for them to do so? Is it

giving the job to non-commercial broadcasters or implementing regulations such
as the Listed Events? After describing the recent historical development, this

article discusses what role PSBs should have in sports broadcasting according

to welfare economic theory. It also discusses the consequences of adopting a

policy that does not correspond with these recommendations. Which activities

are most likely to be displaced if PSBs continue acquiring expensive sports

rights? On the other hand, if the PSBs cease involvement in expensive sports
broadcasting, is it possible to prevent these programs from migrating to pay-TV

broadcasters so that the majority of people can watch for free?

The final section discusses the reasons for the different approaches taken by

European and Australian PSBs toward acquiring sports rights in their relevant

contexts. What is the rationale for why the European PSBs have adopted a
strategy that does not correspond with recommendations from welfare economic

theory?

HISTORICAL DEVELOPMENT

When PSBs were in a monopoly situation in most European nations, their job
involved the broadcasting of popular sports events such as the Olympic Games,

FIFA’s World Cup soccer finals, UEFA’s European Championships for national

teams, and many other popular international and national championships. This

pattern changed dramatically following the deregulation of European broad-

casting in the mid-1980s, which opened up the market for a large number of

commercial broadcasters. This development has caused a fierce competition for
popular content, which in turn is the main reason for the significant price in-

creases on popular sports rights.
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Escalating prices have forced many non-commercial PSBs to reduce their

involvement in sports broadcasting, an occurrence of which there have been

several examples in recent years. In 1988, ITV, the United Kingdom’s commer-

cial PSB, acquired the English Premier League exclusive rights in a deal that

ended their sharing of the rights with the BBC, the non-commercial PSB. Four

years later, ITV suffered the same destiny as their former partner when BSkyB
(currently the leading British pay-TV broadcaster) bid away these rights. Due to

their public service commitments, neither the BBC nor the ITV could afford to

spend the same proportion of their revenues on sports programming as BSkyB.

In 1996, the EBU lost the broadcasting rights for FIFA’s World Cup soccer finals

for the first time ever. The EBU was outbid by ISK/Kirch, which acquired the
rights for the tournaments in 2002 and 2006 at a total fee of $1.89 billion. This

price also included Asia and represented a tenfold increase from the former deal

covering the tournaments in 1990, 1994, and 1998 (Baskerville Communica-

tions Corporation, 1997). A similar example occurred in 2005 when EBU lost

the rights for UEFA’s European Championship for national teams (Euro 2008)
to Sportfive (a media agency) at a fee of more than DC600 million (TV Sports

Markets, 2005a).

Such incidents have also occurred on other continents. In 2004, the Canadian

PSB, Canadian Broadcasting Corporation (CBC), lost the rights to broadcast

the 2010 and 2012 Olympics to a partnership of two rivals, Bell Globemedia

and Rogers Communications. Bell Globemedia–Rogers bid $153 million for
the two combined Games, which was 110% higher than CBC’s bid. The price

represented a substantial increase from the 2006 and 2008 games, which CBC

acquired for $68 million (TV Sports Markets, 2005a).

Nevertheless, European PSBs have not given up on sports broadcasting. In

1996, the EBU acquired the complete 2000 through 2008 Olympic rights at a fee
of $1.44 billion, despite News Corporation bidding $2 billion. In 2004, the EBU

acquired the 2010 and 2012 Olympic Games at a record fee of DC614 million.

In addition, several European PSBs have acquired rights for FIFA’s World Cup

soccer finals in 2010 and 2014 on individual bases, not involving the EBU.

However, these acquisitions have forced them to dig deeper into their pockets

than was necessary during the period when they were monopolists. This has also
split the solidarity within EBU because the ability to cope with expensive sports

rights varies among its members. Radiotelevisione Italiana (RAI), the Italian

PSB, refused to participate in the joint purchase of the 2010 and 2012 Olympic

rights. They also disagreed with EBU over the valuation for Euro 2008, where

RAI only was willing to pay one half of the DC67 million it paid for Euro 2004
(TV Sports Markets, 2004).

The policy of the PSBs has been criticized by the European Commission.

In March 2005, the German public-service broadcasters ARD and ZDF were

accused of a series of irregularities in the way they acquired sports rights. The
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commission claimed that the behavior of the broadcasters went beyond their

public-service remit and constituted a distortion of the market. The commission

questioned the need for ARD and ZDF to acquire pay or video-on-demand

programming rights to fulfil their public service remit. Furthermore, it argued

that license-fee money not should be used to finance the acquisition of pay

rights, given that PSBs are not allowed to operate such a service (TV Sports

Markets, 2005b).

