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PREFACE

An economic assessment of Sanoma's state aid complaint:
competitive effects of Yle's Areena and learning material services

On 23 April 2021, Sanoma Media Finland Oy (hereafter Sanoma) submitted a complaint to the
European Commission concerning potentially unlawful state aid received by Yleisradio Oy (hereaf-
ter Yle), the Finnish public service broadcaster. Sanoma’s complaint concerns two areas of service:
Yle Areena, Yle's Video-on-Demand service, and online learning services. DLA Piper Finland (acting
for Yle) asked Copenhagen Economics to assess Sanoma'’s complaint from an economic perspective.
Our assessment, presented in this report, focuses on Sanoma’s specific allegations regarding ad-
verse effects on competition.
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INTRODUCTION AND EXECUTIVE SUMMARY

An assessment of Sanoma's state aid complaint concerning Yle's
Areenda and leaming services

Yie seeks to generate public value while ensuring its services do not
have distortive effects on the market

Public service broadcasting is identified by the European Commission as a public service. Desig-
nated providers delivering these services are eligible for public funding according to the EU Treaty
and, as such, are subject to state aid regulation. Member States can provide funding for public ser-
vice broadcasting, insofar as the funding is aligned with the services defined by the Member State
and does not affect trade and competition in the EU against common interest.

Within this legal framework, Yleisradio Oy (hereafter Yle) seeks to discharge its public service remit
set. To stay relevant for audiences now and in the future, Yle constantly adapts to ongoing changes
in technology and consumer preferences. Any material investments in, and changes to, Yle’s ser-
vices can potentially affect commercial providers. The effects can be positive and stimulate demand
and promote innovation, or they may, if taken too far, have adverse effects on competition to the
detriment of consumers. In any case, Yle’s material service changes are subject to rigorous scrutiny
before being implemented. A key question is whether competition is significantly affected, and
whether any effect on competition is manifestly disproportionate to the objectives pursued.

Sanoma alleges that Yle’s VOD and learning services give rise to market
distortions and amount to unlawful state aid

On 23" April 2021, Sanoma Media Finland Oy (hereafter Sanoma) submitted a complaint to the
European Commission concerning allegedly unlawful state aid received by Yle. Sanoma’s complaint
concerns two areas of Yle's service: 1) the Yle Areena, the Video-on-Demand: -service of Yle (here-
after Yle Areena); and 2) online learning services.:

In its complaint, Sanoma alleges the state funding for Yle’s provision of these services grants a se-
lective economic advantage to Yle and distorts competition. Sanoma considers that the funding at-
tributable to these services constitutes aid incompatible with the internal market. According to
Sanoma, Yle provides these services for free, entering existing competitive markets and distorting
competition on these markets as a direct consequence of their free services.> Sanoma further alleges
that, due to Yle’s allegedly unlawful activities, Sanoma'’s ability to generate revenues is seriously af-
fected. According to Sanoma, Yle crowds out domestic commercial providers who “struggle to sur-
vive" 4

i Yle Areena offers both a video library and catch-up service where content already broadcast can be watched. Yle Areena also
provides audio-on-demand service which contains (most of) Yle’s radio programs and Areena-only podcasts.

2 Online learning services of Yle include ¥Yie Oppiminen, Abitreenit and Triplet, amongst others.

2 Namely, the existing markets as described by Sanoma are markets for 1) audiovisual content (both linear and non-linear),
2) digital learning materials, and 3) acquisition of broadcasting rights.

4 In this report, we label MTV (owned by Telia), Ruutn (Sanoma) and Elisa Viihde Viaplay as ‘domestic commercial provid-
ers’ and Netflix, Disvey and HBQO as ‘global commercial providers’. This is consistent with the labelling in Sanoma’s com-
plaint (para. 88, Table 1).



Copenhagen Economics was asked to assess whether economic
evidence supports Sanoma’s allegations of market distortions

Against the backdrop of Sanoma’s complaint, DLA Piper Finland (acting for Yle) instructed Copen-
hagen Economics to investigate whether Yle's activities could indeed result in market distortions as
alleged by Sanoma. We were asked to assess Sanoma’s specific allegations concerning
the adverse effects Yle may have on the VOD and learning markets. While equally rele-
vant, it is beyond the scope of our assignment to assess the public value created by Yle, i.e. the socie-
tal benefits against which any distortions should be weighted.

Sanoma’s complaint suggests three main ways in which competitive distortions could arise:

1. Crowding out commercial Video-On-Demand (VOD) - Yle’s free provision of VOD
Yle Areena decreases the number of paid Subscription-based Video-On-Demand (SVOD)
subscriptions and the viewing of Advertising-based Video-On-Demand (AVOD) to the det-
riment of commercial broadcasters.

2. Distorted rights acquisition - Yle’s in-house production and acquisition of content
rights distorts the functioning of the audiovisual content rights market.

3. Commoditising learning materials - Yle's free provision of online learning materials
commoditises the market for digital learning materials.

The European Union and its Member States, through the Amsterdam Protocol, acknowledge the
special nature of the media sector and public service broadcasting, which needs to be reflected in
assessment of state aid and distortions created. In particular, the General Court has confirmed that
in context of public broadcasting, the aid must affect “competition significantly and to extent which
is manifestly disproportionate to the objectives pursued by the Member State” and that such aid
should render “it impossible or excessively difficult for a private operator to conduct business in
the [Spanish] broadcasting market”s

Generally, an economic analysis of the impact of a state-funded public service on commercial enter-
prises typically proceeds in steps. First, the affected markets are defined, and their competitiveness
is investigated. The magnitude of the aid used to fund the public service is compared with the size of
the affected markets and closeness of competition between the public service and the commercial
enterprises is assessed.© A rigorous econoinic assessment would seek to establish a counterfactual
(i.e. market outcomes in the absence of the aid) and build on testable theories of harm. Sanoma's
complaint includes elements of these steps but, as we explain in this report, generally falls short of
substantiating its allegations with reliable, transparent evidence.

Focusing on specific allegations put forward by Sanoma, we sought to inform an assessment of
whether Yle's contested services could amount to unlawful state aid, thereby making it excessively
difficult for commercial operators to enter, or remain in, the relevant markets concerned. We
found that Sanoma’s allegations generally rest on erroneous assumptions not sup-
ported by transparent evidence. Consequently, Sanoma substantially overstates any
adverse effects Yle’s contested services may have on commercial providers.

5 Judgement of the General Court, Case T533/10, 11 July 2014, paras. 155 and 160.
& For a framework to assess the impacts of state aid on competition, see, for example, a study commissioned and published by
the Eurcpean Commission: Oxera (2017). Ex post assessment of the impact of state aid on competition, p. v.



Sanoma overestimates the magnitude of alleged aid received by Yie

The relative magnitude of the aid could be informative as regards the magnitude of the distortions
to competition.” If the magnitude of the aid granted is small relative to the size of the affected mar-
ket, any aid measure is unlikely to have an appreciable effect on competition.* Put another way,
each of the above theories of harm are more likely to be credible if the aid is large relative to the size
of the relevant markets.

With regards to VOD services, Sanoma estimates the cost of Yle Areena services beyond catch-up
services — i.e. the allegedly unlawful expenditure. Sanoma bases its calculation on TV-related con-
tent costs of [Jfiffnillion annually, out of which [Jfnillion is attributed to Yle Areena’s beyond
catch-up functionality.s Sanoma’s estimates lack transparency and are impossible for us to repli-
cate, It appears that Sanoma significantly overestimates the magnitude of funding at-
tributable to the contested features of Yle ‘s "beyond catch-up’ services. Sanoma’s esti-
mates are significantly higher than our conservative estimates, which are based on our assessment
of the relevant cost drivers and accounting data from Yle.

Sanoma’s allegation that Yle Areena would crowd out commercial
providers is not supported by evidence of market developments

The way media content is consumed is undergoing significant changes. Traditional commercial
broadcasters face increasing competition from global SVOD providers, such as Netflix, HBO and
Disney, and tech companies with social media and video services, e.g. Google (YouTube), Tik Tok,
Amazon and Facebook. The use of linear TV is in decline and consumers increasingly want to access
audiovisual content when convenient for them, not necessarily when the content is first broadcast.
Audiovisual content is consumed via computers, mobile phones, tablets, and smart-TVs. To achieve
its public value objectives and to stay relevant for diverse audiences, Yle needs to adapt to the ongo-
ing changes in media consumption and has sought to do so by developing and updating its Areena
service.

Sanoma alleges that Yle Areena’s functionalities go beyond what would be needed for Yle to meet its
public service remit. In particular, Sanoma alleges that in the digital age consumers would have
willingness to pay for commercial VOD services, and the growth of Yle’s Areena crowds out private
investment in these services.

Our analysis of data from Yle and the public domain did not identify market develop-
ments that would support Sanoma’s allegations. The Finnish VOD market does not appear
to underperform in international comparisons in terms of market entry, concentration, and con-
sumer uptake of commercial VOD services. We found no evidence to suggest that the launch of Yle
Areena’s contested features would coincide with any significant decline in the use of commercial
services. On the contrary, many of these services show rapid growth over recent years, and there is
no evidence to suggest that commercial providers’ profitability is under strain due to the presence
(and functionalities) of Yle Areena. Furthermore, Yle's data shows that the increased use of Yle
Areena reflects the decline in the viewing of Yle’s linear TV over 2016 — 2019 (before the Covid 19
cutbreak).= Yle Areena enables Yle to maintain some of its prior overall viewership amid changing
consumption patterns. In all, Sanoma’s allegation concerning Yle’s “uncontrolled expansion” ap-
pears unfounded.

See, for example, Oxera (2017). Fx post assessment of the impact of state aid on competition, p. v.
It is not plausible to establish a direct relationship between the amount of 2id given and the distortive effects of the aid.

Sanoma Complaint, e.g. para 129.
During the global pandemic all home-based use of entertainment has increased. We consider that this is in all likelihood

temporary and the pre-pandemic consumption more reliably reflects the change in usage patterns ever time.

I ]



While this data analysis is descriptive in nature and does not allow us to establish precise counter-
factual market outcomes that would prevail in the absence of Yle Areena’s contested functionalities,
it casts serious doubts on Sanoma’s allegations, which appear to exaggerate any commercial chal-
lenges private providers are facing, and the role of Yle Areena.

Sanoma substantially overstates the effects of Yie Areena on the take-

up of SVOD services in Finland

Central to Sanoma’s allegations is a quantification of the estimated effects of Yle Areena. Sanoma
attempts to quantify an alleged effect of Yle Areena’s allegedly VOD-like service on commercial
VOD providers’, and specifically Sanoma’s, revenues from Subscription- and Advertisement-based
Video-On-Demand. Specifically, Sanoma alleges that, in the absence of Yle Areena, households al-
ready subscribing to a commercial SVOD service would have subscribed to additional commercial
e
[l (the so called ‘stacking effect’). Sanoma further alleges that the presence of Yle Areena signifi-
cantly reduces the use of AVOD services.

Sanoma does not disclose sources of evidence behind its assumptions. In particular, Sanoma’s esti-
mate of the ‘stacking effect’ (SVOD users subscribing to further services in the absence of Yle
Areena) is not underpinned by transparent evidence and appears to be based on rudimentary as-
sumptions. These assumptions appear bold when put in the context of SVOD take-up observed in
other countries.

To inform our assessment of the reliability of Sanoma’s assumptions, we designed a customer sur-
vey, which was conducted by IROResearch Oy (IRO), a market research company. Similar types of
surveys are frequently conducted in the context of competition assessments more generally, and our
survey design built on an approach employed by Ofcom, the UK communications regulator, in a
closely related competition impact assessment.=

Our analysis based on survey evidence shows that the effects estimated by Sanoma
rest on erroneous assumptions. The survey-based analysis suggests that Sanoma substantially
overstates any revenue effect Yle’s allegedly VOD-like services could have on commercial operators.
In particular, Sanoma’s estimate of the ‘stacking effect’ is

I =s the effect we estimated based on survey evidence. Put simply, substantially fewer
customers would subscribe to additional SVOD services in the absence of Yle Areena (or its con-
tested functionalities) than Sanoma alleges. We also find that Sanoma’s allegations regarding AVOD
appear unfounded and are not supported by the evidence we obtained from the survey (although
Sanoma has not disclosed some of the key elements of its analysis).

Sanoma’s allegations regarding content markets are unfounded

To fulfil its public service objectives and stay relevant for diverse audiences, Yle invests in audiovis-
ual content. This includes the production of original content (in-house and commissioning) and the
acquisition of rights to broadcast audiovisual content both over linear TV and over Yle Areena (just

around 5% of Yle’s content is shown exclusively on Yle Areena*).

s Ofcom estimated the impacts of the BBC iPlayer and its certain features.

= Around 5% of Yie's content is shown exclusively on Yle Areena by the main scheduling system. There are also additional on-
demand-only publications as clips, live streams and some fast published genres, which are not included in this figure.
Source: information provided by Yie.



According to Sanoma, Yle distorts the content acquisition market. The economic underpinning (the
theory of harm) of Sanoma’s allegations is unclear in the complaint, but appears to be two-fold:
First, Sanoma alleges that, as Yle is not dependent on subscription fees or advertisement revenue, it
can invest without commercial considerations on returns and acquire domestic and foreign content
at prices commercial providers cannot match.= Second, Sanoma alleges that Yle drives up the “input
prices” by generating demand and funding domestic content. This, according to Sanoma, crowds
out commercial providers.

The available evidence does not support Sanoma’s allegations.

First, Yle's ability to outbid other providers is constrained by its finite budget and stat-
utory duty to ensure variety in programming. Yle's total drama expenditure has not in-
creased in real terms over the last 10 years.« This contrasts with Sanoma’s allegations and suggests
that Yle has not expanded its share of the available content over a period when the size of the over-
all content market has grown significantly. Further to this, Yle faces a statutory duty to ensure vari-
ety in its programming. It is not Yle’s objective to focus its purchasing budget on a narrow area of
content and its statutory duties constrain its ability to do so. This again contrasts with commercial
providers that may make a strategic choice based on the expected returns of certain content rights.

Second, Sanoma overstates Yle's role in competition for content rights. Competition for
foreign and domestic content has intensified mainly because of the large, glohal SVOD providers

such as Netthy and HBO (S
R | e limited overlap is also mani-
fested through the composition of Yle’s programming content, which varies considerably from that
of commercial providers, and through consumers generally not viewing domestic VOD providers as
the closest substitutes to Yle. [

I - Even though some of these titles have subsequently proven
popular, the gap between production and Yle’s acquisition date indicates that these rights were not

fiercely competed for by commercial providers at the time of production.

Third, there is no evidence to suggest that Yle ecrowds out commercial providers by in-
flating “input prices” of domestic content production. The supply of Finnish drama content
has increased substantially since the emergence of SVOD services, with many of the largest produc-
tions being funded and broadcast exclusively by commercial VOD providers. While an increased de-
mand can be expected to contribute to higher prices, it does not follow that any “input price” in-
creases would be caused by Yle, nor does it follow that Yle’s content acquisitions would make it ex-
cessively difficult for commercial providers to operate in the market. Commercial SVOD providers’
recent growth coincides with their substantial acquisitions of domestic drama rights (and produc-
tions), and there are no indications of domestic content being increasingly concentrated in the
hands of Yle. We also note that Sanoma ignores the likely positive effects Yle has on the domestic
content industry.

@ Sanoma Complaint, paragraph 173.

% Drama expenditure includes predominantly both domestic and foreign content rights, and Yle'’s investments in original con-
tent. It also includes certain other costs attributed to “drama®, e.g. distribution costs.

% For presentational clarity, and in line with Sanoma’s complaint, we label MTV, Ruutu and Elisz/Viaplay as “domestic”.

10



Yle's provision of learning materials focuses on journalistic content and
overiaps only narrowly with commercial providers

Sanoma alleges that Yle's provision of comparable learning products and services reduces custom-
ers’ willingness to pay for the content, “negatively impacting commercial publishers’ ability and
opportunities to innovate and create new learning services and business models.” According to
Sanoma, learning material spend in Finland ranges from €120 to €500 per year in primary, second-
ary and upper secondary educations and “Yle captures a material part of the annual spend of Finn-
ish students that would otherwise be captured by commercial operators.”

Given that Sanoma’s complaint lacks a significant empirical foundation, we focus on providing the
following economic arguments that are relevant to assessing the plausibility of Sanoma’s claims:

First, the nature of the Yle services mentioned in Sanoma’s complaint makes it un-
likely that they compete directly with commercial services. Yle’s learning materials are
largely journalistic content, with the exception of older materials from now defunct services, and
isolated examples of more recent material produced by subject experts. Yle’s services do not readily
integrate within a learning platform. There is (a) no evidence that the choice, or at any rate the pri-
mary choice, facing teachers is one between Yle’s learning materials and commercial proprietary
learning materials and (b) no evidence that teachers or schools choose Yle’s materials to the exclu-
sion of commercial materials.

Second, there is no evidence to suggest that Yle has been expanding its offering of
learning services relative to comumercial or other providers. Yle’s offering is, and will
remain, distinetive. To aveid competing with commercial providers, Yle has decided not to con-
tinue producing content structured according to the national curriculum and aimed at schools. For
example, the growth of Yle’s spending on the Abitreenit service mentioned in Sanoma’ complaint
has been relatively modest in comparison with the total revenue growth of a number of commercial
players offering preparatory courses for the matriculation examination. This does not indicate the
squeezing out of commercial players.

Third, the nature of Yle’s online learning materials makes it implausible that they
could commoditise online learning services, or even online learning materials. The ab-
sence of a clear tie to curricular content in its materials#, the lack of significant and consistent peda-
gogical expert input into their production, and the absence of integration into a learning platform,
all suggests that commercial players can offer products with significant advantages from a con-
sumer perspective, thus adding significant value to students and teachers.

In addition, similarly to VOD services, any complete analysis of the effect of Yle in learning services
should take into account the possibility that its activities introduce some consumers to online learn-
ing materials for the first time. This may increase the size of the market and, in the event that Yle’s
content helps them overcome an initial hurdle associated with the use of unfamiliar learning envi-
ronments, may even boost consumers’ willingness to pay for commercial learning materials.

% €120 per year per pupil in primary education, €140 in secondary education and €300-500 in upper secondary education
(tukio).

?  Sanoma Complaint, Para 141.

#  Yle's learning materials are not updated frequently and often based on programming content broadeast earlier.

11



Report structure
The remainder of this report is structured as follows:

¢  Chapter 1 sets out an overview of Sanoma’s complaint and the allegations central to this
report.

«  Chapter 2 outlines the basis for an economic assessment of state aid in the context of pub-
lic service broadcasters.

e  Chapter 3 reviews Sanoma’s estimates of the size of the allegedly unlawful aid.

e  Chapter 4 examines whether evidence of market developments supports Sanoma’s allega-
tions of Yle squeezing out commercial providers.

e  Chapter 5, based on a survey commissioned for this report, assesses the reliability of
Sanoma’s quantitative estimates on the extent to which Yle “captures” VOD customers.

e Chapter 6 assesses Sanoma'’s allegations in relation to Yle’s effects to content acquisition
markets.

e  Chapter 7 sets out conceptual economic arguments that are relevant to assessing the plau-
sibility of Sanoma’s allegations on learning materials.

12
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1.2

1.3

1.4

CHAPTER 1
OVERVIEW OF THE COMPLAINT: SANOMA

ALLEGES THAT YLE’S SERVICES DISTORT
VIDEO-ON-DEMAND AND LEARNING
SERVICES

SANOMA’S COMPLAINT IDENTIFIES FOUR MECHANISMS

THROUGH WHICH YLE ALLEGEDLY DISTORTS THE MARKET

On 23" April 2021, Sanoma Media Finland Oy (hereafter referred to as Sanoma) submitted a com-
plaint to the European Commission concerning potentially unlawful state aid received by Yleisradio
Oy (Yle), the Finnish public service broadcaster. Sanoma’s complaint concerns two areas of service:
1} Yle Areena, the Video-on-Demand -service of Yle (“Yle Areena™); and 2) online learning ser-
vices.» Below we describe the core elements of Sanoma’s complaint that are within the scope of our
assessment.

In its complaint, Sanoma alleges the state funding for Yle’s provision of these services confers a se-
lective economic advantage to Yle and distorts competition. Consequently, Sanoma considers that
the funding attributable to these services constitutes aid incompatible with the internal market. Ac-
cording to Sanoma, Yle provides these services for free and enters existing competitive markets and
as a consequence distorts competition on these markets.= Sanoma further argues that Yle’s activi-
ties on the Finnish market have an appreciable effect on Sanoma’s (and other commercial media
companies’) ability to operate profitably in the affécted markets.

Any possible adverse effects potentially stemming from any public service broadcasting would be
manifested through competitors’ declined willingness to innovate and invest; suppliers ceasing to
provide existing services; or potential new providers entering the market. Sanoma’s complaint sug-
gests four main mechanisms through which competitive distortion could arise:

i.  Crowding ont commercial SVOD - Yle's free provision of Yle Areena allegedly de-
creases the number of paid VOD subscriptions (SVOD);
ii. Diverting viewers - Yle’s free provision of VOD allegedly results in the reduction of
viewers of advertisement-based VOD services (AVOD);
iii.  Distorted rights acquisition - Yle's in-house production and acquisition of content
rights allegedly distorts the functioning of the audiovisnal content rights market; and
iv.  Comumoditising learning services - Yle’s free provision of online learning materials
allegedly commoditises the market for digital learning materials

Sanoma’s complaint eoncerns selected features of Yle Areena and does not contest the
existence of Yle Areena, nor Yle's freedom to discharge its public service remit through any means,
including online. More specifically:

¥ Yie Areena offers both a “Video-on-Demand”-style video library and eatch-up service where content already broadeast can
be watched. Yle Areena also provides audio-on-demand service which contains (maost of) Yle's radio programs and Areena-
only podcasts.