The Australian broadcasting market contains both similarities and differences

with the developments in the European markets. The Australian Broadcasting

Corporation (ABC) is a non-commercial broadcaster that gains revenue only

from public funding. It was established in 1932, and its function has many sim-
ilarities with non-commercial European PSBs (e.g., the BBC). Until the 1970s,

the ABC broadcast many sports including cricket, AFL, rugby, tennis, and the

Olympic Games. This pattern altered in the 1970s when commercial broadcast-

ers saw the value of becoming involved in sports programming (Turner, 2000).

Since then, the most popular (and expensive) sports programs have been taken
over by commercial broadcasters. Although the ABC has not given up sports

broadcasting, they have concentrated mainly on regional leagues and second-

tier products, such as womens’ basketball and netball. As an illustration, the

ABC has continued broadcasting matches from regional leagues in the AFL

(state Australian football leagues). However, they have left it to the commercial

broadcasters to broadcast the premier division, the AFL, which traditionally have
been the most popular and expensive Australian sports rights. The same applies

to popular Australian sports products such as the Olympic Games, Rugby Union,

National Rugby League (NRL), and cricket.

The Special Broadcasting Service (SBS) emerged in 1975 and has had a

strong focus on programming in languages other than English, supporting its
role as Australia’s multicultural and multilingual national public broadcaster

(SBS, 2006a). Governmental funding has been its main source of revenue, with

some supplementation from advertising revenues. This is regulated by legislation

(section 45 of the Broadcasting Act), which limits advertising to a maximum

of 5 min per hour (SBS, 2006a). The SBS portfolio of sports programs has

included soccer tournaments, but soccer has not been as popular as the products
mentioned earlier. Therefore, Australian soccer right fees have been considerably

cheaper than in Europe.

To summarize, although the Australian PSBs have continued being involved

in sports broadcasting, they have not spent the same amount of money on sports

rights as their European colleagues. Live sports programs, which involve expen-
sive sports rights, have been acquired by either the independent commercial free-

to-air broadcasters and by pay TV. Because of a comprehensive anti-siphoning

list, which is discussed more thoroughly later in this article, the majority of

people have been able to watch major events on free-to-air broadcasters.
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PSB—A WELFARE ECONOMIC PERSPECTIVE

Any discussion on what role PSB should have in society must be based on the

same principles as discussions about whether, and to what extent, the public sec-

tor should become involved in activities such as the production and distribution

of education, health services, and military defense. The public sector is heavily
involved in these activities all over the world.

Welfare economic theory identifies three sources of market failures that can

legitimize market interventions by the public sector:

� Public goods.
� Merit goods.
� Externalities.

Pure public goods refer to goods that are non-rivalling and non-excluding in

consumption (Samuelson, 1954). The former criterion applies to the reception

of a television signal. If one viewer is watching a program, he or she does not
prevent any others from taking in the same signal. Hence, to the broadcaster, the

marginal cost of transmitting a program to one additional viewer is literally zero.

The same characteristic applies to the programming costs, which can be regarded

as sunk costs once the outlays for a program have been incurred. Programs that

are broadcast free over the air (by terrestrial transmission) are non-excludable.

Cable and satellite transmission, however, allows for excluding viewers who
are unwilling to pay, and the same applies to new ways of transmission having

emerged in recent years (e.g., the Internet). In such cases, the programs are

regarded as impure public goods.

This article mainly focuses on market failures caused by displacement of

programs that have characteristics of merit goods and externalities. The concept
of merit goods was first introduced by Musgrave (1958) and has since been

developed and interpreted by Head (1974), who defined them as “goods that

individuals would choose to consume too little of due to imperfect knowledge”

(p. 216). Pozner (1972) extended this definition by also including “unaccounted-

for externalities” (p. 461) as another feature of merit goods. Hence, one can say
that merit goods refer to cases when individuals have imperfect knowledge and

information of the consequences of either of the following two alternatives:

� A person’s actions on his or her welfare.
� Actions taken by other individuals on his or her own welfare (i.e., unac-

counted-for externalities).

That merit goods are beneficial for the entire society represents a welfare

economic rationale for market intervention by the public sector (government)
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to correct this situation, so that the consumption and production of them is en-

couraged. Governments substitute their own preferences for those expressed by

individual consumers. This is based on a paternalistic philosophy; that govern-

ments know better than the consumer themselves what is best for them. In other

words, an individual cannot be left solely to judge what is “good” or “bad” for

him- or herself. Traditional examples of merit goods are cultural goods (e.g.,
public sculptures and opera concerts).

Levin (1980) provided three reasons for the public financing of merit goods

programs on TV. The first argument reflects the cultural elitist view. Its idea

is that even if people want comedy and variety shows, they should be given

Shakespeare. People may never come to like or watch Shakespeare as long as
they are offered alternatives, and they will be “better people” when they do. The

second argument is based on supporting an infant industry, where the idea is that

merit programs may eventually become economically viable in their own right

after viewers have been exposed to them for some time. The third argument

reflects the desire to uphold diversity in society. Such programs would find it
difficult to be viable on commercial channels, particularly in smaller markets.

Externalities refer to activities that cause incidental benefits or damages to

others with no corresponding compensation provided or paid by those who

cause the externality. The costs or benefits are not included in the supply price

or the demand price and, hence, not in the market price. This lack of motive

to incorporate the consequences of the actions represents the welfare economic
“problem” with externalities and will lead to a suboptimal level of goods and

services causing positive externalities and overproduction of goods and services

causing negative externalities.

Defining exactly what distinguishes a merit good from a commodity whose

consumption simply generates externalities is not altogether clear. However, in
the case of merit goods, we can emphasize the role of paternalism by others with

regard to the way we live our lives. In other words, the individuals themselves

are not necessarily the best judges of what factors contribute to their own (and

indeed, society’s) well-being (Cook, 1994). Hence, one can say that merit goods

refer to “inward” effects (for him- or herself), whereas externalities refer to

“outward” effects (for others). However, many effects have characteristics of
both merit goods and externalities. From a welfare economic perspective, the

problem with externalities and merit goods is that they are not being internalized

by consumers. Effects that are caused by TV programs will also be public goods

characteristics.

PSBs in Europe and Australia have been given a special responsibility for
producing TV programs with merit goods and externality characteristics. This

issue has also received attention in the literature focusing on the welfare eco-

nomic impacts from broadcasting. Brown and Cave (1992) argued that some

form of government intervention in broadcasting may be justified to ensure
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the production and transmission of PSB programming. They argued that some

form of government intervention in broadcasting may be justified to ensure the

production and transmission of PSB programming. This is based on fears that

an unregulated, all-commercial system of broadcasting would result in mar-

ket failure by not providing optimal levels of programs with characteristics of

public goods, merit goods, and externalities. According to Brown (1996), the
traditional rationale for governments ensuring the production and transmission

of PSB arises from the perceived social importance of the broadcasting media

and their potential influence on values, attitudes, and beliefs. The government’s

policy of promoting PSB, therefore, places greater emphasis on viewers and lis-

teners in their capacity as social beings, citizens, and voters than as consumers.
The rationale for intervening in the broadcasting market is not on the basis of

economic criteria but to achieve social objectives such as the promotion of ed-

ucation, equity, national identity, and social cohesion. Cave and Brown (1990)

stated:

: : : an operational definition that fits into the framework of economic analysis and

that is sufficiently general to embrace a listing of principles, is that public service

broadcasting is the presentation of broadcasting programmes as departures from the

coverage and schedules that would be offered by profit maximising broadcasters.

(p. 5)

The operating charters of European and Australian PSBs reflect such con-

siderations. As an example, the BBC’s report (BBC, 2004c): “Building public

value—Renewing the BBC for a digital world” states:

The BBC creates public value by serving people both as individuals and as citizens.

For people as individuals, the BBC aims to provide a range of programmes that

inform, educate and entertain, that people enjoy and value for what they are. For

people in their role as citizens, the BBC seeks to offer additional benefits over and

above individual value. It aims to contribute to the wider well being of society,

through its contribution to the UK’s democracy, culture and quality of life. So, in

the case of news programmes, someone may benefit not only from the programme,

but also from its wide availability and consumption by others, helping to create a

more informed society based on shared understanding. (p. 3)

ABC’s charter, section 6, declares that they should (ABC, 2006, p. 1):

� Broadcast programmes that contribute to a sense of national identity and

inform and entertain, and reflect the cultural diversity of, the Australian
community:

� Broadcast programmes of an educational nature.
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The charter (p. 1) also declares that they should transmit to countries outside

Australia broadcasting programs of news, current affairs, entertainment, and

cultural enrichment that will

� Encourage awareness of Australia and an international understanding of

Australian attitudes on world affairs
� Enable Australian citizens living or travelling outside Australia to obtain in-

formation about Australian affairs and Australian attitudes on world affairs;

and Encourage and promote the musical, dramatic and other performing

arts in Australia. In the provision by the Corporation of its broadcasting

services within Australia, take account of:
� The multicultural character of the Australian community
� In connection with the provision of broadcasting programs of an educa-

tional nature—the responsibilities of the States in relation to education.