2 QOnline learning services of Yle include Yle Oppiminen, Abitreenit and Triplet amongst others.

= Namely, the existing competitive markets as described by Sanoma are markets for 1) audiovisual content (both linear and

non-linear), 2) digital learning materials, and g) acquisition of broadcasting rights.

13



1.5

1.6

17

1.8

“Sanoma does not contest Yle’s ability to offer the services forming part of its public service remit
through any — including online - means. In this regard, Sanoma does not contest the offering of
TV catch-up services by Yle - i.e., the availability online of content already broadcasted on Yle’s
TV channels for a clearly limited duration (such as 7 days after the broadcast).”

Therefore, any competitive distortions attributable to the Yle Areena platform would, according to
Sanoma, derive from non-catch-up VOD services. Sanoma states that for Yle Areena’s content to be
considered “additional service related to Yle’s TV programming”, the content should be made
available for a limited amount of time after the initial broadcast on television (so-called catch-up
service) and that providing catalogue of content available for longer period of time constitutes a
VOD-service which is not related to Yle's TV programming nor to its public service obligation.=
Therefore, an assessment of competitive effects needs to disentangle the effects of the contested fea-
tures of Yle Areena.

Sanoma describes the subscription-based VOD (SVOD) market in Finland highly competitive, with
a number of commercial providers in the market, which stimulates price competition in the Finnish
market. At the same time, Sanoma argues that part of the price competition is driven by wide vari-
ety of content being available without a subscription fee.» Sanoma further states that there are low
barriers to entry in the Finnish market and that both international as well as domestic entrants can
enter the market. Sanoma, however, stresses the importance of the domestic content, which, ac-
cording to Sanoma, is mostly offered by the domestic SVOD providers and Yle. Sanoma goes on ar-
guing that this exacerbates the distortive effect Yle has on domestic commercial broadcasters.s

As recognised by Sanomas, media consumption has shifted from linear free-to-air (FTA) broadcast-
ing into more diverse consumption patterns where non-linear video-on-demand services are pre-
ferred by in particular the younger audiences. In response, Yle has adapted its services and in recent
years has begun to offer more of its content in non-linear fashion to increase its reach to younger
audiences, whose viewing of linear TV is in decline. This in Sanoma’s view both violates the public
service obligations of Yle as such and “disproportionately distorts competition in the relevant mar-
kets to the detriment of commercial operators, innovation, competition and ultimately consum-
ers."sz

These main elements of Sanoma’s complaint set the basis for our assessment of competitive effects,
presented in the remainder of the report.

Sanoma Complaint, para 5.

Sanoma Complaint, para 121.
Sanoma Complaint, para ga.
Sanoma Complaint, para g2 and 93.
Sanoma Complaint, para 168.
Sanoma Complaint, para 10.

4 85 E 88
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CHAPTER 2
FRAMEWORK FOR ASSESSING COMPETITIVE

EFFECTS OF STATE AID IN THE CONTEXT
OF PUBLIC SERVICE BROADCASTING

Public service broadcasting is identified by the Commission as a public service. Therefore, desig-
nated providers delivering these services are eligible for public funding according to the EC Treaty
and the Amsterdam Protocol. Under the Amsterdam Protocol, Member States are responsible for
defining the public broadcasting service and entrusting a provider with the service. Therefore,
Member States are free to provide funding for public service broadcasting insofar as the funding is
aligned with the services defined by the Member State and does not affect trade and competition in
the EU against common interest, i.e. proportionality is assessed.

There is a high threshold for finding that State aid for public service broadcasting is illegal.» In par-
ticular, the European General Court has confirmed that in context of public broadcasting, the aid
must affect “competition significantly and to extent which is manifestly disproportionate to the ob-
Jectives pursued by the Member State” and that such aid should render “it impossible or exces-
sively difficult for a private operator to conduct business in the [Spanish] broad-
casting market”.»

BUILDING BLOCKS OF AN ECONOMIC ASSESSMENT OF

COMPETITION EFFECTS

We assessed the implications of Yle’s contested services drawing on established methods used to
assess competitive implications of state aid generally, and applicable specifically to the VOD and
learning services.

An economic assessment of how State aid may affect competition needs to recognise sector-specific
characteristics and the relevant theories of harm. In the context of public sexrvice broadeast-
ing, any adverse effects could, in principle, manifest through a national PSB crowding
out comnercial undertakings. There is limited economic research into the ‘crowding cut’ ef-
fects PSBs may have on commercial media markets. The available research broadly suggests that
the effects of PSBs have had on commercial providers are either positive (e.g. through stimulating
demand) or negligible in magnitude relative to the public value created.» While they demonstrate
that the adverse market impacts of PSBs’ services are ambiguous ~ evidently not adverse a priori -
these results cannot however be generalised beyond their specific context.

We note that the UK regulator Ofcom, when assessing the impacts of the BBC iPlayer, premised its
impact assessment on the notion that any additional features to the existing service will have some
effects on the market:

¥ In addition, the rules for State aid applied to public service broadcasting also relies on the Services of General Economic
Interest Framework and the EC Treaty.

2  Furopean Commission’s Broadcasting Communication, Section 6 §38.

Judgement of the General Court, Case T533/10, 11 July 2014, paras. 155 and 160, our emphasis.

See, for example: Sehl, Fletcher and Picard (2020), Crowding out: Is there evidence that public service media harm mar-

kets? A cross national comparative analysis of commercial television and online news providers, European Journal of

Communication, Vol. 35(4) 389-409.

L ]
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“The BBC will have an impact on competition when it makes changes to its services, and our role
is not to prevent the BBC from having any impact; rather it is to protect fair and e_ﬂ'ectme compe-
tition when the BBC proposes to make material changes to services.”s

The relevant question is whether any potential adverse effects can be qualified as so manifestly dis-
proportionate that they make it impossible or exceedingly difficult for commercial operators to con-
duct their business on the market. Our assessment focuses on Sanoma’s specific allegations of ad-
verse effects on competition. In our assessment we sought to capture the following elements we
consider relevant for state aid assessments generally and in this context.

Magnitude of the aid: Generally, an element of determining if aid has an effect on competition is
to determine the magnitude of the aid relative to the size of the market. As shown by empirical ex
post studies, when the aid amounts to a large relative amount of the total market size, thereis a
larger likelihood that the aid will have distortive competitive effects. » Sanoma has attempted to
quantify the magnitude of the aid (the cost attributable to allegedly unlawful services); however, its
estimates do not stand up to scrutiny.

Relevant markets and competition in these markets: As established in the literature and
(limited) case precedents, any competitive effects of (in this case) Yle Areena depend crucially on
the extent to which audiences view the national PSB (its content or services) as a substitute, orasa
complement to commercial providers. Put simply, broadcasters and VOD providers compete for
people’s time, and any time spent on viewing a PSB’s content is away from other (media and non-
media related) activities, some of which may have a commercial dimension. The closer a competitor
Yle Areena is to commercial providers, the more likely it is that material changes to Areena can af-
fect the functioning of the market. While it may not be necessary to conclude on the specific bound-
aries of the relevant markets, it is nevertheless important to understand the extent to which the ser-
vices provided by Yie could be substitutable with commercial providers. This applies to all areas
central to Sanoma’s complaint: the VOD services, content acquisitions and learning services.
Sanoma has not presented any significant analysis to inform market definitions for any of the ser-
vices its complaint pertains to.

Theories of harm: Central to any competition assessment is to set out the mechanisms through
which competitors and consumers could be harmed as a result of the aid. Sanoma does not articu-
late theories of harm and (as we explain below) some of its allegations are ambiguous. Sanoma’s
concerns generally relate to Yle allegedly “crowding out” private providers. Based on our best un-
derstanding of Sanoma’s concerns, in our assessments we investigated the circumstances under
which distortions could arise and, conversely, whether the market outcomes we observe in reality
are consistent with outcomes predicted by Sanoma.

52 Ofcom (2019) parz 2.4.
23 Oxera (2017); Buelens, C. et al (2007).
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Effects relative to a counterfactual without Yle’s contested services: Sanoma has not ex-
plicitly sought to establish counterfactual market outcomes in the absence of Yle Areena’s contested
beyond catch-up services. That said, some of Sanoma’s allegations refer to a situation in the ab-
sence Yle Areena and, in places, the specific functionalities or features contested by Sanoma. There
are inherent complexities in determining how consumers and providers would behave in the coun-
terfactual — e.g. there are no clear “events” of service upgrades; rather, the upgrades have been
gradual. As such it is not straightforward to quantitatively assess the nature and magnitude of any
effects attributable to certain services. Notwithstanding these challenges, any assessment of com-
petitive effects should nevertheless seek to assess the counterfactual based on the best possible evi-
dence. In this respect, Sanoma’s assumptions underlying its estimated market effects appear arbi-
trary. We sought to help understand the counterfactual by analysing existing market evidence, and
by collecting new evidence obtained through a survey specifically designed to assess the validity of
the assumptions that are central to Sanoma’s allegations.

Below we first review Sanoma’s estimates of the magnitude of the allegedly unlawful aid followed by
the subsequent assessment of Sanoma’s allegations in relation to VOD, content acquisitions and
learning services, respectively.

17
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CHAPTER 3
SANOMA OVERESTIMATES THE MAGNITUDE

OF THE ALLEGED AID

Table 1
Summary of assessment presented in Chapter 3
SANOMA ALLEGATION COPENHAGEN ECONOMICS ASSESSMENT

Sanoma estimates the cost of Yle's VOD services be- Sanoma's cost estimates kack fransparency and can-

yond the definition of catch-up services amounts to a not be repicaied. Based on information from Yie's ac-

total of -mmion. This occording fo Sanoma rep- counts ond principles approved by the requiator (Trafi-

resents the magnitude {o the allegedly unlawiul aid. com) Sanoma significantly overestimates the costs al-
tributable 1o the contested services under conservative
assumptions on cost allocations.

As reported in an economic study published by the European Commission, the relative magni-
tude of the aid could be informative as regards the magnitude of the distortions to
competition.s If the magnitude of the aid granted is small relative to the size of the affected mar-
ket, any aid measure is unlikely to have an appreciable effect on competition.s Put another way,
each of the above theories of harm are more likely to be credible if the aid is large relative to the size
of the relevant markets.

Sanoma estimates the cost of Yle's VOD services bevond the definition of catch-up services. Sanoma
bases its calculation on content acquisition cost of -million annually, out of which [ or

nillion are attributed to Yle Areena ‘beyond catch-up’. Sanoma has estimated this cost by
categorising each item in Yle’s online catalogue apart from news, documentaries and eurrent affairs,
which Sanoma considers “TV-related categories-and would thus not form part of a VOD cata-
logue” and has estimated a “suitable hourly rate” for each item.»

We return to the allegations of whether the contested features of Yle Areena can give rise to compet-
itive distortions in Chapters 4-6. Below, we review and comment on the estimates of the size of the
allegedly unlawful aid as put forward by Sanoma. We find that: (i) the basis of Sanoma’s estimates
is unclear and impossible to replicate; (ii) Sanoma’s estimated range of expenditure attributable to
Yle's contested VOD services is implausible and based on questionable cost allocation; and, for com-
pleteness, (iii) the composition and magnitude of Yle’s content expenditure has remained broadly
constant suggesting that Yle’s overall investments have not increased.

SANOMA’S COST ESTIMATES ARE UNCLEAR

We reviewed the cost estimates presented in Sanoma’s complaint. We recognise that Sanoma does
not have access to Yle's detailed cost accounting and for this reason Sanoma needs to base its esti-
mates on publicly available information and assumptions. Nevertheless, Sanoma’s estimates lack
transparency and cannot be replicated. As such, they do not provide reliable basis to inform the
magnitude of the allegedly unlawful aid. More specifically:

3 See, for example, Oxera (2017). Ex post assessment of the impact of state aid on competition, p. v.

35 Itis not plausible to establich a direct relationship between the amount of aid given and the distortive effects of the aid,
however. In a small or newly formed market, a relatively small amount of aid can lead into significant distortions of compe-
tition, while a seemingly large 2id provided may result in negligible competitive distortion compared to the henefits gained.

3#*  Sanoma Complaint, para. 12g.
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1. Sanoma does not comment on what is considered a “suitable hourly rate” for each type of
content which renders its calculation non-transparent. It is unclear to us whether an
“hourly rate” is an appropriate basis to estimate costs (this depends on Yle’s remuneration
model).

2. Sanoma does not comment on how it estimates which share of VOD services’ costs are re-
lated to “catch-up services” and, conversely, which share of costs it considers to be funded
with unlawful state aid.

3. Categorisation of content, and consequently the average cost, by Sanoma is rudimentary as
it is presented in Sanoma’s complaint. Since a considerable share of Yle’s content is very
different from any content provided by commercial media, a comparison of the related
costs can be misleading. If the cost of acquiring commercially less attractive content is less
than the cost of acquiring commercially attractive content, then such benchmarking will
lead to considerable overestimation of VOD’s costs.»

These factors limit our opportunities to engage with Sanoma’s calculations. As such, Sanoma’s esti-
mates canmot be relied upon in a state aid investigation.

SANOMA’S RANGE OF ESTIMATED EXPENDITURE APPEARS

IMPLAUSIBLE

To evaluate the magnitude of possible competitive distortions of Yle’s activities in the VOD market,
we reviewed Sanoma’s calculation of the alleged aid drawing on data provided by Yle. First, we eval-
nated the range provided by Sanoma relative to Yle's annual budget and estimates of Yle's expendi-
ture on other activities. Second, we calculate the total cost of content provided on Yle Areena.

As correctly recognised by Sanoma, even if there would be competitive distortions attribut-
able to the Yle Areena service, these would derive from non-catch-up VOD services.
Thus, when attributing costs of any specific content to Yle Areena VOD, only the incremental costs
of providing content for more than 7 days are relevant for an assessment of the implications of the
aid. Sanoma has estimated that between -'n.i]lion out of Yle's content acquisition cost can be
attributed to Yle Areena’s activities ‘beyond catch-up’in 2019.

According to the Act on the Finnish Broadcasting Company (YLE Act) Section 7 b, Yle shall “differ-
entiate its television and radio broadcasting from other public service operations”. To comply with
Section 7 b and other provisions set on Yle’s accounting and supervision, Yle annually reports to the
Finnish Transport and Communications Regulatory Authority (Traficom) on its expenditure split
between television and radio broadcasting, and other activities. In 2019, Yle’s total turnover was
€478 million, of which €96.2 million were allocated to provision of public service on internet and
mobile devices on Yle’s separated accounts, which are annually submitted to Traficom. Traficom
then issues an evaluation of Yle’s financial conduct to the Government. See Table 2 below.

%7 For instance, if Sanoma’s estimate on cost of foreign series is based on commercially attractive (j.e. likely more expensive)
content, this islikely to provide an overestimated “suitable hourly rate” for foreign series of Yle. It is our understanding,
that Yle's foreign content consists largely of European content from different linguistic areas and of material from other
public broadcasters which might be commercially less desirable content for the other VOD providers.
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Table 2
Yie’s separated accounts

ACCOUNT TYPE TURNOVER
Public Service on Television and €3B6.6 miion
Radio

Fublic Service on Intemet and €96.2 milion
Mobiie Devices

Commencial acfivities €1.8 million
Eimination of intemal fems {- €6.7 milion)
Total €478 million

Source: "Uikenne- ja viesfintGvirasto Traficomin lausunto Yieisradion kerfomuksesta vueden 2019 aikana faljo-
tuista palveluista” Traficom (2020).

3.9 Out of the turnover of €96.2 million, Sanoma alleges that Yle spends between [JJnilion. or
-for Yle Areena expenditure atiributable to the “outside catch-up services” . Sanoma thus
claims that Yle spends only between {JJijmillion on online services other than Yle Areena
VOD.

3.10  Yle provided us with data on expenditure related to all content on Yle Areena, including catch-up
which Sanoma considers acceptable. Yle has identified two types of costs for which it uses a differ-
ent allocation method. First, most of Yle's audiovisual content is available to audiences both on lin-
ear television and on Yle Areena for catch-up and beyond. For this content, the costs are split be-
tween linear television and Yle Areena based on the actual viewership numbers. This methodology
is based on Yle’s accounting standards for the separated accounts, which Yle reports annually to
Traficom, the regulator of transport and communications. We note that this method overesti-
mates the costs attributable to Yle Areena’s “beyond catch-up” services, since both
minutes watched as “catch-up” and “beyond catch np” are considered VOD minutes
under the methodology.= Second, a limited amount of content acquired by Yle is Yle Areena ex-
clusive, in which case all costs related to that content are considered part of Yle Areena costs.

3.11 In 2020 Yle spent in total around jjjjij million on content made available both via linear TV and Yle
Areenas, of which approximately 12 million is allocated to Yle Areena based on the applicable ac-
counting rules. An additional 15 million is used for content published solely on Yle Areena. For far-
ther breakdown of costs, please see Table 3.

3% Sanoma Complaint, para. 129; Table 4.

3% We note that it is not plausible to establish a reliable counterfactual price of Yle's content rights in a scenario where viewing
was restricted to, say, seven days after the initial broadcast. These contracts include a range of (price and non-price) ele-
ments, each of which can be negotiated between the rights holder and the broadcaster.

4  According to Yle, this includes both own production and content acquisitions,
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Table 3
Estimated breakdown of Yie’s audiovisual content costs in 2020

PRODUC- CONTENT Music DISTRIBU- SUBTOTAL
TION COST+ RIGHTS RIGHTS TION
AL
Teema/Fem
oenoces [
to Yile Areena
.
Total cost of 17 5 2 3 26
Areena

Nole: Due to rounding figures on total cost of Areena do not add up. Yle's accounting is based in a multime-
dio and conteni-diiven way and allocation between different media formats and publishing channels is
computational based on original platform of distribution and media consumption. In Yle's infernal ac-
counting all content is allocated fo one of the linear channels or Yie Areena depending on where the
contenl is broadcast the first fime. Production cost is only alocated when content is broadcast for the
first ime+* content and music rights are allocated to both for first time broadcosting and subsequent
reruns. Folowing the accounting practices of Yie in its annual reporting to Traficom part of the linear
broadcast costs is dilocated to Yie Areena by using the multiplier

Source:  Yle's estimatle on Yle's accounting data.

As shown in Table 3, Sanoma’s estimate of the magnitude of the aid (JJjjjj»illion) is
around _s our estimate based on Yle’s actual accounting data
and allocation principles approved by the regulator. We consider the above estimation in
Table g cautious, as the number of minutes spent on Yle Areena VOD includes any catch-up viewing
within seven days of the television broadcast, as well as minutes from news, current affairs and doc-
umentaries which Sanoma considers acceptable within Yle’s public service remit. Moreover, pro-
duction costs of Yle’s own production should not be dependent of whether content is available on
Yle Areena for a longer period of time, thus biasing the cost allocation upwards.

DEVELOPMENT OF YLE’S EXPENDITURE ON DRAMA AND
CULTURE AND ENTERTAINMENT

For completeness, we examined Yle’s expenditures on content and services over time. If Yle’s con-
tent and services costs increased with the development of its Areena service, this would indicate
that Yle has invested in content shown over Areena more than it has done over linear TV. It is not
plausible to determine an accurate counterfactual for Yle’s content acquisition costs but for Yle’s
strategy of making content available for a period longer than seven days.

In its annual reporting, Yle has split its expenditure into five categories: Content and services, Tech-
nology and Infrastructure, Joint operations and administration, Depreciation, and Sales.
In 2020, 78% of Yle's expenditure was spent on Content and seruices.

4 Production costs contain Yle’s own production. The tatal production cost of (-_ million does not, according ta Yie, fully
account for news and current affairs. However, Yle’s news and current affairs are not included in Sanoma’s complaint, see
footnote 130 on p. 45.

42 This reflects the year when costs oceur.

43 According to Yle, the average daily consumption of its video content (TV+Areena) in 2020 ygiilminntes per person, of
which{jjjiflminutes were spent on Yle Areena VOD (i.e. non-live content) NN which is the share of Yie
Areena VOD minutes out of total minutes spent on Yle's video content.
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Further, Yle splits its spending on Content and services into 6 genres: News and Current Affairss,
Sport, Factual, Culture and Entertainment, Drama, and Children and Youth. In 2020, Yle spent
most money on News and Current affairs and Culture and entertainment, which in total accounted
for 56% of Yle's total spending on Content and Services. We note that content and services spend-
ing includes all Yle's activities, including radio and other services such as online text content and
Finnish Radio Symphony Orchestra — i.e. not all expenditure is related to Yle's audiovisual broad-
casting. Overall, Yle’s expenditure on Content and services has remained stable. In 2020, Yle spent
13% of its total expenditure on Content and service on Drama, Yle’s real spending on drama - a
content category which in practice only contains audiovisual content and central to Sanoma’s com-
plaint - has decreased throughout the 2010s, from €57.5 million in 2012 to €50.6 million in 2020.
Figure 1 below shows the development of Yle's expenditure, both in real and nominal terms between
2012 and 2020.

Figure 1
Yle's total expenditure on Content and Services, € million in 2020 euros
391

II]H i

2012 2014 2015 2016 2017
W Other — Tolal Nominai
M Drome Drama Nominal

Note: Annual nominal expenditure is deflated using the producer price index for services in “creative arts and
entertainment services". Annual nominal spending on drama is defloted using the producer price index
for services in “creative arls and entertainment services”. Reporting before 2012 uses different categorisa-
tion of content.

Source: Yle Admiristraﬁve Councul Reports to the Finnish Parfiament 2012-2020. Available at Yie's website under

kset Statistics Finland.

Based on Yle's total expenditure on ‘Content and Services’ and, in particular, on Drama, it does not
seem credible to argue that Yle invests substantially more than previously to the detriment of Finn-
ish commercial media. Yle's (in nominal terms) moderately increasing budget merely reflects the
price development in the Finnish media sector.

4  Insome years, News and Current affairs is split between National and Regional.
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CHAPTER 4
EVIDENCE ON MARKET DEVELOPMENTS IS

NOT INDICATIVE OF SIGNIFICANT
DISTORTIONS

Tahle 4

Summary of assessment presented in Chapter 4
SANOMA ALLEGATION COPENHAGEN ECONOMICS ASSESSMENT
Yie's investments In and upgrades to Areena result in The available evidence on market outcomes does not
an “uncontrolied expansion” distorting competition support Soanoma's allegations. The increased use of Yie
“threating the existence of private Finnish media™. Areena fkely reflects the changing media consump-

fion and the diminihing viewing of Yle's Enear services
{before the Covid 19 outbreak). The finnish SVOD mar-
ket i growing and performs well in intemationa! com-
parisons in terms of take-up market entry ond concen-
trotion. We found no indications of unsustainable profit-
ability amongst the main domeslic providers of VOD
services.

Sanoma distinguishes two different distortions through which Yle Areena in its view affects the
market for VOD services. First, Sanoma alleges that Yle Areena crowds out commercial VOD pro-
viders. By providing free-of-charge alternative Yle Areena decreases the number of paid VOD sub-
scriptions thus decreasing the subscriber income of commercial SVOD providers. In particular,
Sanoma alleges that Yle Areena crowds out the domestic SVOD services which also face significant
competitive pressure also from the large multinational SVOD providers, such as Netflix, HBO and
Disney. Second, Sanoma alleges that free provision of Yle Areena decreases viewership of advertise-
ment-based VOD services by diverting customers. Essentially, Sanoma argues that Yle Areena cap-
tures viewers who, in the absence of Yle Areena, would have used commercial (A)VOD services.

According to Sanoma, these distortions result from two different effects that Yle has on the market.
On one hand, Yle leverages its large share FTA viewing and strong brand recognition “to promote
and benefit its VOD goffering®, attracting users to Yle Areena. On the other, Yle Areena captures us-
ers which would have otherwise been served by commercial operators, reducing their subscription
and advertising revenues. More specifically, Sanoma alleges that:

*In addition, Yle’s uncontrolled expansion — and to be more precise, its involvement in
conunercial activities (e.g., the provision of VOD and online learning services) relying on funding
by State resources — threatens the existence of private Finnish media and online learning service
providers. Yle, backed up by State resources, offers its services at zero price, atiracting users to
the detriment of commercial operators who are struggling to survive and continue their opera-
tions in the digital age.”s

In Chapter 5, using quantitative evidence from a consnmer survey, we assess Sanoma’s specific
claims of Yle Areena capturing viewers who would, in the absence of Yle Areena (and its non-catch
up features) use commercial services instead. In this Chapter, we examine whether the market evi-
dence is indicative of Yle Areena’s “uncontrolled expansion” “threatening the existence of private
Finnish media”. Specifically, we assess:

45  Sanoma Complaint, para. 8.
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i.  whether the user data provided by Yle is indicative of Yle's “uncontrolled expansion”, or
of an ongoing transition from linear to VOD reflective of the changing consumer prefer-
ences. The closer a substitute Yle Areena is to Yle’s own linear TV (as opposed to commer-
cial SVOD providers), the less likely it is that any increased use of Yle Areena would, in and
of itself, crowd out commercial providers.

ii.  whether the market developments in the Finnish commercial VOD markets are indicative
of substantial market distortions. Evidence of entry barriers, limited willingness to pay
for, and take up of, SVOD services, low profitability and high concentration would be in-
dicative of market distortions akin to those described by Sanoma.

We found no evidence indicative of market distortions of the magnitude deseribed by
Sanoma in its complaint. Nor is it apparent that any competitive challenges faced by the domes-
tic providers can reliably be attributed to Yle Areena as opposed to international providers. We ex-
plain our findings below.

THE ONGOING INCREASE IN THE USE OF YLE AREENA
REFLECTS THE SHIFT IN THE CONSUMPTION OF

AUDIOVISUAL CONTENT

As recognised by Sanomas+s, media consumption has shifted from linear free-to-air (FTA) broadcast-
ing into more diverse consumption patterns where non-linear video-on-demand services are pre-
ferred by the younger audiences. In response, Yle has adapted its services and in recent years has
updated and upgraded its Areena service to serve andiences of all ages.+ This, in Sanoma’s view,
both violates the public service obligations of Yle as such and “disproportionately distorts competi-
tion in the relevant markets to the detriment of commercial operators, innovation, competition
and ultimately consumers.”#

Sanoma’s complaint is reasonable in that an analysis of competitive effects should recognise ongo-
ing changes in the use of media content. However, any alleged effect on competition for VOD
consumers is not necessarily incremental to any effect Yle previonsly had on competi-
tion in discharging its public service remit in linear broadcasting, because the latter ef-
fect would have correspondingly diminished following the shift of consumption patterns. Yle’s his-
torically large viewership and the increasing use of Yle Areena do not mean that Yle is dispropor-
tionately distorting competition and making it excessively difficult for commercial providers to con-
duct business in Finland.

Sanoma has not defined the relevant market based on a thorough analysis of the substitutability be-
tween linear and non-linear broadcasting. Sanoma does however present its strong preference for
the relevant market to include both linear and non-linear services.+» We do not find it necessary to
define the specific boundaries of the market to assess Sanoma’s allegations. However, as we explain
below, there is clear evidence that andiences are gradually substituting linear TV with non-linear
viewing.

4 Sanoma Complaint, para. 168.

4 According to the Act on Finnish Broadcasting Company and the strategy adopted by the Administrative Council elected by
the Finnish Parliament, Yle is to provide its services to all audiences under equal conditions using public communication
networks.

4#  Sanoma Complaint, para. 10.

4  Sanoma Complaint, para. 82.
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Non-linear media consumption is increasing rapidly

The existing research into media consumption strongly indicates that the way in which audiences
consume video content is indeed undergoing a significant transition whereby especially younger au-
diences replace linear TV with catch-up services, “binge-watching” of content, and seek to access
audiovisual content on multiple devices. For example, a survey studying the development of con-
sumer preferences related to digitalisation and digital development found that an increasing num-
ber of viewers consider flexibility important, see Figure 2 below.

Figure 2

Change in consumer preferences: percentage of viewers considering it important to
watch TV-content flexibly

Share of respondents agreeing with the siotement
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45
2017 2018 2019 2020 2021

— [t's important for me to be able to watch TV-content whenever | want to
It's important for me to that | can find films, series and other TV-content from saome place

Note: Survey questions in Finrish {original longuoge): “Minuie on i8rkedd soodo kotselio TV-sis8i5i& juwri siloin
kuin minulle sopii” [2017-2018) "Minulle on tirkedd soada kotsoo haluamioni tvsiséSjs nilden esi-
tysojoista dippumatic” {2019-2021] "Mimlle on tirkedl el I8ydin holuomanielokuvot TV-sofot TV:in
urhellulGhatykset jo muut tvohjeimot helposti jo somosta poikasto”

Souwrces: Copenhogen Economics bosed on: DNA Digitoaliset eldmdniovot tulkimus reports for the years 2017 -
22.

Several studies confirm that the ability to watch content flexibly is particularly important for
younger age cohorts but increasingly so acrossaudiences of all ages 5» For example, in 2021, at least
71% of all age cohorts but 65—74-year-olds considered it important to watch content independent of
time broadcast.» Further, especially the younger audiences have changed the way audiovisual con-
tent is generally consumed. Instead of a “by-episode” watching behaviour, audiences wish to watch
full seasons, oxeven series, in a short period of time. The increase in binge-watching coincides with
the emergence of global and domestic SVOD providers such as Netflix.s2

» Eg. DNA(2019-20m), Digitaaliset eldméintavat tutkimus.

DNA (2021), Digitaaliset eldmintavat autkimus, 202x.

®  Sarosta and Izydorczyk (2020), Understanding the Phenomenon of Binge-Watching - A Systematic Review, International
Journal of Environmental Research and Public Heakh.
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The transition from linear to Areena has not resulted in an "uncontrollied

expansion” of Yie's services

Sanoma alleges that number of minutes spent using Yle Areena has increased in the recent years
claiming that Yle Areena has captured viewership, which in absence of Yle Areena, would have
watched either advertisement- or subscription-based VOD services. According to Sanoma, Yle’s al-
legedly increasing investment in Yle Areena’s beyond catch-up functionalities results in Yle’s “un-
controlled expansion” to the detriment of commercial providers and ultimately consumers.s:
Sanoma recognises that the overall audiovisual market is going through substantial transformation
from traditionally linear consumption of audiovisual content (i.e. broadcast television) into non-
linear consumption.

This recognition that a public service broadcaster needs to adapt is analogous with the premise of
Ofcom’s economic impact assessment of the BBC iPlayer:

“Quer time, we consider the BBC’s proposed evolution of BBC iPlayer could generate significant
public value, through increased choice and availability of PSB content. To some extent, this re-
[flects the fact that viewers’ expectations have already changed and that the BBC needs to keep
pace so that it remains relevant for audiences now, and in the future.”ss

Indeed, in response to an ongoing change in its operating environment driven by the changing con-
sumer preferences, Yle, similarly to commercial providers, has invested in the Areena online ser-
vice. We also observe a growth in the use of Areena. The growth in the use of Areena does not in it-
self mean that Yle's investments in Areena crowd out commercial providers. Insofar as the con-
tested functionalities of Yle Areena do not result in a market expansion relative to Yle’s position in
discharging its public service remit in linear broadcasting and catch-up VOD, any disproportionate
crowding out of commercial providers appears unlikely.

We have not had access to comprehensive usage data of commercial VOD providers (SVOD and
AVOD).s We are thus unable to compare Yle’s overall viewing relative to all viewing of audiovisual
content and to conduct econometric analysis on the relationship between Yle Areena’s contested
features and the use of commercial services.# To assess indicatively whether the gradual growth of
Yle Areena has coincided with an overall expansion in Yle’s viewership, we analysed data on the use
of Yle Areena relative to the use of Yle’s linear broadcasting,

53 Sanoma Complaint, para. 8.

5% Ofcom (2019), p.2.

55 ‘TotalTV data from Finnpanel is only available from 2019 onwards and only covers MTV and Ruutu, thus not providing suf-
ficiently good picture of the overall VOD market. Furthermore, we do not have granular usage data (minutes viewed) for
commercial SVOD providers over time.

¥  While we have not conducted a comprehensive market definition, we note that the provision of audiovisual content is not
limited to linear, AVOD and SVOD providers but includes content shared over social media platforms (e.g. Facebook, Tik

Tok).
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The aggregate use of traditional linear TV, especially in younger age groups, is declining and the use
of Areena is increasing. Over the years preceding the outbreak of Covid-19 (which resulted in an
overall increased consumption of audiovisual content), the inereased use of Yle Areena was
reflective of the reduction in the viewing of Yle’s linear channels. The usage, measured as
the average time viewed (ATV) of Yle's linear channels, has decreased by 6.95 minutes/day over
2016-2019 (before the Covid-19 outbreak). The yearly ATV of Yle Areena increased by 2.05
minutes/day during the same period. Figure 3 depicts the evolution of Yle's average time viewed,
including both linear and Areena.»

Figure 3
Evolution of Average Time Viewed
Average Time Viewed {ATV) per person per day
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Note: The Average Time Viewed is a measurement of how many minutes on average Finn (above the age of 3}
has waiched the channel per day and is calculated as a product of average time spend on channel and
daily cover. As explained below 2020 and 2021 are likely reflective of genero! but temporary increase in
the consumption of audiovisual content due to Covid-19 pandemic and more time spent at home. The
time pefiod covered Is 2016 {week 35 onwards} - 2021 {uniil week 25).

Source: Copenhagen Economics analysis based on based on weekly TV gudience measurement for Linear chan-
nels: (Rinnpanel Qy TV Audience Measurement 2016-2021) and Yie analylics data for Yie Areena.

Sanoma’s complaint also shows how the use of free-to-air (FTA; linear) has developed over time.s*
Sanoma’s analysis, based on Finnpanel data, shows the share of Yle relative to (according to
Sanoma) all FTA viewing. The relevance of this is unclear to us in that it does not relate to the VOD
services that are central to Sanoma’s complaint. Drawing conclusions from shares of FTA viewing,
excluding VOD, is also inconsistent with Sanoma’s own view on market definition: “Sanoma, how-
ever, strongly believes that the Commission should move away from such a fragmentation of the
audiovisial services market and define a single market comprising all audiovisual services, in-
cluding both linear and non-linear services [...J".» Elsewhere in its complaint, Sanoma does, how-
ever, show that Areena, while undisputedly still popular, has become a less preferred choice
amongst audiences over the recent years, although the changes are small.¢

These developments are particularly apparent amongst the younger audiences.

Sanoma complaint, Figure 4.

Sanoma Complaint, para. 82.

Sanoma Complaint, Figure 6. See also Appendix A for a comparison of countries showing a similar trend (with other
compara-tor countries either at a broadly similar level or catching up).
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Finally, we note that the ontbreak of the Covid-19 during spring 2020 has reversed some of this de-
velopment and since then, overall consumption of audiovisual content has increased, both linear
and non-linear. However, this increase in consumption of Yle’s services is reflective of a change in
consumer behaviour during the pandemic (more time spent at home) and unlikely to persist, since
we expect people to spend less time at home after the pandemic and associated restrictions. As
such, the decreasing (increasing) use of linear TV (Yle Areena) observed before the pandemic more
reliably shows how audiences have recently used Yle's services. Yle’s share of the overall viewing of
linear television has remained broadly stable until the summer 2021 — i.e. during the COVID-19
pandemic, indicating that the viewing of linear television has increased similarly on other TV chan-
nels ¢

THE FINNISH VOD MARKET DOES NOT SHOW INDICATIONS

OF SUBSTANTIAL DISTORTIONS

Sanoma alleges that Yle Areena crowds out private investment: “Yle, backed up by State resources,
offers its services at zero price, attracting users to the detriment of commercial operators who are
struggling to survive and continue their operations in the digital age™: We sought to assess
whether evidence of the current state of the Finnish SVOD market is consistent with substantial
market distortions, as described by Sanoma.%

Competition in the media market, including VOD, manifests through competition for people’s finite
time. In principle, every minute used in viewing linear or on-demand content shown by a public ser-
vice broadcaster is away from the viewers time spent on other activities, some of which may include
consuming products or services provided by private businesses. The crowding out effect of PSB’s is
not however clear-cut, as established in the (somewhat limited) economic literature. The mere pro-
vision of VOD with (catch-up, possibility to binge-watching) functionalities comparable to commer-
cial providers does not in itself mean that a PSB would make it excessively difficult for comamercial
providers to enter and remain in the market. The available research broadly suggests that PSBs’
have, internationally, had either a negligible or a positive effect on commercial providers’ revenues,
as summarised in Box 1 below.

&  Copenhagen Economics analysis based on Finnpanel Oy, TV Audience Measurement, 2016-2021 {(week 25). Sanoma's com-
plaint (Figure 4) suggests that Yle's share of viewing in 2020 was similar to 2019.

€  Sanoma Complaint, paragraph 8.

8  References to "VOT) markets” should not be interpreted as relevant markets within the meaning of competition law.
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Box 1 International research on PSBs’' crowding out effect

A comparative study by Sehl, Fletcher and Picard (2020)¢ analysed cross-national evidence on
whether public setvice media crowds out private commercial media by shrinking commercial
audiences, either reducing the adverlisement income of free-to-air television or wilingness fo
pay for PayTVv.s# Economefric evidence presented by Sehl, Flielicher and Picard suggests thot
highet per capita investment in public service broadcasting benefils commercial media.« Sehi,
Fletcher and Picard find a stafistically significant positive comelation between both per capita
adverlisement revenue for FTA channels and PayTV subscricption revenue and spending on
public service broadcasting in 2015.¢ Moreover, audience share of the public setvice broad-
caster is positively comelated with PayTV revenues. The study finds that in Finland, private me-
dia has one of the highest per capita revernues both from adveriserment and from subscripfion
fees. According to the study, this could be driven by “race fo the iop”, by which the private
media has to actively compete for audiences with the public service broadcaster, but also
benefits from audiences the public service broadcaster has fostered.*

Separately, a compefitive assessment of BBC's iPiayer service by Ofcome in 2019 found thai
exiending iPiayer catchup period from 30 days 1o 12 months wouid have a mited effect of de-
creasing on the use of commercial VOD. Thus, if there are any distorlive effects from a public
service broadcasters’ VOD services, these should be limited and according to Ofcom likely fo
be offset by significant public value provided by the PSB's VOD service.

Sources: Fletcher and Picard {2020) Crowding out: s there evidence that public service media harm mor
kels? A cross national comparative analysis of commercial lelevision and online news providers Eu-
ropean Joumnal of Communication Vol. 3514] 389-409 Ofcom [2019). BBC Piayer Compelition As-
sessment - Final determination. For more a description of the Ofcom study please see Appedix A.

The data available to us does not allow for an econometric assessment of the effect Yle Areena has
on the performance of commercial providers. We reviewed evidence available to us from the public
domain and from Yle on: (a) the growth of the Finnish VOD market, (b) the performance of the
SVOD operators in Finland relative to their international peers. We found that the Finnish SVOD
market shows strong growth and does not seem to lack behind in international comparisons, as fol-
lows.

&2 e

Sehl, Fletcher and Picard (2020), Crowding out: Is there evidence that public service media harm markets? A cross na-
tional comparative analysis of commereial television and online news providers, European Journal of Communication,
Val. 35(4) 389-409.

Ibid. p. 301.

Thid. p. 393.

Ibid. Table 3, p. 400.

Tbid. p. 405.

Ofeom (2019) BBC 1Piayer Compeut:on Assessment - Final determination. Ava:lable at:

For more defailed desenpuon of the Ofeom study, please see Apped:x A

29



4.20

4.21

First, the reach of commercial VOD has increased overall during the period when the
use of Yle’s Areena service has grown. Figure 4 sets out the development of ‘monthly reach’
(share of population who have used the service at least once within the last month) of some of the
main domestic VOD providers. Some new “domestic” providers have grown significantly - e.g.
Viaplay and CMore (we do not have consistent data for global providers such as Netflix, HBO and a
more recent, rapidly grown entrant Disney).”

Figure 4
Evolution of reach 2016 - 2021, selected commercial VOD providers
Monthly reach {percentage of target population)
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Natfe: Monthly reach is defined as the percentage of the people who have reported using the service at least
monthly.

Source: Copenhagen Economics based on Yielsradio bionnual consumer survey: Yleisradio Kanava- ja palvelu-
miefikuvatutidmus (KMK) 2015-2021.

This descriptive evidence on the growth of (domestic) VOD providers does not allow us to establish
a precise counterfactual of what would have happened in the absence of Yle Areena or its contested
features.n It however strangly indicates that the presence of Yle Areena has not resulted in system-
atic deterioration of domestic VOD services, or in insurmountable barriers to entry. This finding is
further supported by a Kantar TNS study, which shows that both the use of paid audiovisual content
and service, and consumers’ willingness to pay for content have increased between 2015 and 2020.7

™  According to a survey designed by Capenhagen Economics and conducted by IROResearch Oy, in less than a year after its
launch, Disney+ has become the 5th most popular SVOD service in Finland with 13% of Yle Areena users subscribing to it
(the survey is described in greater detail below in Chapter 5).

™ An econometric analysis would seek to disentangle the specific effects attributable to, say, selected features of Yle Areena
taking into account other factors that impact on the take-up of commercial services. Given the plurality of supply and de-
mand -side drivers, and the associated data requirements, we did not find it feasible to conduct a reliable econometric anal-
ysis based on the data availahle to us to date.

7 Specifically, the study finds that the use of paid audiovisual content has increased from 37% to 57% and willingness to pay
for content from 16% to 24%). Kantar TNS Oy (2020), Mind Asenne 2020, pp. 66-67.
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Further, as also reported below in Chapter 5, neither AVOD nor new SVOD services appear as the
most commonly chosen alternatives to Yle Areena in the light of our survey evidence. We found that
a greater proportion of Areena users would, in the absence of Areena, shift back to watching linear
television or spend more time watching their pre-existing SVOD subscriptions. This is consistent
with economic research suggesting that a popular public service broadcasting has a limited or (ac-
cording to some estimates) even positive effect on the consumption of and spending on commercial
media (see Box 1 above).”