Welfare Economic Impacts from Sports Broadcasting

Beyond increasing the utility of viewers and profit for commercial broadcasters,

sports broadcasting can also generate impacts that have characteristics of merit

goods and externalities. It can have a demonstration effect by teaching people

how to practice the sport; as a consequence of this, people do more exercising.

In turn, this can improve peoples’ health condition and quality of life, which
represents a merit goods outcome. Improved health can reduce absenteeism from

work so that the general production of goods and services in society increases.

This latter incident is an example of externalities. The demonstration effect can

also result in more children taking up the sport. In addition, these sports events

can also generate other categories of externalities (e.g., generating pride through

international sporting achievements).
Impacts caused by sports broadcasting also have public goods characteristics.

For example, an individual learning how to practice a sport from watching it

on TV does not prevent others from learning the same. The same characteristic

applies to enjoying national athletes’ success in international sport competitions,

to feeling that such successes strengthen national identity, and to similar plea-
sures. All of these satisfy the non-rivalling criterion, which is one of the main

characteristics of public goods. If one person feels pride at what their national

sports heroes have achieved, he or she does not prevent others from enjoying

the same. Furthermore, it is impossible to exclude someone from feeling pride.

Indeed, most people will regard it as a value in itself to have someone with

whom to share the pleasure. Thus, guaranteeing that everybody has access to
live TV programs from the events in question strengthens such externalities. In

other words, having a party completely alone is not of much worth.
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Some of the impacts mentioned earlier require participation from quite a

number of people. It is difficult to imagine a state of “national celebration” if

only a few people are interested in the event or the sport. Such effects may be

considerably reduced if people are prohibited from watching the event on TV.

People will not have the same pleasure from learning the results in the news as

from watching the event live on TV.
Protecting such effects is the rationale behind the European Listed Events

and the Australian Anti-Siphoning list. See Solberg (2002) and Boardman and

Hargreaves-Heap (1999) for more details about the European Listed Events. The

purpose of these regulations is to prevent events of major interest for society

from migrating to pay TV. By 2001, 12 European nations had implemented
such lists (European Audiovisual Observatory, 2001). They require that chan-

nels broadcasting sports programs of major importance for society must reach

a specific percentage of the TV households, but leave to the respective govern-

ments deciding the level. So far, the levels have varied from 95% (the United

Kingdom) to 67% (Germany), whereas the majority requires 90%.
Such regulations were superfluous in the “old days” when all sports programs

were broadcasted only by PSBs that reached almost 100% of the TV households.

These also had a higher penetration than any of their commercial rivals during

the years when commercial broadcasting was in its infancy in Europe. In recent

years, however, this pattern has changed with advertising broadcasters closing

the gaps in penetration, and in many cases even eliminating them.
This development has reduced the welfare economic rationale for PSBs to

continue acquiring expensive sports programs. Advertising broadcasters will al-

ways prioritize programs attracting mass audiences and, therefore, be more than

willing to broadcast popular sports programs. Hence, the majority of people will

be offered such programs without non-commercial PSBs doing the job.
The exception is when the programs migrate to pay-TV broadcasters with

limited penetration. However, this scenario can be prevented by effectuating

the European Listed Events regulation, as mentioned earlier. European pay-

TV broadcasters have shown moderate interest for one-off events such as the

Olympics and World Cup soccer finals. Their main priority has been regular

tournaments with annual seasons of long duration, and particularly soccer tour-
naments, which so far have been the most effective products with regards to

recruiting subscribers. Some pay-TV broadcasters acquired the rights for the

2002 World Cup soccer finals. However, many of these acquisitions did not

generate sufficient financial revenue to cover the costs. These negative experi-

ences seem to have reduced their interest in continuing purchasing the rights for
one-off events.

Although the total costs of broadcasting popular international sports events

such as the Olympic Games and FIFA’s World Cup soccer finals are extremely

expensive, this does not reflect costly programming costs. These events are
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broadcast to more than 200 nations, which provide excellent opportunities for

the sharing of programming costs. Extremely expensive rights fees are connected

with the popularity of the sports and the events. This can generate a fierce com-

petition between the broadcasters. Furthermore, it also depends on the sellers

staging effective auctions. See Solberg (2006) for a more thorough discussion

of this topic. Bidding drives up the price but does not induce a proportionate
increase in resources committed to producing the programs. The total net rev-

enues from broadcasting the most popular sports programs are enormous. The

auctioning process can be regarded as the “arena” where those involved in this

process fight for maximizing their own proportion of these revenues.