Second, the Finnish commercial VOD operators’ financial performance and customer
take-up are not consistent with Sanoma’s allegation that these providers “struggle to
survive”, as alleged by Sanoma. If Yle’s provision of Yle Areena substantially distorted the market,
we would expect to observe worsened financial performance and limited customer take-up for Finn-
ish commercial VOD operators. While we are unable to access commercial providers’ management
accounts to analyse the profitability of their VOD services, the providers’ own reporting to investors
and the public does not support Sanoma’s allegations. Notably:

(i) The earnings before interest and tax (EBIT) of Sanoma Media Finland business unit
has been stable for the past years and increased from 8.5% in 2016 to 11.8% in 2020.»
Even though Sanoma Media Finland’s total net sales have decreased from 2016, its sub-
scription sales grew by 17% between 2019 and 2020, partly driven by the increasing num-
ber of subscriptions for the SVOD service Ruutu+.7 Furthermore, Sanoma reports that
during 2020, Sanoma Media Finland “outperformed the market [...] gaining market
share especially in TV, online and radio advertising.”»

(ii) Telia Company AR (Telia), which acquired MTV and C More in 2019, states that market
position of its TV and Media business was “further strengthened by increasing share of
commercial viewing in both Sweden and Finland” during the first half of 2021.7 Moreo-
ver, the number of C More subscriptions increased by 50% during 2020 and Telia plans to
make C More Finland’s top VOD service in collaboration with MTV.»

@iii) Elisa Oyj (Elisa) reports that during the first half of 2021, its revenues grew by 4% on the
previous year, one of the main reasons being the Elisa Viihde - Viaplay cooperation with
Nordic Entertainment Group.» In 2020, Viaplay was the second largest SVOD service in
Finland with a market share of 16% of total SVOD subscribers. & Moreover, as also clear
from the data on ‘reach’ (see Figure 4), Viaplay is growing fast. Indeed, its subscriber base
is expected to double in the Nordics by the end of 20258

We did not find evidence to suggest that any of the currently active Nordic providers would “strug-
gle to survive” in the digital age, nor has Sanoma put forward reliable evidence on the specific effect
of Yle Areena, as opposed to global providers of audiovisual content and other entertainment.

7 Sehl, Fletcher and Picard (2020), Crowding out: Is there evidence that public service media harm markets? A cross ne-
tional comparative analysis of commercial television and online news providers, p. 405, European Journal of Communi-
eation, Vol. 35(4) 389-409.

7 Sanoma - Financial Information, available at: hitp
Angust 2021).

7  Sanoma, Annual Review 2020, p. 11 and 15,

7#  Sanoma, Annual Review 2020, p. 15.

7 Telia Company, Q2 Interim Report January-June 2021, p 3.

7% Telia press release 15 February 2021, https: A a)

»

8

Elisa, Half-Year Report 2021, p. 4.
European Audiovisual Observatory (2021). Trends in the VOD market in EU28, p. 1.

& Nordic Entertainment Group, 2020 Annual & Sustainability Report, pp. 14-16. Numbers for Viaplay are only reported as a
total for all Nordic countries.
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Third, international comparisons suggest that the take up of SVOD services in Finland
is at a high level compared to other countries. Development of the SVOD markets in Europe
can be studied through variety of different indicators, e.g., household stacking, number of available
SVOD services, number of SVOD subscriptions per capita and minutes spent watching VOD. The
European Audiovisual Observatory considers Finland to be one of the six “mature SVOD markets®
in Europe in 2020, with fourth highest SVOD service penetration in the EU. Consistent with that,
i suzgests that Finland ranks highgijjiil] compared to other European countries in terms of
SVOD penetration, see Figure 5.%

We note that some surveys indicate that Finland is catching up other Nordic countries. For in-
stance, a recent survey from Finnpanel reported a stacking of 2.2.% Overall, this evidence is not in-
dicative of Finnish consumers’ reluctance to take up commercial SVOD services, nor does it support
a notion that commercial providers would find it excessively difficult to maintain or launch opera-

tions in Finland.

&  The SVOD markets across Earope are still rapidly changing and as a consequencs, the amount of ccherent data in the mar-
ket is limited and most data available is collected through surveys — resulting in slightly different rasults depending on sam-
pling, method of surveying and the exact time of the survey in question.

8 Finnpanel (2021), TV-taloudet Suomessa tutkimus touko-kesdkuun vaihteessa 2021.
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As an additional indicator of the functioning of the Finnish market relative to peers, we examined
market concentration in the SVOD market. The Finnish SVOD market is not concentrated
in international comparisons. As remarked by the European Audiovisual Observatory (EAO),
in developed SVOD markets the combined market share of the three largest providers (‘CR3’ index)
is smaller. This, in turn, tends to coincide with a stronger presence of domestic providers and/or
with entry of new providers. In Finland, the CR3 ratio was, according to Ampere (a research com-
pany) data reported by the EAQ, 58%.5 For comparison, the average CRg in EU28 was 85% accord-
ing to the same study.ts

Further, Finland has a high number of SVOD services available for consumers. With the EU average
at 16 SVOD providers, Finland had 22 providers in 2020, as reported by the EAQ.#% Finally, we note
that most SVOD providers have localised their services into Finnish language, which indicates that
the Finnish SVOD market is commercially attractive.

We conclude that evidence of the ongoing status and development of the commercial VOD market
do not support Sanoma’s allegations. Sanoma’s allegation concerning Yle “[...] making it very diffi-
cult for private competitors to catch up with this unfair head start” lacks foundation.~ While it is
not plausible to estimate the precise counterfactual, we can conclude that there is no prima facie
evidence that Yle Areena’s ‘beyond catch up’ functionalities would significantly depress consumer
willingness to pay to an extent that commercial providers would find it excessively difficult to oper-
ate in the Finnish market.

We proceed to assess the assumptions underlying Sanoma’s quantitative estimates of the alleged
market effects.

8  European Audiovisual Observatory (2021), Trends in the VOD Market in EU28, January, p.19.
8  See Appendix A for a concentration comparison of *six mature SVOD markets® as identified by European Audiovisual Ob-

servatory.
8  European Audiovisual Observatory (2021), Trends in the VOD Market in EU28, January, p.as.

%  Sanoma Complaint, para. 68.
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CHAPTER 5

SANOMA SUBSTANTIALLY OVERSTATES
YLE AREENA’S EFFECTS ON THE USE OF
COMMERCIAL VOD SERVICES

Table &

Summary of the assessment presented in Chapter &

SANOMA ALLEGATION

Sanoma afieges that in the absence of Yle Areena
households aready subscribing to a commercial SYOD
service would have subscribed to addifional commer-
cial SVOD services o the extent that S
e e T i e R
calied ‘stacking effect’j. Sanoma further alleges that
the presence of Yle Areena substanfially reduces the
use of AVOD services although Sanoma does not dis-
close the assumplions underlying ifs calculation or the
magnitude of the effects.

COPENHAGEN ECONOMICS ASSESSMENT

QOur survey-based analysis suggests that Sanoma sub-
stantially overstates any revenue impact of what
Sanoma calls Yle's “SVOD-ike service” could hove on
commercial providers. Sanoma's estimole of the
‘stacking effect' is more than

the estimote we derive based on survey evidence.
Sanoma's alleqations regarding customer ‘diversions’
to AVOD and specifically Sanoma's own Ruutu service
appear unfounded and not consistent with the evi-
dence we oblain.

In its complaint, Sanoma attempts to quantify an alleged effect of what it terms Yle Areena’s SVOD-
like service®8 on commercial VOD providers’ and specifically Sanoma’s revenues from subscription-
and advertisement-based video-on-demand (SVOD and AVOD, respectively) services. In the follow-
ing, we will: first, present our understanding of Sanoma’s attempted quantification, as presented in
its complaint for SVOD and AVOD; and second, explain our approach to assessing the reliability of
Sanoma’s allegations, both quantitative and qualitative. Our approach is based on a consumer sur-
vey designed and conducted for the purposes of this report.

We conclude that in attempting to quantify revenue effects, Sanoma relies on errone-
ous assumptions. As a result, Sanoma substantially overstates any effect what it calls Yle’s
SVOD-like service could have on the market for SVOD services. While Sanoma does not disclose the
alleged effect of what it calls Yle's SVOD-like service on AVOD revenues, the approach it takes is
likely substantially to overstate any such effect.

58 Sanoma describes Yle Areena as “SVOD-like service in terms of content and characteristics (e.g., indefinite availability of
content, structured stand-alone catalogue ete.)” Source: Sanoma Complaint, para. 153. Sanoma further specifies that it
does not “cantest the affering of TV eatch-up services by ¥le - i.e., the availability online of content already broadcasted
on Yie's TV channels for a clearly imited duration (such as 7days after the broadeast).” And that it does not contest what
“the commercial players cannot provide and is directly related to democratic, social and cultural needs of the Finnish so-
ciety™. Sanoma Complaint, para. 5. We do not consider the pure andio content of Yle Areena, unless otherwise indicated. By
Yle Areena, we mean the audiovisual coptent available on Yie Areena.
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5.5

Sanoma presents an implausible counterfactual scenario for the SVOD

market size

In describing Yle Areena’s alleged negative effect on commercial SVOD providers, Sanoma states
that “SVOD-like Areena offering affects the size of the market (as it caphures users that would oth-
erwise be served by commercial VOD operators)™s and that the negative effect manifests itself
“through its effect on the level of “stacking” (i.e. the number of subscriptions to VOD services each
household buys)”. » By focusing on the size of the market, Sanoma addresses Yle’s effect on reve-
nues, not on the profits of the SVOD providers.

Sanoma quantifies the effects of Yle Areena on subscription-based video-on-demand -services
(SVOD) by making an assumption about the average number of SVOD subscriptions per household
in the absence of Yle Areena.= It is not clear to us from the complaint whether this counterfactual is
meant to describe a scenario in which Yle Areena did not exist at all, or a scenario with a more lim-
ited Yle Areena. Sanoma describes the counterfactual as “Household Stacking w/o [without]
Areena” but relies on the resulting estimates to support a complaint about specific features of Yle
Areena (‘beyond catch up’). This apparent inconsistency suggests that even if the quantitative argu-
ments Sanoma presented were sound, they would not be directly relevant to the specific complaint
it was making and likely overstate any revenue effect by construction.

Table 6 summarises Sanoma’s SVOD calculation. In its complaint, Sanoma does not provide any
sources for the assumptions underlying its SVOD calculation, but “fajccording to Sanoma’s best es-
timate, in the period 2020-2025, as illustrated in Table 5 below [CE simplification below in Table
6], the level of stacking in the Finnish VOD segment is expected [ thaon it
would have been in absence of YLE’s VOD aoffering. [--] In other words, without Yle, the
number of subscriptions users would buy from commercial operators would b4 R
I than in the current situation”.= Sanoma does not cite any survey or other empirical evidence
but appears to assume that an arbitrary number of Yle Areena users would have subscribed to com-
mercial SVOD service in the absence of Yle Areena (or what Sanoma calls Yle Areena’s SVOD-like
properties).

Sanoma Complaint, para. 152
Sanoma Complaint, para. 153
Sanoma Complaint, Table 5

Sanoma Complaint, para. 154
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5.6 We note that Sanoma’s assumed ‘stacking effect’ is arbitrary and seems implausible in light of avail-
able international evidence, see Box 2.

Box 2 Sanoma’s counterfactual scenario in an international context

If the magnitude of the effect of Yie Areena on household stacking, as aleged by Sanoma,
were frue, then household siacking in Finland would have 10 have been . in the ab-
sence of Yie Areena. Based on an Ofcom-commissioned report published in 2019, an inferna-
tional compatison shows that the USA had the highest observed household stacking of SYOD
services at, 1.7, followed by the United Kingdom, at 1.5. Sanoma's assumption means that in
absence of Yle Areena, the Finnish household stacking rate in 2019 wouid not only have been
the highest in Europe but in the world, exceeding the household stacking observed in the
United States.

Source: Copenhagen Economics based on Sanoma Complaint US and UK estimates: Ampere Analysis
{2019}. The UK VOD market - Current Status and Future Development.

5.7 Sanoma attempts to monetise the effect of the allegedly lost subscriptions by applying an estimate
of the average price of a SVOD subscriptions. It concludes that in 2020, the Finnish SVOD market
would have been [ i absence of Yle Areena. Again, it is unclear why Sanoma
shows this estimate; Sanoma’s complaint concerns the selected “beyond catch-up” features of Yle
Areena, not Yle Areena altogether.
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In addition, Sanoma contends that Yle Areena’s Finnish content affects the domestic SVOD services'
(i.e. Ruutu+, Elisa Viihde Viaplay and CMore)s ability to compete against the large global competi-
tors like Netflix, Amazon Prime and Disney+ for Finnish customers. According to Sanoma’s com-
plaint, availability of Finnish content on Yle Areena reduces the competitive advantage of domestic
commercial VOD services vis-a-vis their global competitors.

Sanoma’s estimate of Yie Areena’s alleged revenue effect on AVOD is
redacted in the complaint

In the non-confidential version of Annex 5 of the complaint available to us, Sanoma presents a re-
dacted estimate of the monetary effect of Yle's VOD offering on its AVOD business.s

This redacted estimate and any assumptions underlying it are redacted. Sanoma “estimates that
about [redacted]% of Yle Areena’s users do not use Sanoma’s AVOD because Yle’s offering™s. Ac-
cording to Sanoma, “The impact of Yle’s VOD offering on Sanoma’s AVOD business in 2020 is esti-
mated to be in the range of €[redacted] million per year”s. Our understanding is that Sanoma
makes an assumption about the number of Yle Areena users who do not use Ruutu because they use
Yle Areena, and then monetises the impact under the assumption that premium AVOD generates
revenue per 1,000 impressions in excess of i}

Sanoma makes a separate remark, citing a Kantar study» as the source: NG

[l of Sanoma’s AVOD users also use Yle Areena on a weekly basis”. Furthermore, Sanorua states
that: “fiJn the absence of Yle’s VOD offfering, Sanoma would likely be able to capture more viewing
from these users, which it could then monetize through advertising” s

Apart from referring to a Kantar study as a source for the ] bet\een Sanoma’s AVOD
and Yle Areena, Sanoma does not provide any sources for its assumptions concerning Yle Areena’s
effects on the size of the AVOD market.

A SURVEY OF CURRENT YLE AREENA USERS CAN HELP

ASSESS THE CREDIBILITY OF SANOMA’S ALLEGATIONS
Sanoma’s quantification of the effect of Yle Areena on its business rests on three assnmptions:

1. SVOD subscribing households would on | SVOD services if Yle

Areena did not exist;

2. Anundisclosed percentage of Yle Areena users are currently not using Ruutu AVOD due to
Yle’s offering; and

3. Sanoma would likely capture more viewing from the | GGG - o
also use Yle Areena.

As explained above, we consider CMore, Elisa Viihde Viaplay, and Ruutu+ domestic SVOD services.
Sanoma Complaint, para 163.

Sanoma Complaint, para 161.

Sanoma Complaint, para 163.

Kantar Mind database Hi/2020, cited in Sanoma Complaint para. 164.

Sanoma Complaint, para. 164.
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These assumptions describe the counterfactual scenario where Yle Areena either did not exist or
was limited in content and functionality to a 7-day catch-up service. While Sanoma does not explic-
itly state that Yle Areena should be limited to 7 days, the examples used in its complaint to describe
catch-up services suggests such a limitation.»

Sanoma’s three assumptions can be evaluated directly by asking users of Yle Areena how they would
change their behaviour in a scenario where Yle Areena did not exist or was limited in functionality
to a 7-day catch-up service. Surveys and diversion analysis based on survey results are commonly
used in competitive assessments by competition anthorities and regulators, in particular when the
assessment concerns markets for consumer goods or services, such as the SVOD and AVOD ser-
vices= considered in Sanoma’s complaint. Likewise, market impact assessments carried out by tele-
communications and broadcasting regulators are frequently informed by surveys.

As a closely related precedent on the use of survey evidence, we note the 2019 assessment by Ofcom
(The UK broadcasting and telecommunications regulator) concerning the market impact of specific
features of BBC's video-on-demand -service iPlayer. In its assessment, Ofcom specifically consid-
ered the effects of extending iPlayer’s content availability on other broadcasters’ VOD services and
SVOD services, used two consumer surveys.=: Ofcom used the results of these surveys to answer two
questions: (1) what would iPlayer users have done in absence of specific content on iPlayer, and (2)
would users increase their use of BBC iPlayer if content was available for 12 months instead of 30
days? Ofcom concluded that specific iPlayer content or the availability of such content beyond 30
days did not give rise to adverse effects that would outweigh the public value of the service (see Ap-
pendix A for an overview of Ofcom’s approach).

% E.g.Sanoma Complaint, para. 121: *It is not disputed that Yle may offer catch-up TV — in other words, make available
online content already broadcasted on TV for users to watch on-demand for a clearly-set and limited time after the
broadcast (such as 7 days). After all, this content is an additional service related to Yle’s TV programming. Such a 7-day
catch-up service [--F°.

=0 For instance, the British Office of Fair Trading relied on survey evidence produced by parties in the acquisition of Amazon’s
online DVD rental subscription business by LOVEFILM as part of its market assessment. Office of Fair Trading (2008),
“Anticipated acquisition by LOVEFIiLM International Limited of the online DVD rental subscription business of Amazon,
Inc.", No. ME/3534/08.

w1 The Ofcom evaluation of praposed changes to BBC iPlayer is available at: https://www.ofcom.org.uk/consultations-and-
statements/category-3/proposed-changes-bbe-iplayer
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Yle commissioned a survey to assess the credibility of Sanoma’s

allegations

Similarly to the surveys used as evidence by Ofcom, the survey designed by Copenhagen Economics
and IRO, and commissioned by Yle, asks respondents two types of questions. The first type relates
to forced diversions in a scenario where Yle Areena is absent altogether==, and the second to behav-
iour in a scenario where Yle Areena is restricted to a 7-day catch-up service—a functionality that
Sanoma appears to consider acceptable in its complaint. Ofcom argues that the first type, concern-
ing forced diversions is more direct and easier for the user to relate to than the second. The second
type question relates to a hypothetical situation which the respondent has never faced.=s We note
that surveys asking forced diversion questions are used for closeness-of-competition assessment by
the UK Competition and Markets Authority (CMA), as noted in its guidance for good practices on
survey design.=+ In the present context, the ambiguity of Sanoma’s allegation relating to the effect of
Yle Areena on the size of the SVOD market also makes it necessary to consider a counterfactual
without Yle Areena.

The survey commissioned by Yle was conducted by IRO Research Oy between July 27t and August
5%, 2021, as an online survey and asked a representative sample of respondents=s about their use of
Yle Areena. Following the initial screening questions on whether the respondent used Yle Areena at
least annually, 1,119 respondents took part in the survey. IRO ensured the representativeness of the
sample, and the sample size is consistent (or larger) with surveys conducted in competition investi-
gations in Finland.»¢ Responses are weighted such that the results are representative of the target
population, people living in Finland (excl. Aland) over the age of 15.» Box 3 sets out a more detailed
description of the sampling method.

w2 Forced diversion refers to scenario in which the good or service was not available at all for the customer, and is asked using
formulation such as *If [respondent’s choice] was not available, what would you have done?” or “Imagine that [respondent’s
choice] was closed for refurbishment for 6 months...”

@3 Ofcom (2019), BBC iPlayer Competition Assessment: Consultation on Ofcom's provisional determination, Para. A=.81,
available at: https://www.ofcom.org.uk/ _ data/assets/pdf_file/ao20/152327/consultation-bbe-iplayer-provisional-detez-
mination.pdf

w4 CMA (2018), Good practice in the design and presentation of consumer survey evidence in merger cases, available at:

https:/ fassets.publishing.service gov.uk/government/uploads/system /uploads/attachment_data/file/708169/Sur-

vey_good_practice.pdf

The sample was chosen such that more than 1,000 Yle Areena users could be captured with a high probability.

The sample size used is consistent with the practice used by the Finnish Competition and Consumer Authority, which fre-

quently carries out surveys both for merger investigations and other analyses. For instanee, in market investigation of loy-

alty programmes of Finnish Groceries chains, the FOCA used a sample size of 1009 and in the investigation for Acquisition
of Pihlajalinna by Mehildinen the FCCA had a post-screening sample size of 1064 which was used to study the private
healthcare market in Finland (both surveys were used to estimate how consumers would divert between providers in re-
sponse to an absence of the provider they chose).

w7 The weighting is done by IRO Research (see Box 3).

B &
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Box 3 Description of the sampling method

ROResearch conducted the survey by sampling 1,276 individuats from its IRONet consumer
panel. The panel consists of 60,000 Finnish citizens aged 15 ond above. Sampling was stratified
according to groups defined by age, gender, and geography fo allow a representative sam-
ple of the overall Finnish populalion aged 15 and above to be drawn. During the survey, un-
der-represented sirata were specifically targeted to improve the represeniativeness of the
sample and to reduce the extent of weighting required in the interpretation of results. IRO's tar-
geted sampling of undertepresented slrata ensures that the sampling weights applicable to
the final sample foll between 0.2 and 5, such that no response is over- or underrepresented by
a factor exceeding 5. in this survey, the sompling welghts fell between 0.5262 and 4.4294, such
that no response was underqepresented by a factor exceeding 1.9 or over-represented by a
factor exceeding 4.5, before weighted.

Al resulls reported here, including the sample stzes, are comected by applying sampling
weights, fo ensure that the resulis are fully representative of the Hnnish population aged 15 and
over.

Source: Copenhagen Economics based on IROReserach’s descripfion of the sampling method.

The survey contained questions to help evaluate Sanoma’s assumptions about users’ SVOD and
AVOD substitution patterns in the absence of Yle Areena. Respondents were asked: If Yle Areena
was not available, which of the following would you most likely do?»s . Those respondents who in-
dicated that they would have substituted Yle Areena with other audiovisual content were further
asked: “How would you substitute your consumption of Yle Areena video content?"»s . Respond-
ents were provided with number of alternatives, including watching more linear TV, making use of
their existing SVOD subscription, consuming advertisement-funded VOD (AVOD) or subscribing to
either one or more additional SVOD services. The respondents were permitted to select multiple al-
ternatives.

Further, in line with Ofcom’s approach in its investigation into BBC iPlayer’s features, Yle Areena
users were asked how they would behave if Yle Areena was restricted to a 7-day catch-up service: “If
only content broadcast on TV was available on Yle Areena either live or at most for 7 days after
being broadcast on TV, what would you do?™=> While Sanoma's stacking effect assumption ap-
pears to refer to the forced diversion scenario, asking about this specific hypothetical change to Yle’s
service is relevant to any potential effect of those features of Yle Areena to which Sanoma is object-
ing on the revenues of SVOD and AVOD providers.

The respondents were asked what kind of content they watch and what drives their current choices.
Following the forced diversion questions, the respondents were also asked why they did not divert
to a specific choice, e.g. why a respondent would not watch more AVOD content in the absence of
Yle Areena, or if Yle Areena was limited to a 7-day catch-up service. Answers to these questions pro-
vide further insights into drivers of consumer choice behaviour.

In Finnish: Jas ¥le Areena ei olisi saatavilla, mité seuraavista tekisit kaikista todenndkéisimmin?

In Finnish: Miten koruvaisit Yle Areenan videosiséllon kulutuksesi?

In Finnish: “Jos ¥le Areenasta olisi katsottevissa vain TV:ssé liketettyji ohjelmia joko suorana tai korkeintaan 7 péivid
niiden TV-esityksen jéilkeen, mitd tekisit?”

E§ 8
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We note that the purpose of the survey analysis presented here is to help assess the specific allega-
tions presented by Sanoma in its complaint. The survey focuses on specific aspects of consumers’
likely behaviour and is not aimed at estimating all market outcomes in a counterfactual scenario
without Yle Areena or the contested ‘beyond catch up’ services.= For example, the survey analysis
does not help inform the extent to which Yle Areena stimulates demand and incentivises innova-
tion.=

SANOMA’S ATTEMPT TO QUANTIFY AREENA’S MARKET

EFFECTS IS BASED ON UNRELIABLE ASSUMPTIONS

Sanoma describes two particular reasons for why, in its view, the allegedly SVOD-like properties of
Yle Areena are detrimental to competition in the market for SVOD services. First, Sanoma argues
that Yle Areena decreases the number of subscriptions of SVOD services in Finland. Second,
Sanoma argues that Yle Areena is particularly detrimental for the domestic SVOD providers who
face significant competitive constraints from large global SVOD services, and whose competitive ad-
vantage is diminished by Yle’s free provision of Finnish language VOD content. The results of the
survey suggest that both of Sanoma’s arguments rest on erroneous assumptions.

Sanoma exaggerates Yle Areena’s effect on the average number of
household subscriptions to commercial SVOD services

Sanoma argues that the availability of Yle Areena affects the average number of SVOD subscriptions
among SVOD-subscribing households, or household stacking »s In its complaint, Sanoma has iden-
tified this household “stacking effect” of Yle Areen i} This amounts to assuming that, in the
absence of Yle Areena, households already subscribing to a commercial SVOD service or sexvicesw

e S T S S R N

I <ompared with the situation where Areena was
available.

This stacking effect can be interpreted as the aggregate diversionss from Yle Areena to other services
in a scenario where Yle Areena is not available. From an economic perspective, the plausibility of a
stacking effect assumption il hinges on whether Yle Areena and SVOD services are considered
close substitutes or not. The more similar the alternatives are from the customer’s perspective, the
closer the alternatives are as substitutes. Alternatives may be close substitutes for different reasons,
however.= A reliable assessment of the closeness of substitution ultimately requires an empirical
analysis.

g

Survey respondents were not told about Sanoma’s State aid complaint.

u2  Ag noted in Chapter 2, our focus is on Sanoma’s allegations concerning the alleged adverse market effects, not on the possi-
ble positive effects Yle Areena can have on market cutcomes.

43 Itis not clear from Sanoma’s complaint whether the counterfactual stacking levels deseribe a situation where Yle Areena
does not exist at all, or whether merely what Sanoma terms the SVOD-like service of Yle Areena is absent. Para. 153 of the
Sanoma’s complaint may reasonably be interpreted as suggesting that it is what Sanoma calls the SVOD-like service in
terms of content and characteristics that is absent in the counterfactual, and not Yle Areena as a 7-day catch-up service, for
example,

14 To be clear, Sanoma’s caleulation rules out a scenario where those households that currently do not subscribe to any SVOD
service would subscribe to SVOD) services in absence of Yle Areena. It only allows a scenario where households currently
subscribing to 2 SVOD serviee or services would subscribe to another SVOD or services. This is shown in Sanoma’s “bat-
for*-calculation, where the number of SVOD-subscribing households doas not change between scenarios, while the average
number of subscriptions per subseribing household increases.

u5  Typically, diversion ratios are measured between individual goods or services, for example from Yle Areena to Netflix. Di-
versions to similar but differently branded goods may also be aggregated when the goal is to identify whether a specific type
of good is considered a close substitute or not.

s  For one user, two services can be close substitutes because they include content from a genre that user particularly cares

about. Another user who cares less about that specific genre may not view the two services as close substitutes.
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A stacking effect il corresponds, for example to an aggregate diversion pattern where [N

I -~ 1t would also arise if, in the absence of Yle Areena, [N
. The

plausibility of a stacking effect ] can therefore be assessed using surveys with diversion ques-
tions of the type described above.

Box 4 Quantifying the stacking effect

While the concept of stacking effect is closely related 1o the diversion ratio and the two are
interfinked, the diversion rafic cannot be directly inferpreted as the stacking effect. Some
households may subscribe to more than one SYOD service in absence of their Yie Ateena. The
siacking effect can be calculated as follows:

Stacking = X( NewSubs; = (H:Hi ))

SVO

whens NewSubs i Is the number of new subscriptions a $VOD-subscribing household would sub-
scribe to based on thekr response and HH/HHsvoo IS the percentage of SYOD-subscribing
households who have indicated they would subscribe to | more services.

For example, if 50% of households wouid subscribe to one additional SVOD service, 10% would
subscribe to two additional SVOD services and 2% of households would subscribe 1o three ad-
ditionat SVOD services, stacking effect would be calculated as:

Stocking=1*50%+2*10%+3* 2% =05+ 0.2+ 006 =076

The results of Yle's survey reveal that, out of those respondents who had at least one SVOD service
in use, only 6.8% would have subscribed to one additional SVOD service? and 1.2% would have
subscribed to more than one additional SVOD service, see Figure 6 below. 2% would not have sub-
scribed to an additional SVOD service had Yle Areena not been available. This observed diversion
pattern corresponds to a stacking effect of around 0.095'2°. Thus, Sanoma’s estimate of Yle Areena’s
stacking effect is more than | 2s the estimate we calculate based on the survey ev-
idence.

47 Precisely, houssholds in which there is an YVie Areena user.

uB  There are households that would subseribe to more than one SVOD service in absence of Yle, hence there is no direct 1-to-1
link between the diversion ratio and stacking effect.

%% Even if the respondent had indicated that they would subscribe to one more SVOD service only, they were able to select
multiple services when asked which service they would subscribe to. Due to the more speculative nature of the follow-up
question, we continue to assume that the respondent would only subscribe to one more SVOD service and interpret the se-
lection of multiple services in the follow-up question as uncertainty about the choice of service. For example, if the respond-
ent chose two different services having first answered that they would subscribe to only one, we interpret that they would
choose each service with equal, or 50%, probability.

20 The stacking effect is calculated as 1 x 0.0682082 + 2.18904 x 0.012027, where 2.18g04 is the average number of SVOD
subscriptions among households subseribing to more than one additional SVOD service. This is mathematically equivalent
to the caleulation in Box 4.
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Figure 6
What would have done if Yie Areena was not available? | would watch...
Percentage of households who already subscribe to SVOD

100%
90%
80%
70%
60%
50% 43,8%

40%  326%
30% 24,9%

59,4 %

20% 13,9%
10% 1,2%

0

Note: N = 609. The subsample includes those respondents who have used Yle Areena within the post year and
already subscribe fo at least one $YOD service. Respondents were allowed to select muttiple altematives
apart from “No other AV content”. Column “Total other than SYOD" sums up all unique respondents to
“Yle Linear TV Commercial Linear TV AVOD and Existing SVOD". Following o standard prociice respond-
enis who did not know what fo do are disregarded.

Source: Copenhagen Economics analysis based on IRO survey data.

Instead of subscribing to another SVOD service as claimed by Sanoma, most respondents say that
they would replace at least some of their viewing by watching more linear TV or make more use of
their existing SVOD subscription.

Of those respondents who did not already subscribe to a SVOD service, 3.9% would subscribe to one
or more SVOD service if Yle Areena was not available. While these respondents would increase the
overall number of SVOD subscriptions in Finland, this increase is not part of the stacking effect
through which the alleged SVOD market size-reducing effect of Yle Areena operates in Sanoma'’s
calculation.
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In order to evaluate the effect of Sanoma’s proposal of restricting Yle Areena to a 7-day catch-up
service, Yle also asked the survey respondents what they would do if content on Yle Areena was
available only (a) as a live stream concurrently with the TV broadcast and (b) seven days after the
initial TV broadcast. Only 2.5% of the respondents would have subscribed to an additional SVOD
service in such a scenario, with around 66% of respondents currently using Yle Areena and at least
one SVOD service saying they would either watch the same amount of Yle Areena content as before
or decrease their use of Yle Areena, but not replace the decreased viewing time with consumption of
other andiovisual content.:»

Based on the survey results, most users with at least one SVOD subscription would increase use of
their existing SVOD service(s) or watch more of linear TV rather than subscribe to an additional
SVOD service. The household stacking effect estimated by Sanoma is overestimated
I - Only 8% of respondents already subscribing to at least one SVOD service
would subscribe to another SVOD service, which corresponds to stacking effect of 0.095. Thus, the
effect of Yle Areena’s VOD service on the size of the SVOD market is severely exaggerated by
Sanoma in its complaint. Further, while the ‘forced diversion’ analysis is necessary as it enables a
like-for-like comparison with Sanoma’s assumptions, it substantially overestimates any effects of
the contested services — i.e. Yle's ‘beyond catch up services’ - could have on SVOD subscriptions.

Ruutu+ and other domestic SVOD services do not appear as close
substitutes to Yie Areena

Further to reducing the number of SVOD subscriptions, Sanoma asserts that Yle Areena’s VOD ser-
vice is particularly distortive on the Finnish market since it provides content in Finnish. According
to Sanoma, the domestic SVOD providers face significant competitive pressure from the global
SVOD services such as Netflix, Amazon Prime Video and Disney+, and that Yle's provision of Finn-
ish content for free diminishes the competitive advantage of the domestic SVOD services (namely
CMore, Elisa Viihde Viaplay and Ruutu+).

In other words, Sanoma alleges that Ruutu+, CMore and Elisa Viihde Viaplay are closer substitutes
to Yle Areena than e.g. Netflix or Amazon Prime, and that in the absence of Yle Areena the users of
Yle Areena would subscribe to one of these services focusing on Finnish content. The credibility of
Sanoma’s assertion hinges on Yle Areena and the domestic services being close substitutes to one
another and can be evaluated empirically. If those users who in the absence of Yle Areena would
subscribe to a SVOD service were to mostly subscribe to another global SVOD service, any effect Yle
Areena may have on the market is less likely to render it impossible or excessively difficult for a pri-
vate operator to conduct business. Beyond the attained substitution patterns from the survey, we
have asked the respondents about the language in which they primarily watch Yle Areena in.

For Sanoma’s claim on Yle Areena being particularly distortive on the Finnish market due to
providing Finnish language content and being a particularly close substitute to domestic SVOD, the
following hypothesis must be true:

In absence of Yle Areena, domestic SVOD services would be preferred by the respondents over
their global counterparts

21 The 7-day restricted diversion question was only pased to those respondents who had indicated that they would substitate
Yle Areena with other audiovisual content. Those respondents who had stated they would not have watched any audiovisual
content to replace Yle Areena can be assumed either to watch the same amount of Yle Areena as before, or to decrease their
use of Yle Areena but not to replace their decreased viewing with consumption of other audiovisual content. The 2.5% is
therefore a conservative upper range for additional SVOD suhseribers.
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As reported, the observed ‘stacking effect’, or the effect of Yle Areena on the average number of
household subscriptions to SVOD services (among the households that do subscribe to such ser-
vices) is 0.09. When asked which SVOD service the respondent would have diverted to in the ab-
sence of Yle Areena, only 25.4% of the respondents would have chosen a domestic SVOD service,
see Figure 7. The three most popular alternatives selected by the respondents were HBO Nordic,
Disney+, and Netflix, all global services.

Out of those respondents who currently subscribed only to global services, 27.6% would have se-
lected a domestic SVOD service in absence of Yle Areena.=* Moreover, out of those users of who
mostly watched content on Yle Areena in Finnish, 26% would have subscribed to a domestic SVOD
service in absence of Yle Areena.= Recognising that the sample size in this sub-group is small
(N=46) and results should therefore be interpreted with caution, the limited substitution towards
domestic SVOD casts further doubts on the notion that the existence of Yle Areena could make it
excessively difficult or impossible for Sanoma to conduct its SVOD business in Finland.

Figure 7

To which SVOD service would the respondent subscribe in the absence of Yie
Areena?

Percent of the minority of respondents who would subscribe to at least one more SVOD

» Nof subscribing any other SVOD Global = Domestic

Nofe: N = 809. The subsample includes those respondents wha have used Yie Areena within the past year ond
aiready subscribe to at least one SYOD service. Respondents who stated they would subscribe to ot least
one SVOD service were asked which service(s) they would subscribe fo.

Sowce: Copenhagen Economics calculations based on IRO survey data.

Based on the survey results, users of Yle Areena do not consider the services of domestic SVOD pro-
viders to be closer substitutes to Yle Areena VOD than the global SVOD services. Only 25.4% of re-
spondents indicated that they would have chosen to subscribe to one of the three domestic SVOD
services in absence of Yle Areena.

122 Note that the number of respondents who subscribed only to global SVOD services is 25, meaning that the percentage is
only indicative.

=3 Note that the number of users viewing mostly Finnish content and who would subseribe to a SVOD servies in absence of Yie
Areena is 21.
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In light of the limited diversions uncovered in the survey from Yle Areena to domestic SVOD pro-
viders, it is unlikely that Yle Areena exerts a stronger competitive constraint on domestic SVOD
providers than global players. Moreover, it is unlikely that Yle’s provision of Finnish language con-
tent diminishes the competitiveness of the domestic SVOD providers vis-a-vis Netflix and other
global players.

OTHER ADVERTISEMENT-FREE ALTERNATIVES WOULD

CAPTURE MOST OF EXISTING YLE AREENA VIEWING

On AVOD services, Sanoma alleges that Yle Areena reduces the number of users of AVOD services,
making them less appealing to advertisers and thereby reducing the advertising revenues of AVOD
service providers. In effect, Sanoma makes two allegations:

1. [redacted]% of Yle Areena users are currently not using Ruutu AVOD due to Yle's offering;
and

2. Sanoma would likely capture more viewing from ] of its Ruutu AVOD users, who
also use Yle Areena

Based on the first allegation about AVOD, Sanoma provides an estimate of lost advertisement reve-
nue. However, as both the estimated lost revenue and the calculation through which Sanoma ar-
rives at the estimated lost revenue are redacted, we are limited to a high-level commentary on the
credibility of the two allegations made by Sanoma.

Most users of Yie Areena multi-home and use several AVOD services
alongside Yie Areena

Sanoma alleges that for some users, Yle Areena provides a substitute to the content provided by
AVOD services. According to Sanoma, Yle Areena’s advertisement-free content is appealing to these
users, as they might for instance find advertisements as part of their audiovisual content consump-
tion undesirable. Sanoma argues that in absence of Yle Areena, these users would choose to use
AVOD services instead, which would make these services more desirable to advertisers conse-
quently increasing their respective turnovers.

Sanoma fails to recognise that the reason why some of Yle Areena’s users do not watch Ruutu can be
independent of Yle Areena’s advertisement-free content offering. For instance, the needs of some
multihoming Yle Areena users may be sufficiently satisfied by combination of Yle Areena and other
AVOD. Even if Yle Areena were restricted to a 7-day catch-up service, the users currently consum-
ing Yle Areena content might replace it with services other than Sanoma’s, if they were to replace it
at all. Furthermore, Sanoma does overlook the possibility that, in the absence of Yle Areena, other
advertisement-free content is likely to be more appealing to Yle Areena users if advertisements con-
stitute a key deterrent to using AVOD services.

Sanoma further fails to recognise the fact that its own SVOD service Ruutu+ could cannibalise part
of its own AVOD business. Given the largely overlapping content=, we consider it improbable that
the same user would use both Sanoma’s AVOD and SVOD services. Sanoma in essence claims that
Yle Areena users would divert to both of its services but does not comment on the fact that Yle
Areena users probably would not divert to both services and the two segments of the VOD market
cannibalise one another.

24 In footnote 149 of the Sanoma Complaint, Sanoma states that “The entire content offering acquired by Sanoma is available
in both AVOD (Ruutu) and SVOD (Ruutu+) (excluding sports content which is SVOD-only [—]". Further we note thata
substantial part of the film content is available only on Ruutu+ subscribers.
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In order to evaluate the plausibility of the assumptions that appear to underlie Sanoma’s AVOD-
related allegations, it is necessary to determine how many users already multi-home between Yle
Areena and Ruutu (or other AVOD), and how many users would divert to Ruutu in the absence of
Yle Areena.

Firstly, we see from the survey commissioned by Yle that the vast majority of Yle Areena users al-
ready watch at least some AVOD content. Only 11.4% of Yle Areena users do not consume any
AVOD services; see Figure 8. The most popular AVOD service used by 75% of the respondents is
Youtube. Secondly, the domestic AVOD services jointly reach 68% of Yle Areena users - with MTV
and Ruutu alone reaching 51% and 50% respectively.

Figure 8
Which AVOD services have you used in the past year?
Percentage of Yle Areena users

100%
90%
80% 75%
70%
60%
50%
40%
30%
20%
10%

0%

Note: N = 1043 The subsample includes those respondents who have used Yie Areena within the past year. Re-
spondents were allowed to pick multiple oitematives. '‘No AVOD' refers to respandents not using any
AVOD service. Finnish AVOD aggregates unique respondents who have used at least Ruutu MTV or one
of the online news platforms. Other services with smaller percentages are excluded from the figure for
clarity.

Sowrce: Copenhagen Fconomics calculations based on IRO survey dota.

Given that most Yle Areena users already use at least some AVOD service and the respective shares
of Ruutu and MTV users exceed 50%, Sanoma’s allegation of users not watching AVOD due to free

provision of content on Yie Areena appears implausible. We cannot comment on the plausibility of
the specific effect being alleged as this has been redacted.

in the absence of Yle Areena, other advertisement-free services would
capture most of the users who currently do not use Ruutu

Sanoma’s allegation on Yle Areena being distortive is specific to its Ruutu service. Thus, in the
forthcoming we focus exclusively on those Yle Areena users who do not watch Ruutu but may use
other AVOD services.
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Of the 50% of Yle Areena users who did not already watch Ruutu, only 9.5% would watch any AVOD
service if Yle Areena was not available. 57.7% would not replace Yle Areena with any audiovisual
content, and a further 32.8% would replace Yle Areena with services other than AVOD. Most com-
monly, Yle Areena would be replaced with Yle’s own linear TV broadcasts or with increased use of
the respondent’s existing SVOD subscription, see Figure 9.

Figure 9
What would you have done if Yie Areena was not available? | would watch...
Percentage of respondents who did not already watch Ruutu

100%
90%
80%
70%
60%
50%
40% 32,8%

30% 209% 17,5 %
20% 9,8% 9,5%

10% 453%  gso

' [

0%

57,7%

Note: N = 518 The subsample includes those respondents who have used Yle Areena within the past year and
who do not watch Ruutu AVOD, Respondents were allowed to answer mulliple alternatives. Column “To-
{al other than AVOD" sums up all unique respondents to “Yle Linear TV Commercial Linear TV Bisting
$VOD and would subsciibe to ancther SYOD". Following a standard practice respondents who did not
know what 1o do are disregarded.

Source: Copenhagen Economics calculations based on IRO survey data.

Of the 9.5% who would increase their consumption of AVOD services, only 20.5% would watch
Ruutu in place of Yle Areena. Put another way, only 1.9%=s of those cuxrently not watching
Ruutu would do so in the absence of Yle Areena. These estimated percentages are based on
the forced diversion question (no Areena) and fewer respondents said they would increase their use
of AVOD (and Ruutu) in the absence of just the contested ‘beyond catch up’ functionalities.