The owners of popular sports rights such as the IOC, FIFA, and UEFA would
still make a profit from selling their premium products even if the rights fees

were dramatically reduced. If necessary, they would probably be willing to

sell them for fees that did not even cover the costs because the absence of TV

coverage could reduce sponsorship revenues dramatically. Thus, these events will

certainly be broadcast on TV. Although representatives from broadcasters may
argue differently before reaching agreements with the sellers, such statements

should be considered as tactics during negotiations and nothing else.

TV viewers’ willingness to pay not only depends on their interest for the

program but also on their purchasing power. Some of those who are deterred

from watching might be very interested but cannot afford to pay the fee. Hence,

excluding potential viewers by pay-per-view fees or subscription fees also can
come in conflict with social objectives regarding the distribution of goods, such

as offering all citizens broadcasting services of a minimum technical quality

irrespective of their geographical location and purchasing power. However, if

unequal income distribution reduces the demand from lower income groups,

this will, in itself, also cause inefficiency.

The Live Sports Program—A Homogeneous Product

A live sports program from a specific sporting event is a homogeneous product.

The program has the same consumption value regardless of the type of television

service that delivers it. There will hardly be any difference in quality of the

programs from one channel to another. For the viewers, it does not matter
whether a soccer match is broadcast by a PSB or a commercial broadcaster. The

channels can put different amounts of resources into the programming, which

also will influence the quality on the programs. However, there are not significant

differences between PSBs and commercial channels in this manner.

The only difference is that non-commercial PSBs do not put in advertising.

Most people dislike that programs such as movies, debates, and news are being
interrupted by commercials; the same applies to sports programs. However, there

is no reason to treat viewers of sports programs differently from viewers of
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other programs. Certainly, that sports programs are financed by advertising can

influence the way the sport is performed. One example is time-outs, which are

common in many team sports. Although they enable players to recover and

give teams and coaches the ability to discuss tactics, their major purpose (in

many cases) is to give more room for commercials. This, and similar tracks of

commercialism, can be regarded as unwanted effects as they change the way
sports are being performed.

However, such tracks of commercialism have not been restricted to sports

programming. Profit-maximizing TV channels always have commercial consid-

erations in mind, both when constructing their menu of programs as well as when

producing the specific program. As an example, many news programs provide
short and superficial coverage of topics instead of in-depth analyses. The reason

for this is fear that the majority of viewers would tune into another channel if

too many in-depth analyses are presented. Similar considerations can influence

other programs, such as debates and documentaries. Hence, such (negative?)

effects from TV advertising are not restricted to sports programming.
The core programs from international sporting events are usually produced

by a host broadcaster within the host nation or by independent production com-

panies. TV viewers across the whole world watch identical pictures from events

such as the World Cup soccer finals and the Olympic Games. Hence, such pro-

grams are of a homogeneous character, as their quality not will be influenced

by which national broadcaster shows the event within the respective nations.
This is different from heterogeneous programs, such as news programs and

documentaries, where different broadcasters can approach issues differently and

hence provide viewers with a broader perspective than if they were only covered

by one channel. This would contribute to pluralism, which in most societies is

regarded to be of a value of its own.
Popular sports programs might attract more people to other programs, due to

lag effects. It is common knowledge that a proportion of the viewers of a program

tend to stay with the channel and continue watching the next program. Hence,

such lag effects can increase the audience on programs that have characteristics

of externalities and merit goods. However, if the sports programs in question

involve extremely expensive rights fees, the benefits from increased rating figures
may not outbalance the costs.

The Cost Structure of Broadcasting

The cost structure of TV broadcasting can vary enormously from one program

to another. This is clearly illustrated in Figure 1, which is based on data from

the BBC’s activities from 2003 to 2004 (BBC, 2004a).1

1Source: British Broadcasting Corporation (2004a).
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FIGURE 1 Programming cost per hour (British Broadcasting Corporation [BBC], £1,000,

2003–2004 season). Note. Calculated on the basis of the BBC’s Annual Reports and Accounts,

2003/04 (2004a).

Drama was by far the most expensive category, whereas sports came fourth,

only accounting for 30% of the costs for drama. The cost figure for sports
programs, however, hides great internal variations because some programs can

be extremely costly due to the expensive rights fees. Non-commercial PSBs that

acquire such rights will have to reduce other activities—also including merit

goods programs and programs generating externalities. Figure 1 illustrates that

drama, which is a typical merit goods program, belongs to the most expensive
categories.

Recent history contains several examples where such program activities have

been sacrificed to make room for expensive sports rights acquisitions. This was

highlighted in Norway, when the NRK director of cultural programs in 1999

resigned as a protest toward NRK’s reduction of cultural programs.2

2Retrieved April 24, 2006, from http://musikk-kultur.no/nyhet_detail_1.asp?kategoriD13&

offsetD150&idD61
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Advertisers on TV are aiming to reach as many potential customers as possi-

ble. Hence, their willingness to pay for ad slots will broadly be proportional to

the size of the TV audience. Thus, advertising broadcasters will prioritize pro-

grams that maximize the viewing audience. Hence, they will always be interested

in popular sports programs.

Pay-TV broadcasters, on the other hand, earn their revenues from the viewers.
Different from advertising-supported broadcasters, they can benefit from taking

into account the intensity of viewers’ preferences expressed in monetary terms

when constructing their price policy. Their revenue stems from the consumer

surplus the viewers would have kept to themselves had the programs been of-

fered free of charge. Hence, programs that attract small audiences can still be
economically viable, provided that a sufficient number of viewers have a high

willingness to pay and the broadcaster finds a way of charging them. See Sol-

berg and Gratton (2000) for a thorough discussion of the sports broadcasting

policy of these two categories of broadcasters.

Profit-maximizing commercial broadcasters only consider the direct revenues
(and costs) when deciding which programs to broadcast. Hence, they will not

be interested in “taking over” from PSB programs generating externalities and

merit goods unless the direct revenues are sufficient to make them profitable.

Figure 1 illustrates that the production costs for merit goods programs, such

as dramas, can be very expensive. Thus, they are also the likely candidates to

be sacrificed in case expensive sports programs require cost reductions in other
activities. Hence, there is a great risk that these programs will disappear if the

PSBs are unwilling to do the job.

CONCLUSION

This article has uncovered that the policy of non-commercial European PSBs has
not been based on recommendations from welfare economic theory. Despite the

fact that free-to-air commercial broadcasters are able to provide the general pub-

lic with TV programs from sports events of major importance for society, PSBs

have not been willing to give up this job. Instead, they have continued bidding

on extremely expensive sports rights such as the Olympics Games and other
international championships—and sometimes with success. As a consequence

of this strategy, however, they have been forced to reduce other activities, in-

cluding programs that have characteristics of merit goods and externalities. This

was illustrated when NRK’s director for cultural programs resigned as a protest

toward NRK’s reduction of the funding on such programs.

Some PSBs have been willing (or forced) to give up expensive sports rights
more quickly than others. The BBC, probably one of the most respected PSBs

worldwide, has not broadcast live football from the English elite division
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(currently named the Premier League) since 1988. The major reason for this

was that price escalation sports rights took off earlier in the United Kingdom

than in other European nations due to BSkyB’s aggressive market policy. There-

fore, the BBC had to accept that domestic live football became too expensive

before many other European non-commercial PSBs. Their alternative was to

compete for a highlight program (the match of the day).
However, the BBC has continued broadcasting prestigious one-off events

such as the Olympic Games, World Cup soccer finals, and the European foot-

ball championship for national teams. If the BBC spent £50 million on broad-

casting the Olympics, this money could alternatively have been spent on other

activities. Different from pure commercial broadcasters, the BBC does not earn
any revenues from sports broadcasting. Hence, it is in the nature of this matter

that expensive sports rights acquisitions have alternative costs. In other words,

they reduce other program activities. This particularly applies to non-commercial

PSBs, and to some extent also to semi-commercial PSBs who earn their revenues

both from license fees, public funding, and advertising.
The process with commercial broadcasters taking over popular sports pro-

gramming has gone slower in other nations. One example has been in Norway,

where the NRK acquired the rights for domestic Norwegian football (currently

called the Tippeliga after its sponsor) much longer (i.e., until the 2005 season).

When the rights for the 2006 through 2008 period were auctioned, NRK finally

had to accept that the fees had become too expensive. However, this has not
reduced domestic elite football on Norwegian free-to-air TV. The rights were ac-

quired by TV2 (NRK’s commercial PSB rival in Norway), and the TV audience

has been offered the same number of matches free of charge as when TV2 and

NRK held the former deal together. The same applies to national team matches,

which all are being broadcast on TV2’s main channel. Hence, the NRK having
been forced to give up Norwegian football has not had any negative conse-

quences for the Norwegian TV audience. NRK, on the other hand, now can use

the resources they alternatively would have spent on football on other program

activities.

Although non-commercial and semi-commercial PSBs have upheld variety

in their menu of programs, this does not represent any rationale to continue
acquiring expensive sports rights. In welfare economic terms, such acquisitions

will force the broadcasters whose production is at the production-possibility

frontier3 to reduce other activities. This can both influence typical public service

programs as well as other categories of programs.

The policy of European PSBs has received criticism from the European Com-
mission, which has accused them of going beyond their public-service remit.