For those Areena users who did not already use Ruutu, the main reasons behind not consuming
more AVOD services in absence of Yle Areena were the presence of advertisements and the lack of
appealing content, with 49.3% citing lack of appealing content and 47.8% citing advertisements as
reasons; see Figure 10. The majority of Yle Areena users not already watching Ruutu would instead
watch more Yle’s linear TV or make more use of their existing SVOD subscriptions. Both of these
alternatives provide advertisement-free content to end-users.

25 g.5% of those not currently watching Ruutu would increase their use of AVOD service in absenca of Yle. Of those 9.5%, only
20.5% would watch Runtu. Thus, out of all Yle Areena users not already watching Ruutu 9.5% x 20.5% = 1.9% would start
watching Ruutu in absence of Yle Areena.
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Figure 10

Reasons behind not watching more AVOD in absence of Yie Areena

Percentage of respondents who did not aready watch Ruutu and would not increase use of
AVOD in the absence of Yle Areena

100%
90%
80%
70%
60%
SO% 478% 49,3 %
40%
5% 222%
20%
10% 5,5%
o5 i -3
Advertisement No appealing Unknown or bad Other reasons
content user interface

Note: N = 233. The subsample includes those respondents who have used Yle Areena within the past year and
who do not watch Ruutu AVOD and would not increase use of AVOD in the ahsence of Yle Areena. Re-
spondents were allowed to name more than one reason why they would not have watched AVOD,

Source: Copenhagen Economics calculations based on IRO survey data.

To evaluate the effect of Sanoma’s proposal of restricting Yle Areena to a 7-day catch-up service, we
also asked the respondents what they would do if content on Yle Areena was available only live and
7 days after being broadcast on TV. Only 5.2% of those respondents who did not watch Ruutu would
have increased their use of AVOD. 75.8% of the respondents would either watch the same amount
of Yle Areena than before or decrease their use of Yle Areena but not replace the decreased use with
other audiovisual content.

Even in the absence of Yle Areena, only 1.9% of Yle Areena’s current users who are not already using
Ruutu would start using Ruutu. Most respondents would either not replace their consumption of
Yle Areena with any video content or replace it with other advertisement-free audiovisual content.
Thus, Sanoma’s allegation that Yle Areena’s advertisement-free provision of SVOD-like content de-
creases Ruutu’s AVOD viewership appears unfounded.

In the absence of Yie Areena, most muliti-homers would not increase
their consumption of any AVOD service

Sanoma alleges that, in the absence of Yle Areena, those currently multihoming between Yle Areena
and Ruutu, would spend more time watching AVOD content on Ruutu. This, according to Sanoma’s
reasoning, would increase the reach of its AVOD services, increasing its appeal to advertisers, and
increasing Sanoma’s advertisement revenue.
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The argument again hinges on Ruutu being a substitute to Yle Areena. Since consumers’ attention is
a scarce resource, any time spent on watching Yle Areena is time not spent in some other activity. In
Sanoma’s view, some of this time would go into Ruutu ahead of other activities. Specifically, accord-
ing to Sanoma, il of Ruutu users also use Yle Areena, and in the absence of Yle’s VOD offering,
Ruutu “would likely be able to capture nore viewing time from these users”.=

In order for Sanoma’s assumption regarding Ruutu capturing more viewers in the absence of
Areena to be plausible, it should be the case those who currently use both Yle Areena and Ruutu
would substitute their Yle Areena consumption with Ruutw

As previously stated, 50% Yle Areena users in the survey also used Ruutu. These 50% of Yle Areena
users should correspond to [ - As such, the preferences of these 50%
should reflect the preferences of those Ruutu users. Figure 11 illustrates the overlapping viewership
between Yle Areena and Ruutu.

5.54

Thus, by looking into this overlapping usership between the two services, we can test how many of
the multi-homers of these services would watch more Ruutu in absence of Yle Areena. We observe
that only 20.8% of those using both Yle Areena and Ruutu would replace any part of their consump-
tion of Yle Areena with an AVOD service, see Figure 12. A mere 4.9% of the survey respondents
would have only diverted their use of Yle Areena to AVOD, with the remaining splitting their availa-
ble time between other alternatives.

2% Para 164, Sanoma Complaint.
27 Sanoma’s claim focuses in particular on those users multthoming between Yle Areena and Ruutu, but the daim can be gen-
eralised to cover any AVOD service.
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Figure 12
What would you have done if Yie Areena was not available? | would watch...
Percentage of respondents who multihome between Yie Areena and Ruutu

= Only AVOD
73%
AVOD + one other choice
2,7 %
& AVOD + two other choice
= AVOD + three other choice

s Would replace Areena with
other than AVOD

= Would not replace Yle Areena

Note: N= 524, The subsample includes those respondents who have used Yle Areena within the past year and
who watch Ruutu AVOD. Respondents were allowed to selec) more than one alternaotive.
Source:  Copenhagen Economics calcutations based on IRO survey data.

5.55 Of those 20.8% who would have increased their time watching AVOD, 73.8% would have increased
time spent on Ruutu, see Figure 13. In other words, 15.4% of those users who currently use both Yle
Areena and Sanoma’s AVOD service Ruutu would spend more time viewing Ruutu in the absence of

Yle Areena.
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Figure 13

Which AVOD service would you use to replace Yie Areena

% of respondents who would increase their use of AVOD services and multihomed between Yle
Areena and Ruutu

100,0%
90,0%
80,0% 73,8%
70,0% 64,0%
60,0%
50,0% 48,0%
40,0%
30,0%
20,0% 16,8%
10,0% .
0,0%
Ruutu MTV Youtube News platform

Nofe: N =106 The subsample includes those respondents who have used Yle Areena within the past year and
who watch Ruutu AVOD and would increase thelr use of AVOD in absence of Yle Areeno. services with
less than 10% excluded for clarity. Respondents were allowed to select more than one alfernative.

Source: Copenhagen Economics calculations based on IRO survey data.

If instead the content of Yle Areena was available only for 7 days after being broadcast on TV, only
8.5% of the respondents multihoming between Yle Areena and Ruutu would increase their use of
AVOD. 71.5% of respondents would either watch the same amount of Yle Areena than before or de-
crease their use of Yle Areena but not replace the decreased use with other audiovisual content.

Sanoma’s statement that it “would likely be able to capture more viewing time from these users
[those multi-homing between Ruutu and Yle Areena]” appears exaggerated. Based on our analysis
of the survey results, Sanoma would be able to gain more viewing time from only 15.4% (in the ab-
sence of Areena) or 8.5% (in the absence of ‘beyond caich-up’ features) of these users. The users
would not only substitute their use of andiovisual content to Ruutu, but also other audiovisual con-
tent.

In conclusion, Sanoma’s allegations related to Yle Areena resulting in fewer SVOD subscriptions, or
reduced use of AVOD services are based on speculative assumptions considering the quantitative
evidence obtained through the survey. This suggests that it is unlikely that specific properties of Yle
Areena, or Yle Areena as a whole, make commercial providers’ VOD business excessively difficult or
impossible to conduct.
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CHAPTER 6
THERE IS NO EVIDENCE TO SUGGEST THAT

YLE WOULD DISTORT CONTENT MARKETS

Table 7
Summary of the assessment presented in Chapter €
SANOMA ALLEGATION COPENHAGEN ECONOMICS ASSESSMENT

Sanoma alleges: “Yle compeles with domestic andin-  Sanoma has not presented refiable evidence in sup-
temational audicvisual content providers fincluding port of ifs allegations. Yle's incentive ond ability o
VOD providers) for the kcensing / acquisiion of rights to . match market prices for content and to outbid com-
audiovisual content. Yle's stable, guaranteed and con-  mercial rivals is consirained by its finile budget and
siderable public funding alfows it to invest significantly statutory remit to ensure diversity in Yle's content hold-
in the acquisition of rights fo domestic and foreign au- ings. The available information does not suggest that
diovisual content, competing with domestic commer- Yle would frequently compete with commercial provid-
cial operators, which have move fimited resources to ers for foreign drama content and outbid commercial
allocate for the acquisition of such content”. providers by paying exceptionally high prices.

SANOMA’S ALLEGEST THAT YLE CROWDS OUT

COMMERCIAL PROVIDERS FROM THE CONTENT MARKET

Sanoma alleges that Yle's activities distort the market(s) for production of original content and ac-
quisition of rights to audiovisual content.=* At the core of Sanoma’s allegation is a notion that since
Yle is not dependent on subscription fees or advertisement revenue it has the opportunity to invest
upfront without commercial considerations on returns.=s

In its complaint, Sanoma distinguishes two mechanisms through which it alleges that Yle distorts
competition in the content market:

First, according to Sanoma, Yle competes for (domestic and foreign) content rights
with commercial VOD providers. = Sanoma alleges that Yle’s content acquisition intensifies
competition for broadcasting rights on the Finnish (and possibly Nordic) markets, and that this in-
creases the overall price level in the market. Due to the allegedly inflated price level, the commercial
VOD providers are able to acquire fewer rights, making their services less appealing for consumers.
Sanoma alleges that, for example:

“Yle competes with domestic and international audiovisual content providers (including VOD pro-
viders) for the licensing / acquisition of rights to audiovisual content. Yle’s stable, guaranteed and
considerable public funding allows it to invest significantly in the acquisition of rights to domestic
and foreign audiovisual content, competing with domestic commercial operators, which have
more limited resources to allocate for the acquisition of such contents

Sanoma defines all VOD content acquisition as one market.

Sanoma Complaint, para 173.

QOur understanding on the basis of Yle’s description is that Finnish content is rarely traded as ready-made content, but ra-
ther developed together with the broadeaster (or VOD provider) from concept.

2 Sanoma Complaint, para g8.
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6.9

Second, Yle’s domestic content acquisition and production increases costs borne by
commercial operators. Sanoma further alleges that as a consequence of its “heavy investments”
in original content Yle drives up input prices in the industry, thus increasing the production costs:
“Moreover, Yle's presence affects input prices and thus increases production costs, increasing in
turn the costs borne by commercial operators.”» Sanoma considers that this weakens the domes-
tic VOD providers’ ability to invest in Finnish content and to differentiate themselves from global
VOD providers such as Netflix or Disney.

As a consequence, Sanoma alleges, Yle reduces the VOD providers’ ability to invest and in-
novate.x In particular, Sanoma considers that its ability to invest in content is reduced by Yle's ac-
tivities in content acquisition and production. According to Sanoma, “the quality and diversity of
content offered by VOD providers is fundamental for acquiring and maintaining their user base”.
It concludes that the effect of Yle on the VOD market will intensify over time as the commercial op-
erators’ ability to use FTA content reduces.s

THERE IS NO EVIDENCE OF SUBSTANTIAL DISTORTIONS IN

THE CONTENT MARKET

Sanoma refers to Yle's state funding and budget and appears to suggest that Yle competes for, and
outbids, commercial providers due to its financial resources. Sanoma does not set out a clear theory
of harm of how such distortion could arise, nor does Sanoma provide significant empirical evidence
to support its allegations. An assessment of any effects Yle may have on content acquisition necessi-
tates significantly more evidence than what has been put forward by Sanoma.

Given that Sanoma’s allegations lack a significant empirical foundation, we assessed the effect Yle
may have on the content market drawing on conceptual economic arguments relevant to content
rights acquisitions. From an economic perspective, distortions to content rights acquisitions akin to
those described by Sanoma can be plausible if:

o Yle's financial resources and regulatory constraints enable outbidding commercial operators;
« Yle acquires similar types of content as commercial providers and competes for the same rights;
e  Yle pays high prices for the content it acquires.

Based on the evidence available to us from Yle and public sources, we assessed the extent to which
these circumstances characterise the content acquisition markets in which Yle and commercial pro-
viders operate. We found that Sanoma appears to exaggerate Yle’s ability to outbid ri-
vals and

We elab-

orate our findings as follows.

Yie’s finite budget and statutory duty to ensure diversity and public
service values limits Yle’s incentive and ability to compete for
commercially valuable content

Contrary to Sanoma’s allegations (i) Yle faces budget constraints impeding its ahility to match mar-
ket prices of content rights, and (ii) regulatory requirements to ensure diversity and public service
values in its content holdings.

32 Sanoma Complaint, para 175.
3  Sanoma Complaint, para 148.
@4 Sanoma Complaint, para 174.
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Yle operates under a strict statutory budget constraint. Commercial providers base their
strategic choices over content acquisitions on expected returns. The expected returns are contingent
on (i) the numbers of new VOD subscribers, FTA/AVOD viewers and advertisement revenues, and
(ii) the numbers of existing subscribers generating cash flows limiting the need for additional fi-
nance. Yle cannot increase its budget (or individual bids) to reflect the market value of
content rights.

Yle’s ability to outbid other providers for commercially attractive content is still constrained finan-
cially by its annual budget approved annually by the Ministry of Transport and Communications.=s
Yle's budget (net revenue after VAT) has increased by around 4.7 percent between 2016 and 2020
(CGAR 1.2%). Further, with the emergence of global and national SVOD players, competition for
content rights has intensified. As competition for content rights increases, the bargaining power of
rights holders increases, too, enabling them to extract higher prices for content rights. Had Yle, as
Sanoma alleges, disproportionately increased investments in content to outbid rivals, we would ex-
pect to see an increasing spend in commercially attractive content. Instead, we observe that Yle’s
expenditure for drama, a category including potentially commercially attractive content, has, in
fact, slightly declined in real terms between 2012 and 2020, see Figure 14 (this includes, amongst
other eosts, produced and acquired domestic, and foreign content). This is not consistent with the
allegation that Yle is able to increasingly outbid rivals when competing for content due to its state-
funded budget.

Figure 14
Yie's expenditure on drama in nominal and real terms
€ million in 2020 euros

70

" :
20
10
0 _—
X7 2018 019 2

2012 2013 2014 2015 2014 20

= Reol volue Nominal value

Nole: Annual nominal spending on drama is defloted using the producer price index for services in “creative

arts and entertainment services”. Reporting before 2012 uses different categerisation of content. The fig-

ure disploys Yle's expenditure on both foreign and domestic drama.

Source:  Yle Administrative Council Reports to the Annish Pardiament 2012-2020. Avallabie ot Yle's website under
ps:/fvie fi/gihe/vicisradio/vuosikertomukset Statistics Finlond.
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Yle’s content differs considerably from that of comumnercial players. Yle is subject to many
regulatory obligations to ensure variety and public service values in its programming. These regula-
tory obligations constrain Yle from investing disproportionally in certain programming content.=¢

Yle does not have the same flexibility as commercial providers because it is subject to guidance and
a code of conduct on what type of content it should provide, see Box 5. Yle’s strategy for acquiring

content is focused on variety, serving all audiences including special and minority audiences.= Fur-
ther, Yle has also identified values and general objectives which are followed in the selection process
for acquiring content to ensure content variety within genres. =

Box & Statutory obligations and general principles for Yie's content offering

Act on Yieisradio Oy defines that Yie is responsible for the provision of versatiie and compre-
hensive television and radio programming with the related addilional and exira services for all
citizens under equal conditions. In particular, Yle's content offering shall e.g.:

= support democracy and everyone’s cpporfunity to paricipafe by providing diverse infor-

mation, cpinions, and discussions, as well as opportunities for interaction;

produce, create, develop, and preserve Finnish cullure, art and stimuiating enfertainmnent;

consider the aspects of education and equality in the programmes, provide opporiunities for

leaming and seif-development, emphasize programmes for children and young people, and
offer devotional programmes;

« freat the Annish- and Swedish-speaking poputation on an equal footing in program activities,
provide setvices in the Sami, Romanid, and sign languages and, where applicable, also in the
languages of other language groups in the country;

« support the preservation of the Finnish cultural heritage, tolerance, equal tfreatment, equality
and cultural diversity, and to take care of the provision of programmes also for minority and
special groups;

* promote cultural interaction and maintain production intended for infernational distributiorn.

General principies for Yie's production of programmes and content include e.g.:

« Yle presents opinions, values, and social phenomena in as diverse a way as possible In its
programmas and content.

¢ The pubfic must be given the opportunity to distinguish both the fiicts and their background
from opinions and fictional content.

« The dignity of everyone must be respected. Pluralism is one of our core values.

Source: The Act on Yieisradio Oy (1380/1993 omendmem:uptomml?hcbdedl chapter 3 section 7
c et/1993/en19931380 [Accessed 23 August 2071)

cessed23Augus!202|)

9¢  We note two case precedents concerning the effect of a PSB’s services on the market of content acquisition and the PSB’s
financing in Germany in 2007 and Ireland in 2008. For example, in the German case, it was concluded that (in that case
valuable) sports rights can be justified as part of the PSB's service remit conditional, among others, that the rights do not
make up an exvessive share of the broadcasters’ programme activities as this would endanger the balanced and varied na-
ture of the providers’ content. Acquisition and use of sports rights, State aid E 3/2005 (ex- CP 2/2003, CP 232/2002, CP
43/2003, CP 243/2004 and CP 195/2004); State aid E 4/2005 (ex NN 99/1999) — Ireland and State aid E /2005 (ex- CP
2/2003, CP 232/2002, CP 43/2003, CP 243/2004 and CP 195/2004).

<7 Copenhagen Economics interview with Yle.

©#  Copenhagen Fconomics interview with Ve,
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The fulfillment by Yle of these defined objectives is supervised by the Administrative Council and
the Finnish Transport and Communications Regulatory Authority supervises e.g. that Yle is in com-
pliance with the legislation. In particular, the Administrative Council is in charge of deciding on
Yle’s strategy, economic and operational guidelines, restrictions and expansion objectives and re-
porting to Parliament on the fulfilment of the public service remit.«s

Further, Yle has developed a detailed overview of the type of content that it seeks from production
companies for future content including the content genre and the target viewer age group.« This,
coupled with the aforementioned statutory obligations, means that Yle does not aim,
and has a limited ability, to compete with commmercial providers. Put ancther way, Yle’s
ability spend its finite content budget on narrow areas of commercially appealing content is limited,

Sanoma has not shown whether its own programming content is similar to that of Yle to an extent
consumers’ (or advertisers’) willingness to pay for Sanoma’s services would be materially lower.
Data from Finnpanel saggests that there are substantial differences between Yle Areena and com-
mercial providers in terms of the composition of the content provided. Compared to other opera-
tors, Yle’s viewers watch programs from a wider range of content categoriés such as children’s pro-
grams, domestic and foreign fiction, and factual/cultural/lifestyle programs, see Figure 15, =

Figure 16
Comparison of BVOD services’ content consumption
Relative percentage split in reported cumulative average time viewed per genre

Yle Areenc

0%
Chilldren’s programmes Il Enterfainement/tight music/reciity Il Movies Il Sports
B Current affairs BB Faciual/cutiurai/iilestle B News
W Domestic fiction W Foreign fiction I Nore

Note: Data includes people older than 3 yearsy-und Ruutut are excluded from BVYOD services. Educa-
fional and science programs other program fypes and popular culture are consurmed only marginally
and are left out of the figure.

Source: Copenhagen Economics based on: TotalTV Measurement Finnpanel 2020 (dalo).

@ The categtion used F'el is at 2 very high Javel. Yle provides content in variety of different languages from other
public broadcasters and independent producers which is not visible on this.
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As shown in the Figure, while entertainment, light music and reality is the most popular genre in
Ruutu and [JJAVOD services (as high as 80% in Ruutu), they only constitute 4% of the content
consumed from Yle Areena. Furthermore, foreign fiction, which is the most popular genre con-
sumed in Yle Areena, is considerably less popular, especially in Ruutu. Yle Areena also stands out

with 11% of its content consumption coming from children’s programmes, whereas the share of chil-
dren’s programmes is &VOD services, respectively.

The survey commissioned by Yle (discussed in detail in Chapter 5) corroborates the finding that
viewers choose Areena for more diverse content compared to what is consumed via commercial pro-
viders, see Figure 15. Survey respondents also identified that the content they view on Yle Areena is
different from what the content that they view on other SVOD and AVOD platforms, particularly
with respect to content genre and language, see Figure 16 and Figure 17.

Figure 16
Yie Areena viewers®' content consumption differs from SVOD and AVOD content
Percentage of survey respondents

76%

£ g 3 £ 53 8 8 § £ £ £ F tvem:
e = B & 2 £ cument
§ § g b -g g 'g g 3 § Q atfair

Dacumeniary

B Areena . SVOD AVOD

Note: Question: Which of the following best desciibe Yle Areena/SVOD/AVOD content viewed?
Source: Copenhagen Economics based IRO survey.
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Figure 17
Viewers consume content in their first [anguage on Yle Areena
Percentage of survey respondents

First language

76%

Engfish {not my first language)

Other (not my first languags)

Finnish {not my first language)

Swedish (not my fist language) | 0%

B Areena BB sVOD  AVOD

Note: The question asked in the survey: *In which language you walch Yie Areena/SVOD/AVOD?
Source: Copenhagen Economics based on IRO survey.

The fact that viewers choose Yle for different reasons than commercial providers does not in itself
rule out averlaps between them. Nonetheless, these differences in what viewers expect from Yle,
and what Yle offers, are reflective of Yle using its finite content budget to attract more diverse audi-
ences, and meeting different needs, than commercial providers. As such, this evidence does not
support Sanoma’s allegations, which suggest that Yle seeks to be a close substitute to commercial
providers.

Finally, we remark that Yle provides additional services to specific minority groups such as the
hearing impaired. These are audiences not fully, or at all, served by the commercial players. Even if
its public service mandate only allowed Yle to provide services that, demonstrably, no commercial
operator provided, the existence of these minority groups would justify the provision of Yle Areena’s
VOD serviees from a public value perspective.