3See Stiglitz (2000) for more details about the production possibility frontier.
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The commission has also questioned the need for them to acquire pay-TV rights

to fulfil their public service remit and argued that license-fee money not should

be used to finance such rights (TV Sports Markets, 2005a).

Standard welfare economic literature argues that the job of the public sector is

to maximize society’s welfare, subject to budget constraints. PSBs have a special

responsibility for programs that have externalities and merit goods characteristics
because profit-maximizing broadcasters will provide suboptimal levels of such

programs.

Australian PSBs have acted differently from their European counterparts by

not entering into bidding contests for the most expensive sports rights. The

ABC broadcast the Olympics in its early days, but this came to an end when
the escalation on rights fees took off. One reason for this was that commercial

broadcasters already had entered the Australian market at this point of time.

Continuing with expensive sports programming such as the Olympic Games

would have reduced ABC’s ability to fulfil its PSB commitments. In recent

years, the Australian summer Olympics rights have become the most expensive
Olympics worldwide per capita (Solberg & Gratton, 2005). A similar pattern

applies to popular TV products such as the AFL, Rugby Union, NRL, and

cricket matches, which all require expensive sports rights acquisitions. Although

the ABC has continued broadcasting these sports, this only includes events and

tournaments that are considerably cheaper than the “premier products,” such

as regional tournaments. SBS, the other Australian PSB, has acquired rights
for sports such as soccer, but the fees on these rights are considerably cheaper

than in Europe because soccer has had a moderate appeal in the Australian

market.

A very comprehensive anti-siphoning list has prevented major sports events

from being broadcast only by pay-TV broadcasters. Hence, Australian TV view-
ers have been offered these programs without having to pay additional fees.

Apparently, no one has suggested closing down the ABC and the SBS despite

neither of them broadcasting the most popular sporting events in recent years.

In Europe, the European Listed Events regulation can do the same job as the

Australian Anti-Siphoning list. The purpose of these two regulations is identical,

namely to prevent sports events of major importance for society from migrating
to pay-TV broadcasters. Profit-maximizing advertising broadcasters will always

be interested in sports programs that attract mass audiences. The European Listed

Events regulation reduces the competition and hence also the rights fees, as it

prevents pay-TV broadcasters from exclusively acquiring these products.

The regulations guarantee that the majority of people can watch popular sports
programs even without the PSBs doing the job. Nevertheless, the European non-

commercial PSBs have not been willing to accept that their services have been

rendered superfluous, even if the acquisition of expensive sports rights have

reduced their ability to fulfil traditional public-service commitments.
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Why European PSBs Have Not Followed

Recommendations in Welfare Economic Theory

Theory on bureaucratic behavior can provide some explanations for why PSBs’

policy not has corresponded with recommendations from welfare economic the-

ory. Such a perspective regards bureaucrats as individuals who aim to maximize
their own personal utility functions. A bureaucrat’s utility function may include

variables other than the output of the public sector and the welfare of society.

According to Weber (1947), a bureaucrat’s natural objective is power. Miguè

& Bèlanger (1974) emphasized that bureaucrats have positive marginal utility

from a budgetary slack. Slack in this case is defined as the difference between

appropriated budget and the true minimum cost. Niskanen (1971, p. 38) listed
objectives such as public reputation, power, patronage, and the output of the

bureau as objectives of bureaucrats.

The popularity of sports varies considerably, and representatives of PSBs may

find it more exciting to be involved in programs that attract mass audiences than

those targeting minority groups. This strategy can also increase the broadcaster’s
prestige and popularity among the general audience. Ideas that larger audiences

can justify increased funding may lead to the production and presentation of

more commercialized (non-PSB) programming (Brown, 1996). Representatives

from European PSBs have openly admitted that they prioritize programs that are

able to attract large audiences, such as popular sports programs, to legitimize the
license fee. This was confirmed in an interview with Tor Aune, head of sports

rights in the NRK and vice president of the EBU’s sports group (Helland &

Solberg, 2006).

The BBC discusses its future role in sports broadcasting in the report, The

BBC and Sport (BBC, 2004b), and reveals similar attitudes:

Building Public Value and sport

Sport on the BBC is at the core of the BBC’s ambitions to continue Building Public

Value: : : : Three areas are critical to this and echo the sentiments of Building Public

Value. Firstly, to remain at the heart of the national debate on sport the BBC must

continue to invest in the acquisition and broadcasting of major events and harness

the services and brands of the BBC to make the most of them: : : :

Coverage of major events

In an era of audience fragmentation live sport and in particular major events

remain a key way of building public value. Along with other national cultural or

political events, sporting moments can bring swathes of the country together. The