Yie -with commercial providers for the same content

rights and NG Price competition

As a matter of economics, Yle could drive up prices if it competes aggressively for the same content
rights as commercial providers.+Conversely, if Yle mostly acquires content that differs from the
content acquired by commercial providers and/or content that is not appealing for commercial pro-
viders at the time of the acquisition, it is unlikely that those commercial providers will feel any price
effects (or be outbid by Yle). Thus, any competitive harm resulting from Yle’s content acquisitions
would be more likely if Yle sought to acquire content that is most attractive to commercial broad-
casters,

42 For the purposes of our assessment of Sanoma's complaint, we do not find it necessary to define precisely the market of
*premium content” — i.e. the type of content that is valuable, attracts viewers and subscribers in large numbers, and is
therefore central to competition investigations in this field. See, for example: BEREC (2018), BEREC report on the impact
of premium content on ECS markets and the effect of devices on the open use of the Internet, BoR (18) 35.
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Competition for foreign (non-Finnish) content rights is global and Yle is a small player in compari-
son with e_g. Netflix, HBO and Disney which aim to acquire global, or at least regional, rights. In
contrast, Finnish content is acquired predominantly by domestic providers although some Finnish
language content is produced for the global markets and have been successfully distributed outside
of Finland. Sanoma’s allegations relate to both foreign and domestic content acquisitions.

We requested and reviewed data on Yle’s content acquisitions over 2020 — 2021 (June). We sought
to assess: (i) the extent to which Yle has competed for the same content rights as commercial pro-
viders and its success in competing for rights, (ii) the extent to which Yle pays high prices for the
content it acquires, and (iii) to what extent the rights acquired by Yle have been in the market with-
out interest from commercial providers.

As we explain below, due to Yle's public service duties guiding its content acquisitions, | NN

In its complaint, Sanoma shows a graph depicting the number of foreign titles in 2019 — 2020
(again, Sanoma does not disclose where it has sourced these numbers from). Sanoma alleges that
“Yle has been increasing the foreign content available in its VOD catalogue in the last two years.
Between July and December 2020, the number of foreign titles available on Areena increased by
25%, corresponding to Yle’s strategy to make Areena an SVOD-like service.”

We remark that Sanoma’s interpretation of its own data is questionable. The figure shown by
Sanoma covers a relatively short period of time depicting noticeable fluctuations between months
(e.g. in mid-2020 the number of foreign rights was lower than in the beginning of the time horizon
shown by Sanoma).

Moreover, Sanoma mentions specific examples shown on Yle Areena and questions whether they
“can be considered to meet the “democratic, social and cultural needs” of society - i.e., the purpose
of public service media.”+ Sanoma'’s views on the nature of certain specific titles are inevitably sub-
jective and of limited relevance in an assessment of competitive distortions. We note however that
Sanoma does not suggest that that it would have sought to purchase the rights of any of these titles.

Sanoma Complaint, para. 69.
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Yle told us that in many instances Yle acquires drama content (e.g. series) that have been in the
market for a long time without interest from commercial players. By way of an example, Yle ac-
quired the rights to broadcast all three seasons of the series Harlots — Paheen pesd in April 2021.
Even though this series proved popular after they were released in Yle Areena,«* it seems that com-
mercial providers did not find the content attractive before or at the time of Yle's acquisition, as the
first season of the series was produced in 2017, three years before Yle acquired the rights. The same
applies to the French series Le Bureau, which Yle acquired for Yle Areena NN " the end
of 2019 - four years after its original release in 2015.4»

To go beyond anecdotal evidence, we reviewed evidence of the discrepancy between the year of pro-
duction and the year of purchase for foreign drama content acquired by Yle in 2020 and 2021.

First, we observe that, as expected, the content that was acquired less than one year after produc-
tion or before production could be seen as more commercially attractive. Many of these productions
are on the list of most viewed foreign fiction list from Finnpanel-{

Second, we find that [RREEEEE Of Yle’s foreign drama content acquisitions consisted
of content produced | before Yle acquired its content rights. As a sensitivity check,
limiting the sample of content right acquisitions to only first seasons of foreign drama series, we
find that{iill Yle’s portfolio was acquired NN before Yle's acquisition (see Figure
18).52

3  Harlots was the fifth most viewed show in Yle Areena for the time period 11 May 2021 — 8 Angust 2021 (average number of
viewers: 8 000), see https://wyrw finnpanel fi/tulokset/ totaltv/yle/onlinggo/splus.html

45 Yl purchased five seasons (or 50 episodes) of Le Bureay [
UCATIos UG T ] AL

150 Furmmple,pmgrammesRWGrme,hneo!Dnty andAllCreaMGs,GmatandSmallwemonﬂxeMofmmostwewed
foreign series in July 2021, see https://wwy pa ! kk/ohirvh/so2q i
August 2021).

- R T A R L e TV ] e N DB T =T == W U ey T
N e o N BN S NP N P N S |

2 Copenhagen Economics based on content nghts data provided by Yie.
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Figure 18

We did not find evidence of Vie [

Contrary to Sanoma’s allegations;
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Table 9

Finally, we remark that there are instances where Yle has deliberately ceased holding the rights for
popular, commercially attractive content. For example, in 2018, Nelonen Media (part of Sanoma)
took over the rights of Sykew, and in 2019, Yle decided to discontinue Villikortti, a similar variant of
which was subsequently re-lannched by MTV (albeit with a different name). Uusi Pédivi was simi-
larly discontinued to create space for new types of content, These example programs attracted large
audiences. Yle's decisions to not hold on to these rights (but to effectively give them away to com-
mercial broadcasters) exemplify how Yle seeks to create apportunities for new types of content and
not engage in competition for the most popular content. These actions are in contrast with
Sanoma’s allegations of Yle crowding out commercial providers in the content market.

155 Yle has publicly stated that Yle, similarly to the other Nordic PSBs, have a principle that drama content should only be
shown for three to four seasons. Yle has further explained that Yle is obliged to provide new content to andiences, making it
ﬁnanuallyunvnabletommduwnmsenswhﬂemnunmngpmdumngddones.&ewwm
Mmhmmm-




6.38  IfYle held large volumes of expensive content, this could be consistent with a notion that Yle targets
commercially attractive content and has outbid commercial providers.
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While there is some ambiguity in Sanoma’s complaint, Sanoma appears to be particularly con-
cerned over the content purchased for and available to audiences from Yle Areena. According to
Yle’s estimates, just around 5% of its content is available exclusively on Areena.~ NN

Figure 20

RS T R IEERE T ENT.

not support an allegation that Yle uses its financial resources to disproportionately acquire the most
commercially attractive content rights making it excessively difficult for commercial providers com-
pete for content.

Yie’s impact on “input prices” is unclear and there is no evidence of a
distorted content production in Finland

Sanoma claims that Yle’s procurement of domestic content distorts the market for domestic produc-
tion because Yle’s investments in this content drives up input prices in the industry. Specifically,
Sanoma states:

“With regards to international content, domestic commercial VOD providers face strong competi-
tion from global actors, such as Netflix or Disney+. In reaction, domestic commercial VOD provid-
ers aim at differentiating their offering and compete in terms of the production and acquisition of
domestic content. However, Yle is in a favourable position compared to commercial VOD provid-
ers to produce and acquire such content in that it has a high and guaranteed budget to spend. Yle
indeed invests heavily in original and acquired content [--] Moreover, Yle’s presence affects input
prices and thus increases production costs, increasing in turn the costs borne by commercial oper-
ators.” =8

157 Around 5% of Yle's content is shown exclusively on Yle Areena by the main scheduling system. There are also additional on-
demand-only publications as clips, live streams and some fast published genres, which are not included in this figare,
Source: information provided by Yle. Also presented in: Ministry of Transport and Communications (2021).

15  Sanoma Complaint, para 175.
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Although Yle does invest in domestic content production, we do not find evidence of changes in the
market which would be consistent with the claim that Yle's investments distort competition in the
market.

No evidence of Yle inflating the input market for domestic productions and creating
barriers to entry and expansion

Sanoma’s allegations regarding inflated “input prices” are not supported by any evidence of how
specifically such inflation would manifest itself, data on the development of “input prices”, or con-
crete examples.

Conceptually, the more there is competition on the downstream level — i.e. broadcasters and VOD
providers alike —~ the greater the bargaining power upstream -- i.e. amongst content creators. A re-
cent study by Business Finland shows that Finnish content producers are facing a shortage of pro-
fessionals across key competency areas, especially producers.» A shortage of professionals across
the relevant competency areas is driven in part by the increase in demand for domestic content. = It
is therefore plausible that “input prices” are increasing and we have not found evidence to suggest
atherwise. According to data from Statistics Finland, the level of employment for television pro-
gramming and broadcasting activities in Finland has remained relatively unchanged between 2008-
2018, see Figure 21.

Figure 21
Employed labour force in mass media industries in Finland, 2008 - 2018
Number of employed people
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~= Pubiishing of newspapers Radio broadeasting

- Telavision progromming & broadcasting aclivitles {exci. pay television chonnels) — Printing of newspapers

- Pyblishing of journels & periodicats Mews agernicy activifies

Publishing of local papers & periodicaois

Nate: The available data is for employment not the supply of labour.
Source: Copenhagen Economics based an Stalisfics Finland Employment Stotistics See also Cuthwal Statistics' To-
ble Service Employed labour force in cultural indusiries

Even if the demand for domestic content was outstripping supply, any effect Yle may have on
the “input prices” needs to be disentangled from other market developments. In partic-
ular, the development of the SVOD market in Finland has increased the demand for Finnish content
significantly. Sanoma is thus not unreasonable in noting that domestic (and Nordic) providers seek
to differentiate themselves from global providers through the provision of Finnish original content.

4% Business Finland (2021).
%o hipsy/fwwwhs fiZkultmusi/ant-2000008057:83.himl
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While in the past Finnish content was primarily produced, acquired or commissioned by domestic
providers, the growing popularity of Finnish drama content has led to both domestic and interna-
tional SVOD providers, such as Netflix and HBO Nordic, acquiring and commissioning more origi-
nal content in Finnish. # Moreover, other commercial providers such as Elisa Viithde and C More
have continued to be active in producing original Finnish content.#: For example, Viaplay and C
More are the fastest growing SVOD providers in Finland (see Chapter 4).# In line with this, accord-
ing to Business Finland, there is evidence to show that the budgets of Finnish TV series has tripled
in recent years. %+ Figure 22 depicts the median percentage change in turnover for TV production
companies in Finland.

Figure 22
The median percentage change in turover for TV production companies in Finland
Per cent

" P,

2015 ~ 2014 2017 2018 e

Note: Copenhogen Economics has not verified the data using the selected companies’ accounts.
Source: Copenhogen Economics based on Alma Talent Tietopalvelut (2020} published in Kauppalehti July 20
2020.

The overall market size for domestic content has increased in size in terms of numbers of produc-
tions and overall turnover. Insofar as Yle’s investments in domestic content (both original and ac-
quired external) have not increased similarly, Yle's relative share of domestic content have dimin-
ished.s As reported above, Yle’s overall Content & Services, and within that drama, spend have not
increased in real terms.

In all, we do not observe that (domestic or foreign) content and consequently viewers would be in-
creasingly concentrated in the hands of Yle. On the contrary, the increased demand for domestic
content is largely a result of the entry of domestic and global SVOD providers. Yle does and will con-
tinue to fund and broadcast domestic content, but its relative share is, if anything, diminishing. This
is not consistent with a notion that Yle is crowding out commercial providers making it excessively
difficult for them to enter to, and remain in, the market.

&

fBEE

Wmmm
According to the Administrative Council, Yle spends between 10-30% of its annual budget on rights for domestic fitms. In
2019, this was equxvalent to 10 newdomasuc feature ﬁlms, 34 dncumentznm, and 16 short films.

68



71

CHAPTER 7

SANOMA’S ALLEGATIONS CONCERNING
YLE’S EFFECTS ON COMMERCIAL LEARNING
SERVICES ARE UNFOUNDED

Table 10

Summary of the assessment presented in Chapter 7

SANOMA ALLEGATION

Sanoma afleges: “Yle has been steadily growing ifs of-
fering. with the ullimate objective of creating an offer-
ing that is smiar to that of commercial operatars. Yie
has olready done so in respect to the preparatory ma-
tenals for the Maticulafion Exam and its foreign lan-

quage materials. At the same fime. Yle has been build-

ing its offering with regards to digital materials for pn-
mary, secondary and vocalional education, and it is
expected that it will, in the near future, compete di-
rectly with commercial operators offering online leam-
ing materials for these levels of education™.

COFPENHAGEN ECONOMICS ASSESSMENT

Sanoma’s complaint lacks a significant empitical foun-
dation. We therefore focus on facters that are frema
theorefical perspective Fkely to affect substitutablity
belween each of Yle's services and alleged commer-
ciol alternatives. We conclude thot: i) the nature of
the Yle services mentioned in Sonoma’s complaint
makes it uniikely that they compete directly with com-
mercial services (i} Sanoma has not presented evi-
dence to suggest that Yie has been expanding its of-
fering of leaming services relative to commercial or
other provider and (iif) the nature of Yie's onfine lecrn-
ing materals makes it ikely impiausible that they could
commoditise onfine leaming services or even oniine
leaming materials.

SANOMA’S COMPLAINT CONCERNING LEARNING

MATERIALS

In addition to Yle’s allegedly VOD-like offering, Sanoma’s complaint focuses on Yle's activities in
what Sanoma terms the “online learning services market”. Sanoma does not elaborate on the defi-
nition of this market but describes Yle’s activities in generic terms. s Sanoma states that “Yle is ac-
tive mainly through its Abitreenit (offering exam preparation digital materials) and Oppiminen
(offering digital learning materials) websites / portals” '%7. Sanoma states further that:168

“In the market for online learning seruvices, Yle has been steadily growing its offering,
with the ultimate objective of creating an offering that is similar to that of commercial
operators. Yle has already done so in respect to the preparatory materials for the Ma-
triculation Exam and its foreign language materials. At the same time, Yle has been
building its offering with regards to digital materials for primary, secondary and voca-
tional education, and it is expected that it will, in the near future, compete directly with
commercial operators offering online learning materials for these levels of education.”

Sanoma’s complaint concerns Yle’s learning services as a whole but mentions specific outputs: Abi-
treenit and the Swedish language equivalent Abimix, Oppiminen and the Swedish language equiva-
lent Vetamix (especially the Opettajalle- and Kielet- sections), Uutisluokka, Triplet, and Pikku
Kakkosen Eskari. We describe each in turn.

%¢  For example, Sanoma does not comment on whether the relevant market should be defined to encompass both enline and
printed learning materials.

%7 Sapoma complaint, para. 6.

%8  Sanoma complaint, para. 12,



i Abitreenit (along with its Swedish language equivalent Abimix) is, first of all, a collection
of VOD content produced by Yle consisting of interviews with teachers, students, and ma-
triculation examination board officials concerning each days’ examinations.** The VOD
content covers the examinations that have taken place in the course of the day. As such, it
constitutes journalistic content reporting on events of significant public interest. In addi-
tion, Abitreenit contains actual past examinations produced by the matriculation examina-
tion board, and the material of those examinations presented in a manner that allows a
student to practice completing the examination.=~ Abitreenit contains language learning
materials previously produced by Yle and also available via Oppiminen (see below), a se-
lection of journalistic VOD, audio, and text content under each of the subjects covered by
the examinations. Finally, Abitreenit contains links to old materials produced by subject
experts for Yle's now defunct koulu.tv and opettaja.tv services, and isolated examples of
recent original material produced by subject experts or pedagogues. The latter are infre-
quently published under individual subjects and represent a negligible share of Yle's cur-
rent spending on Abitreenit.» Apart from the examinations from the national matricula-
tion examination board and the VOD content covering the examinations of the day, all re-
cent material produced for Abimix (the Swedish version of Abitreenit) is pre-existing jour-
nalistic content reposted on the Abimix site.

ii.  Oppiminen (along with its Swedish language equivalent Vetamix) is a website that collects
together journalistic content organised according to themes. The content is mainly in au-
dio or audiovisual format but includes also some written journalistic content, including
quizzes. Oppiminen fanctions as a landing page for other learning materials.

iii.  The section called Kielet collects together language learning materials in Yle Oppiminen. It
contains exercises and vocabularies, as well as learning materials in audio, andiovisual and
text format. The content is based on Yle’s broadcasted langunage courses and other materi-
als that relate to these courses.

iv. Uutisluokka and Triplet are media education services. Uutisluokka (and its Swedish lan-
guage equivalent Yle Nyhetsskolan) is an educational initiative launched by Yle’s News and
Current Affairs department where pupils are taught to produce news content. Triplet is a
service targeted at teachers, packaging together Yle’s news content (VOD) with exercises
and answers. Each working day, three news video items are published on Triplet. The exer-
cises are created by team of pedagogues at Hundred (the Triplet service provider). Moreo-
ver, the news content is not original to Triplet but has already been published on the Yle
News section of Yle’s website before being placed on Triplet.

#? The Finnish matriculation examination is a national examination covering the curriculum of the Finnish upper secondary
school. Examinations take place in biannual periods in the spring and autumn, at the same time in all upper secondary
schools. Examinations in a minimum of four subjects are required, and they may be taken in a single examination period ar
spread across examination periods, See https:/fwww.ylioppilastutkinto,fi/en/matriculation-examination

7  Yle collaborates with the matriculation examination board, and has reached an agreement with Kopiosto, the central organ-
ization representing copy right owners in Finland, on the publication of the examination papers. The examinations often
include visual, audio, and audiovisual content as well as text. hitps://docs.google.com/document/d/s-0qltsBCC-

IBNBC7WVIVIERAIlixgakhzal EgPRCwoRg/edit
¢ An example is the material on sexuality published in 2020 under the subject psychology: https://ylefifathe/artik-
kelif2020/08/28/rohkeasti-seksuaalisuudesta-abitreenien-opiskelupaketti-seksista
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v.  Pikku Kakkosen Eskari is an app for preschoolers and provides what Yle describes as in-
teractive digital play services. The app is not developed as part of Yle Learning materials,
but developed by Yle Lapset, which is also responsible for running the television program
Pikku Kakkonen.

In relation to all Yle's offering listed above in what Sanoma terms the market for online learning
services, Sanoma identifies a number of concerns. A comprehensive assessment of these concerns
would require economic analysis of the market in which Yle is aperating, as well as the nature of
Yle’s operations. As Sanoma’s complaint lacks a significant empirical foundation, we instead focus
here on conceptual economic arguments that are relevant to assessing the plaunsibility of Sanoma’s
claims. We group the concerns into four aspects that characterise the complaint from an economic
perspective and proceed to assess each aspect in turn.

ECONOMIC ASSESSMENT OF THE MERITS OF SANOMA’S

COMPLAINT

As explained in Chapter 2, an analysis of the effect of a state-funded public service on commercial
enterprises typically proceeds in steps. First, the affected markets are defined, and their competi-
tiveness is investigated using concentration measures and market shares, for example. The magni-
tude of the aid used to fund the public service is compared with the size of the affected markets and
closeness of competition between the public service and the commercial enterprises is assessed. = A
rigorous economic assessment would seek to establish a counterfactual (i.e. what would be the situ-
ation in the relevant learning materials market in the absence of the aid) and build on testable theo-
ries of harm.

Sanoma does not define markets or give a systematic overview of players in the market, or of com-
petitive dynamics. Overall, it appears that any overlap between Yle and commercial
learning providers is limited and Yle’s services are largely complementary to the com-
merecially provided services. The growth observed in the revenues of commercial digital learn-
ing services does not support Sanoma’s allegations of Yle “commoditising” the market.os

Below, we examine the degree to which Yle is likely to be competing with any commercial providers
in each service, As such, our arguments are suggestive of the likely severity of any distortion that
Yle’s activities may cause. Our focus is on the nature of the learning services provided by Yle, the
relative magnitude of Yle’s spending on learning materials, and on conceptual arguments related to
the willingness to pay for such a service by a consumer. This is likely to be informative of the close-
ness of competition between Yle and potential or actual commercial enterprises in providing learn-
ing materials or services, = We note that it is part of Yle’s mandate to take educational and equality
aspects into account in its offering = Nevertheless, we evaluate possible market effects of these
learning services in order to assess the credibility of Sanoma’s allegations.

w2 See https://yle.fijaihe/lapset/eskari

23 For a framework to assess the impacts of state aid on competition, see, for example, a study commissioned and published by
the European Commission: See, for example, Oxera (2017). Ex post assessment of the impact of state aid on competition.

74 According to Publishing Industry Statistics, the net sales of primary school learning materials have increased by around 5%,
i total, hetween 2017 and 2020 (the net sales of learning materials not intended for primary schools are not comparable
before 2019). The net sales of digital learning materials for primary schools have increased by around 78% (2017-2020) and
for secondary schools byamund 44% (2019—2020) In total, the net sales of learning materials were 102.5 million euros in

73 Weusethe terms ‘lea.mmg servwes' and ‘learnmg matmals mtemhangeably Strictly speaking, Vle's outputs covered here
materials that can be used in learning, not services as such. They lack the interactive elements and pedagogic expert input
that characterize commercial learning services.