BBC recognises this and is committed to funding the acquisition and production

of major sporting events. For example, recognising the success of the Sydney

and Athens Olympics in uniting the country, the BBC has already obtained the

television and radio rights for the 2008 and 2012 Olympic Games.
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As another example, Denmark Radio (DR), the Danish PSB, decided to cease

broadcasting mega events such as Olympic Games, World Cup Soccer finals,

European Soccer Championship for national teams, and Tour de France due

to the expensive rights fees on these events, according to newspapers in April

2007 (“DR Sporten,” 2007). This was a part of a cost-saving plan. As a reaction

to this, Hans Tore Bjerkås, the director of the NRK, in a newspaper interview
argued (“Rystet Over Dansk,” 2007):

This is a risky and strange decision. It is a dangerous way to go for a public

service broadcaster. Sport is one of the girders for a broadcaster like DR, and it

is perilous to cut one of these in that way.

Tor Aune expressed a similar attitude in a newspaper interview (“NRK Skremt,”
2007):

Sport is an engine for a public service broadcaster, and I believe there is a risk

that DR can end up as a niche broadcaster without sport. Then the fundament for

the license disappears. To put it mildly: It is bold of them.

Together with the NRK and Swedish Television (the Swedish non-commercial

broadcaster), DR has submitted bids on sports rights for major sporting events.
Aune also expressed concerns about the consequences that DR’s decision will

have for the other two broadcasters:

Yes, as for the ability to jointly acquire sports rights, it certainly weakens the

competitive power when one third of the alliance withdraws.

These attitudes, however, indicate more concerns about the popularity of

PSBs than with the TV viewers. The United Kingdom has several commercial
broadcasters with the same household penetration as the BBC, and these would

be more than willing to take over the Olympics. In addition, the United King-

dom European Listed Events regulation prevents broadcasters with a penetration

lower than 95% from broadcasting major sporting events. Hence, TV viewers in

the United Kingdom would certainly be offered the Olympics (free of charge)

without the BBC doing the job.
The same applies to Denmark, where TV2 Denmark, the commercial PSB,

immediately expressed interests in acquiring the broadcasting rights for the major

events from DR. TV2 has about the same penetration as DR. Denmark was

among the first nations to implement the European Listed Events regulation but

has later withdrawn it. However, a reintroduction of the European Listed Events



SPORTS BROADCASTING 307

would guarantee that major sporting events still could be watched free of charge

in Denmark.

There is no longer any welfare economic rationale to continue acquiring

expensive sports rights, neither for the BBC, DR, nor their colleague European

PSBs. The attitudes presented earlier suggest that the broadcasters try to uphold

their own popularity by spending resources on programs the public alternatively
could have watched free of charge on other commercial broadcasters.

Similar objectives can characterize the strategies of politicians who are in-

volved in setting up the objectives of these broadcasters and the ones to investi-

gate whether they are being followed. Following rational choice considerations

(Friedman & Hechter, 1988), politicians basically aim at being re-elected. This
will influence their policies between the elections (Downs, 1957). This provides

a motive to support policies that are popular among the voters and not primarily

those that have characteristics of merit goods and externalities.

Indeed, a reduction of such programs is unlikely to cause any negative reac-

tion from the majority of voters. Musgrave’s (1958) definition of “merit goods as
goods that ought to be provided even if the members of society do not demand

them” (p. ) also illustrates the reason for why they risk being underprovided.

Individuals do not fully assess the positive impacts of these goods, either for

themselves or for others. In economic terms, these variables are not integrated

in a consumer’s utility functions. Hence, not many people will protest if such

programs are underprovided, neither toward the broadcasters nor the politicians.
This also makes it easier to sacrifice them to afford expensive sports rights

acquisitions. Politicians are the ones who should bear the responsibility for mo-

tivating PSBs to uphold merit goods programs but will not become unpopular

among the voters by sacrificing such objectives.

This article has illustrated an incident where it is more efficient of the public
sector to regulate the market than to produce the good itself. The European

Listed Events regulation would render non-commercial and semi-commercial

broadcasters superfluous with regards to broadcasting sporting events of ma-

jor importance for society. It guarantees that everybody can watch such pro-

grams free of charge—even if the job is done by commercial broadcasters.

Nevertheless, European PSBs have not been willing to give up expensive sports
programming—even if this policy has reduced their ability to fulfil traditional

public-service commitments. The reason for this strategy seems to be based on

personal preferences among those representing the broadcasters and not on any

welfare economic rationale. The utility from carrying the big events probably

accrues to management in the form of attention (PR) and prestige, more than
to concerns for the consumers. The Norwegian football example illustrates that

the sports viewers have nothing to fear if non-commercial or semi-commercial

broadcasters give up the most popular sporting events.
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