75 Act on Vleisradio Oy(m 8. 2012/474) 7 §. Available fmm.
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Yie’s activities are unlikely to either compete with existing commercial
services or to prevent the entry of potentially successful commercial
services

Except in the dissemination of materials suitable for use as preparation for the matriculation exami-
nation (Abitreenit) and of materials for foreign language learning in adult education= , Sanoma
does not appear to allege that Yle’s services compete directly with commercial services. Instead,
Sanoma contends that it is expected that they will in the near future.= While Sanoma does not pro-
vide an economic justification for this expectation, it is relevant to assess whether those existing
services highlighted in Sanoma’s complaint could be sufficiently overlapping with commercial ser-
vices to create competitive distartions.

A public service, such as Yle, can be considered to compete with commercial services on market if
users consider the public service to be an alternative to those commercial services, or in other words
if the public and commercial services are substitutable from a demand perspective. Commercial ser-
vices in this context could mean existing services that users choose not to pay for because they use
the public service, or potential commercial services that do not exist because the commercial pro-
viders’ investment decisions are affected by the existence of the public service.

Below we consider each of Yle’s services, mentioned in Sanoma’s complaint=, from a demand sub-
stitution perspective. We note that Sanoma has not provided any empirical evidence on substitu-
tions to support its complaint. We therefore focus on factors that are, from a theoretical perspective,
likely to affect substitutability between each of Yle’s services and alleged commercial alternatives. A
careful examination of the content of those of Yle's services named in Sanoma’s complaint reveals
that the degree of overlap is small, and the allegation that Yle competes directly with
commercial services in the provision of learning materials is questionable.

Abitreenit

Sanoma alleges that through Abitreenit, “Yle directly competes against commercial providers of
online learning services."s% As noted above, original content produced for Yle for Abitreenit (and
for Abimix) is, first of all, live stream VOD content that is also available to watch after broadcasting
for an indefinite period. This content consists of discussion, moderated by a journalist, between a
student who completed the examination, a teacher with experience from teaching the content, and
two matriculation examination board officials. In addition, Yle makes past examination papers with
questions along with suggested solutions, both produced by the Matriculation Examination Board,
available through the Abitreenit website at the board’s discretion.

The past examinations allow students independently to practice completing an examination. The
live stream VOD content covers the most recent past examination in each subject and consists of
reporting on the specific content of that most recent examination, and the reaction to it by students
and teachers. Importantly, this content is of interest to audiences wider than the group of students
preparing for future examinations: the general public, as well as the students who have just com-
pleted the examination and are no longer preparing for examinations in the subject. While the audi-
ence is invited to send in questions through a chat function and some questions are picked up and
answered live by the matriculation examination board members, the VOD content does not consti-
tute a service that would prepare an individual student for a future examination.

Sanoma eomplaint, para. 79.

Sanoma complaint, para. 12.

‘We focus on the Finnish language services, but the same considerations apply to the Swedish language service. As the geo-
graphic market for Swedish language material covers Sweden as well as Finland as is therefore larger, competitive distor-
tions are Jess likely in Swedish language learning materials.

8¢ Sanoma complaint, para. 62.
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At best, in making available past examination papers with solutions keys, Abitreenit provides mate-
rial a student could use for self-preparation for a future examination. The same material is, how-
ever, freely available to the student through his school, and the solutions keys online directly from
the matriculation examination board website.:#: It is therefore not clear (and not evidenced by
Sanoma) that a preparing student, or the preparing student’s school, would be willing to pay for the
past examination papers or solutions keys in the absence of Abitreenit. In any case, it is unlikely
that a commercial operator would be authorised to sell access to such material for a profit. There is
therefore no meaningful overlap between these aspects of Abitreenit and commercial services from
a demand substitution perspective.

Finally, Abitreenit includes links to journalistic content including study skills guides written by
journalists, older learning materials (for instance in languages), and isolated examples of more re-
cent materials produced by subject experts. None of the above constitutes comprehensive learning
material relevant to any particular upper secondary school courses or examination papers.

Oppiminen

According to Sanoma, through Oppiminen, Yle offers free materials that, while not structured ac-
cording to the curriculum, students and teachers can use to complement materials nsed in class.
Sanoma alleges that the language learning materials in Oppiminen partially replace material pro-
vided by commercial publishers in language teaching. However, the content being produced for Op-
piminen is journalistic in nature and its production does not involve any pedagogy expert or learn-
ing material expert inputs. The focus of Oppiminen is the provision of media education and the
teaching of digital media skills. The language learning material included in Oppiminen is more than
10 years old and has only been structurally updated to be accessible on Yle’s website. Yle does not
maintain or develop learning platforms but utilizes the same web-based infrastructure as the rest of
Yle's online content.

We note that in its complaint, Sanoma sets out some of the properties of its learning platform. The
properties described differ significantly from those of Oppiminen. A collection of articles or online
quizzes, not structured according to a curriculum is highly unlikely to compete as learning material
directly with a learning platform, with integrated feedback provision tools, pedagogically designed
for teaching a given curriculum.

Uutisluokka and Triplet

These services are aimed at teachers. Uutisluokka is a media education initiative intimately con-
nected with Yle’s public service mandate. Triplet collects Yle’s existing text-based and VOD journal-
istic material according to subject, to make it easier for teachers to find and to use in teaching. We
understand that a teacher’s role in Finland as an autonomous and independent curator of learning
material is widely recognised.

S:  hitps:/ fwww.ylioppilastutkinto.fi/ylioppilastutkinto/hyvan-vastauksen-piirteet
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The profession is characterised by ambition that leads teachers to avoid ‘turnkey’ solutions and in-
stead put lesson plans together from multiple sources.s® Journalistic content, whether from Yle or
commercial media, provides one such source. In the absence of a website collecting material under
subject headings, teachers could stop using Yle’s journalistic content in teaching, continue using it
by searching for it themselves, or pay for a commercial service collecting Yle’s content under subject
headings. While the latter is not plausible given the expectation on teachers independently to collate
materials, at the very least some empirical evidence would be required to substantiate the claim that
a commercial service would be viable as a collator of journalistic content, let alone Yle’s content, in
the absence of Triplet. There is no evidence of overlap between commercial players with respect to
the Uutisluokka and Triplet websites.

Pikku Kakkosen Eskari

Sanoma does not make a specific allegation about this application. It notes=, referring to an Yle
Board of Directors report that the app “includes a video game module aimed at improving the
reading preparedness of preschool children”. We note that there are vast numbers of free learning
apps available although we have not been able to estimate the full size of this market segment.

The nature of the Yle’s services mentioned in Sanoma’s complaint and described
above makes it unlikely that they compete with commercial services. Yle's services are
not designed to integrate readily within a learning platform and in most cases require a teacher as a
mediator and curator in order be made snitable for learning. Open-source learning materials are
available from multiple sources. Yle’s journalistic content constitutes one such source. The oppor-
tunity for teachers to substitute between Yle’s journalistic materials and other open-source materi-
als is likely to mitigate any effect of Yle’s materials on commercial players.

Sanoma has not presented evidence to support the idea that the choice, or at any rate the primary
choice, facing teachers is one between Yle's learning materials and commercial proprietary learning
materials. Nor does Sanoma put forward any evidence to suggest that teachers or schools choose
Yle’s materials to the exclusion of commercial materials. The mere possibility that this could hap-
pen is not sufficient to evidence an actual market effect, let alone one that would make it excessively
difficult or impossible for commercial providers to compete. The greatest overlap between Yle’s ma-
terial and commercially provided material is likely to be in language learning, where Yle’s aging ma-
terial is becoming less relevant over time and the overlap is therefore diminishing. There may addi-
tionally be some overlap in digital material aimed at children. However, in this area Yle’s offering is
very limited and the number of free and commercial alternatives available to consumers is large.

Yle does not have an ultimate objective of creating an offering that is
similar to that of commercial operators

Sanoma’s complaint identifies a trend in the development of Yle’s offering, making it more similar
to the offering of commercial operators.=s While this trend is not specifically evidenced, and the
complaint lacks any discussion of the dimensions along which the comparison being made, we com-
ment briefly on the plausibility of the allegation in light of developments in the emphasis of Yle’s
offering over the past decade.

#2  Copenhagen Economics understanding based on an interview with an education official.

%3 Sanoma complaint, para. 64 and foctnote Ba.

#4  For example, in Apple’s App Store, there are over 75,000 education apps available (https://www.apple.com/ca/educa-
tion/ipad/apps-hooks-and-more/). Even in the Finnish context, commercial learning apps are prominent in App Store’s
Top chart of free education apps. (https://sensortower.com/ios/rankings/top/ipad /finland/education?date=2021-08-31).

%5 See Sanoma complaint, para. 12.
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In the past, since the mid-1920s, Yle has been a provider of learning materials structured according
to the national curriculum. Its educational broadcasts koulu.tv and opettaja.tv services were moved
online and re-oriented to serve life-long-learning objectives in 2013. At the same time, Yle made a
decision not to continue producing content aimed at schools and structured according to the na-
tional curriculum, in order not to compete with commercial providers, and to focus on media edu-
cation. ¢ The consequences of this decision were clearly reflected in the above discussion of the spe-
cific Yle services mentioned in Sanoma’s complaint.

Apart from aging language learning material still available on the Oppiminen website, and overlap
in digital material aimed at children, Yle’s service is distinctive and not similar to commercial oper-
ators. Contrary to the allegation that there is an ultimate aim to compete directly with commercial
providers, Yle’s aimm in what Sanoma terms learning materials is to remain distinctive, detached
from curriculum structures, and strongly focused on media education.

Yle’s activities are unlikely to suppress the overall willingness of
consumers to pay for commercial services

With the exception of its allegations in relation to Abitreenit, Sanoma appears to acknowledge that
the content provided by Yle does not cover the full curriculum. While this calls the alleged closeness
of competition between Yle’s offering and those of commercial providers into question from an eco-
nomic perspective, Sanoma puts forward more complicated reasoning to argue that the lack of con-
nection to the curriculum does not remove its concerns.

Sanoma contends that “even though Yle’s online learning offering for primary and secondary edu-
cation would not yet directly compete with commercial operators as it does not cover the full cur-
riculum, Yle’s free offering commaditizes the market, already instilling a habit of using free learn-
ing materials“."% Sanoma further argues that this effect makes the fact that Yle's online learning
material is not tied to the curriculum irrelevant to the question of whether it has an effect on the
online learning services market in Finland.

Sanoma presents this alleged depression of consumers’ willingness to pay as a wider phenomenon
not specific to online learning materials. We note that Sanoma does not provide economic arga-
ments to justify the assertion that such a phenomenon exists, let alone empirically test for or meas-
ure the alleged effect on the market for online learning materials or services. Furthermore, even if
an effect on willingness to pay could somehow be demonstrated, Sanoma’s complaint focuses en-
tirely on the profitability aspect of any such effect (if commoditisation is understood as a reduction
in the valne-added associated with the supply of online learning materials, resulting in lower profit-
ability), ignoring the possible benefits to consumers associated with a potentially larger market for
the allegedly more commeditised service.

56 Information provided by Yle.
#7 Para. 8o of the complaint, our emphasis.
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7.31

We first consider whether any economic foundations can be provided to the alleged commoditisa-
tion, and then discuss the possible market-growing effects of Yle's online learning services. We then
examine the growth of Yle’s spending on online learning materials in recent years, and in particular
Yle’s spending on the matriculation examination preparation service Abitreenit, the only Finnish
language Yle service with content indirectly driven by the national curriculum, by virtue of covering
examinations that test students’ knowledge of the national curriculum. We conclude that in recent
years, Yle's spending on Abitreenit has been declining relative to the total revenues of a number of
matriculation examination prep course providers in Finland.=#s

Alleged commoditization

Economists use the term ‘commoditisation’ to refer to product or service homogenisation, or the
removal of product or service differentiators. As product differentiation drives market power, or the
ability to charge prices above the cost of production, commoditisation can be understood as the
whereby profit margins are driven towards zero. Sanoma has not presented evidence for commodi-
tisation of online materials as a result of Yle’s activities. In fact, it has not tested whether Yle's provi-
sion of its services has any effect on market prices that would make it impassible or excessively dif-
ficult for a commercial provider to cover the costs of providing such a service.

The nature of Yle’s online learning materials makes it likely implausible that they
could connnoditise online learning services, or even online learning materials. The de-
gree of overlap between Yle and commercial players is small, as was discussed above. Yle’s strong
focus on media education, the absence of a clear tie to the curriculum in its materials, the lack of
consistent and significant pedagogic expert input into their production, and the absence of integra-
tion into a learning platform suggest that commercial players can offer products with significant ad-
vantages from a consumer perspective, thus adding significant value to students and teachers.
‘While these observations do not constitute a rigorous refutation of Sanoma’s allegation regarding
commoditisation, they suggest that the allegation would require strong evidential support and that
substantiating it would appear to be a steep uphill struggle given the lack of a plausible theory te
support the conclusion.

Furthermore, any complete analysis of the effect of Yle in this area should take into account the pos-
sibility that its activities introduce some consumers to online learning materials for the first time.
Yle’s role in upskilling students and teachers may increase the size of the market and even boost
consumers’ willingness to pay for commercial learning materials, if Yle’s content help them over-
come an initial hurdle associated with the use of unfamiliar learning environments. In such a sce-
nario, Yle’s spending growth would be outstripped by the growth of the market overall. Ignored in
Sanoma’s complaint, such an effect could manifest in market growth that outstrips any expansion in
Yle’s spending.

In Figure 23, we show the spending by Yle on Abitreenit. This is a service that, according to
Sanoma’s complaint, competes directly with commercial providers. Yle’s spending on the service
has increased by around 21% in nominal terms over the four years to 2020, or by just under 5% in
constant annualised terms.

¢ We do not assert that Yle’s Abitreenit belongs to a market for online matriculation preparation services. It consists of jour-
nalistic VOD content and also provides an alternative channel for students to access examination materials also freely avail-
abla elsewhere.
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Yie’s spending on Abitreenit
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7.32  Over the same period, the total revenues of a number of commercial providers have increased by
around 58%, or by over 12% in constant annualised terms as can be seen in Figure 24.
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Figure 24

Annual revenues of selected providers of matriculation examination preparation ser-
vices In Finland
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Relative to the total revenues of a number of preparation course providers, Yle’s spend on Abi-
treenit is very small and has decreased by about a quarter over the period of just four years. At the
same time, a number of commexrcial providers of matriculation examination preparation
services have increased their revenues. The increased revenues of commercial players that
compete with, amongst others, Sanoma, are driven by paying customers. The existing customers of
commercial players pay more for a given service, purchase more services, or new paying customers
are attracted to the services of commercial providers. This development is not consistent with a no-
tion that Yle crowds out commercial providers.

This comparison does not delineate a specific market in which Yle is alleged to compete. It nonethe-
less provides a background against which it appears unlikely that Yle's services in the area of ma-
triculation examination prep materials and/or services would make it excessively difficult or impos-
sible for commercial players to operate.

These observations alone do not allow us to measure what would have happened in the counterfac-
tual where Yle had not provided the Abitreenit VOD content, presented examination material the
matriculation examination board on its website, provided links to old learning materials and a se-
lection of journalistic content under subject headings, or in isolated cases published new materials
produced by subject experts. We can conclude however that there is no prima facie evidence for
Yle’s Abitreenit service having depressed consumer willingness to pay. Sanoma’s allegation does not
appear to be reflected in reality.
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Sanoma has not evidenced its allegation that Yie adversely affects the
investment and innovation incentives of commercial providers

Sanoma appears to argue that as a superior and innovative first mover, Yle makes it more difficult
for commercial operators to win customers in new markets. According to Sanoma’s complaint, Yle’s
ability to move first appears to be based on its steady and riskless revenue stream:s

“Given its unresirained, State-funded budget, Yle can get a head start over its private
competitors and gradually enter into new business areas, launching additional services
before commercial operators can do so. Yle can make significant investinents
chead of market commenrcialization possibilities without the need to re-
Jinance these new services. Therefore, contrary to commercial operators like
Sanoma, Yle can build a market position before anyone else. Once the market
takes off, Yle already has a well-established offering ahead of private competitors. This
pattern is not specific to online learning services but is systemic.”

‘While Yle is able to make decisions to spend its budget to produce content without considering the
commercial return, this is because its spending is financed via the Yle tax. It follows, somewhat triv-
ially, that if a commercial operator were to invest in the same activities as Yle, it would be at a dis-
advantage because, unlike Yle, it would have to refinance those investments either externally or
from retained profits.

1t does not follow from this that investment-worthy projects are rendered unprofita-
ble because of the operations of Yle in on-line learning services. In order to assess the
plausibility of such an allegation, it is necessary to consider the existence of obstacles to investment
faced by Sanoma and other commercial players. If investments from retained profits are not possi-
ble, such obstacles could arise for example from capital market imperfections that apply specifically
to providers of learning materials. The commercial players conld then not access financing and only
a tax funded service could enter new, innovative, and risky areas. Sanoma does not present evidence
of any such obstacles, however.

From an economic perspective, with functioning capital markets there is no reason
for why risky but net present value positive investinents could not be funded exter-
nally.«= Sanoma has not provided detail on the kinds of projects that Yle’s very presence would ren-
der net present value-negative. Overall, Sanoma has not presented any evidence of Yle preventing
commercial operators from innovating in the market for online learning services. As explained
above, Yle’s overlap with commercial providers is small. Against this background, the allegation ap-
pears far-fetched.

Furthermore, we note that instead of driving out commercial players from new markets, some of
Yle’s activities arguably shape the market and open up new possibilities by e.g. encouraging con-
sumers to use more services online. Innovations can be market-creating as well as divert sales away
from competitors entering later due to the switching costs faced by consumers. Sanoma has stipu-
lated that Yle’s activities could make commercial players more unwilling to invest or to innovate. An
at least equally plausible scenario is one where Yle’s activities help steer consumers towards mar-
kets where commercial providers can thrive. More evidence would be required to assess both of
these theoretically possible effects in practice.

%3  Para. 66 of the complaint, our emphasis.
e Thelogic here is similar to that in our assessment of Sanoma’s allegations regarding content acquisitions, see Chapter 6.
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APPENDIX A
SUMMARY OF INTERNATIONAL EVIDENCE

REFERRED TO IN THIS REPORT

BBC IPLAYER COMPETITION ASSESSMENT

The way media is consumed is changing rapidly and viewers’ expectations are evolving, also regard-
ing the services offered by the Public Service Broadcaster BBC. To meet these changing expecta-
tions, the BBC proposed to change their VOD service BBC iPlayer from a service that allows viewers
to catch-up on programmes for 30 days after broadcasting to one where programmes are available
for 12 months as a standard, in some cases for even longer. = Essentially, these changes would tum
the BBC iPlayer from merely a service to catch-up on TV series to a “destination” for audiences.

In response to the proposed changes, Ofcom carried out a competition assessments: in which they
reviewed the public value from the proposed changes to BBC iPlayer, assessed the potential impacts
on competition, and considered whether the public value overweighed the negative impacts on com-
petition.

Ofcom concluded that the BBC could continue to progress its plans since the signifi-
cant public value from the proposed changes overweighed the identified negative im-
pacts on competition. However, they imposed certain conditions on the BBC to ensure that the
public value from the changes will be realised. Ofcom’s conclusion was based on the following main
findings:

1. Proposed changes could deliver significant public value. Ofcom concluded that
the changes could deliver significant personal value through better meeting audience ex-
pectations. Moreover, the changes could deliver social value through increased viewing of
content that delivers the BBC’s mission and public purposes and safeguarding the resili-
ence of the BBC in the future.

2. Proposed changes could decrease incentives to invest for competing services.
Ofcom concluded that it is likely that the proposed changes will to some extent adversely
impact competition, particularly in relation to BVOD services as BBC iPlayer is likely to
attract viewing away from these services. This could impact their incentives to invest.
However, Ofcom found that it is unlikely that there will be substantial harm to viewers un-
der the existing scope of the proposed changes. It is also unlikely that investment incen-
tives of the main SVOD services and live TV will be significantly affected.

% 5 years for children’s programmes as a standard.
22 Ofcom (2019). BBC iPlayer Competition Assessment - Final determination. Available at:
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3. Proposed changes will have a limited impact in relation to other competition
concerns. Ofcom concluded that reduction in the availability of appealing BBC commis-
sioned content is unlikely to adversely impact competition for the main SVOD services.
The potential adverse impact on competition in relation to UK-focused SVOD services is
unlikely to be large. Moreover, Ofcom considered that the proposed changes are unlikely to
adversely impact competition in the production sector or other creative industries.

SELECTED MARKET INDICATORS MENTIONED IN CHAPTER
4

Figure A.1 shows that Finland has the lowest market concentration among the “six mature SVOD
markets” in Europe.

Figure A.1
Combined market share of the three most popular SVOD services
Percent
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Source: Euwropean Audiovisual Obsarvatory {2021). Trends In the VOD market in EU28 p. 19.

Figure A.2 shows that in contrast to the other Nordic countries and the UK, where the PSB’s VOD
service has increased in popularity between 2018 and 2020, the popularity of Yle Areena has
slightly decreased during the same period.=:

93 AundienceProject Insights (2020). Insights 2020 — Traditional TV and streaming, p. 24 and 26-29.
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Figure A.2
Popularity of Public Service Broadcaster’s VOD service
Percent of respondents who use the service
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Note: The figures represent how large share of the ones who have used a sfreaming or downloading service to
watch TV series or movies within the previous week that use the different services.
Source:  AudienceProject Insights {2020}. insights 2020 — Traditional TV and sireaming p. 24 and 24-29.
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