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This chapter summarizes the various businesses that are based on the delivery of online content. Table 9.1 provides an overview of the major trends for 2014–2015. The chapter then begins with a review of the overall size, growth, and structure of the media industries in the United States, and then focuses on publishing (newspapers, magazines, and e-books) and entertainment (movies, television, music, and games).  

The content industries are the most challenged by the Internet of any industry simply because the Internet is, at its heart, a media network distribution platform of extraordinary power that has the capability to disrupt traditional media distribution and business models.  The Internet has disrupted media industries like music and newspapers, cutting revenues and employment in half over the course of a decade.  For other media industries, such as book publishing and entertainment (movies, television, and games), the Internet has proved challenging but not devastating to revenues, and in some cases has added to revenues by making it more convenient for consumers to consume more content.  Even for these content industries, however, the Internet has had a significant impact and has created entire new business models.  The overall pattern is that physical products are being replaced by digital versions delivered on computers, tablets, and smartphones. Even as consumers reduce consumption of traditional physical content products, they maintain and often increase their exposure to content on digital platforms.  What’s changing is how people consume media. 
The key point students should take away from this chapter is that the primary challenge facing online content companies is how to achieve profitability when so much content on the Web is offered for free, especially when consumers have an expectation that content should be free.  In order to achieve profitability, content providers need to create high-perceived value products that can be uniquely delivered over the Web. Content companies will need to develop new types of content products, encourage new delivery technologies, and agree on industry platform standards. This process of change is underway, but will take many years. Fortunately for the media industry, Apple’s iTunes store has succeeded while charging for music, videos, and now books. Other platform owners such as Google and Amazon are following suit. Premium video firms like Netflix, Hulu, and YouTube generate significant new revenues for television and movie producers.  The concept of paying for online content has become acceptable, even cool.  This becomes especially critical as the advertising business model, supporting online content like music or news through advertising, becomes less successful, and media companies need to rely on paid subscriptions to survive and profit.  
The Spotify and Deezer: European Streaming Music Services Spread Around the Globe case is a good way to begin the discussion about the issues raised in this chapter. The case illustrates the blurring of lines between traditional music distribution and online music distribution, and the impact of changing people’s listening habits on traditional business models. Some questions you might pose include: 

· What sites have you used to listen to music online? 
· What sites have given you the best overall experience, and why?
· What advantages does buying and listening to CDs have over listening to music online?
Key Points

The average American consumes various media for about 4,100 hours each year. Today, there are three primary revenue models for delivering content: subscription, a la carte, and advertising-supported (both free and freemium). Media convergence, covered in pages 617 to 620 is an important factor in achieving profitable online content businesses. 
Online Publishing. The publishing industry is a $102 billion industry with extraordinary potential to move toward new generations of online newspapers, books, and magazines. However, achieving profitability has proved difficult. 
The discussion of online newspapers has been substantially revised for this edition.  The newspaper industry faces four challenges. Increasingly consumers use mobile devices to consume news and view ads, which detracts from newspaper print ad and subscription revenues.  Alternative online sources and portals of news that challenge the exclusive content of newspapers have emerged.  Newspaper management has failed to adjust to these changes in a timely manner.  The growth of social media has meant that consumers discover news on social media sites, not by browsing newspapers.  Newspapers have become increasingly dependent on social media platforms to direct consumers to news articles, bypassing the front pages of newspapers, and reducing advertising revenue for newspapers.  Newspapers are struggling to develop a digital centric model of the newspaper. 

The Insight on Society case, Vox: The All-Digital News Site provides a closer look at these efforts. Questions for class discussion on this case might include the following: 

· How do you read the news online? Which sites do you prefer, and why? Have you visited any Vox sites?
· How are all-digital news sites changing journalism? 
· Are listicles and link bait harming journalism or saving newspapers? 
A new section in this edition covers online magazines. Magazines, which had been written off as basically dead, with circulation dropping in half from 2001 to 2012, have received new life with the advent of the tablet computer and magazine aggregator apps. The Insight on Business case, Digital Newsstands Grow, provides more insight into these developments. Questions to spark discussion might include the following:

· What advantages and disadvantages do digital newsstands offer to publishers?
· Do you use an app or digital newsstand to read magazines? Which ones?
· How does the experience of reading a magazine on a tablet or smartphone compare to reading a physical magazine?
E-books continue to be a hot topic in 2014. E-books have finally arrived and are a major profit center for the large players. The iPhone and iPad, Kindle, Nook, and other e-reader devices and software (such as Google Books) have received much media attention and may heighten student interest in this topic.  Book publishers and Amazon are increasingly at odds over the pricing of e-books, and this conflict is likely to remain for many years.   Amazon dominates the e-book market with a 65% share, while the top five book publishers produce over 70% of all print books.   
A good way to interest the students in the discussion of e-books is to ask them to think about ways a book they are currently reading could be enhanced through the use of the Internet.  
Online Entertainment. This section takes an in-depth look at the major entertainment industry groups: television, movies, music, and video games. Students should have little trouble relating to these topics, given how much time they typically spend consuming online entertainment! The section begins with an overview of these entertainment industries and then looks at audience size and growth. Then it drills down into each of the industry groups, starting with television and premium video. You can ask students about their own television and video viewing habits, and how they have changed over their lifetime. Are they cord-cutters or cord-shavers? How many tweet or engage in other social media experiences while viewing television? How many watch TV shows or video on mobile devices? Which online distributors have they had experience with, besides YouTube? The following subsection looks at the movie industry, which has many parallels with the television industry. The Insight on Technology case, Hollywood and the Internet: Let’s Cut a Deal examines Hollywood’s continuing efforts to deal with the issues posed to its business by the Internet. Class discussion questions for this case might include the following:

· What challenges has the Internet posed to traditional Hollywood movie distribution? What is the biggest challenge? 
· Can Internet distribution work with the “release window” strategy?
· Do you think Hollywood is doing a better job of protecting its content than the music industry?

· What is the most realistic and profitable path forward for the Hollywood film industry?

The chapter concludes with reviews of the music industry, where streaming services such as Pandora and Spotify have gained a foothold, and the gaming industry, which is also experiencing explosive growth. The chapter-closing case study on Netflix provides further information about the online video industry.
Case Study Questions

1.
What are three challenges that Netflix faces? 
The cost of content is very high, and growing faster than revenues. The risk of creating new popular content is high.  Netflix has limited experience creating content.  Netflix has very powerful competitors, both in technology (Google and Apple) and content creation (HBO) and content distribution (Amazon). 
2.
What are the key elements of Netflix’s strategy in 2014? 

The elements of Netflix strategy are (1) strike deals with Comcast and other ISPs to develop high speed Internet service to its customers, (2) reduce content costs by producing their own content, (3) expand offshore where opportunities for growth are higher than the United States, and. (4) expand its offerings of high quality television series.  

3.
What are the implications of Netflix new strategy for the cable television systems like Comcast and Time Warner? 

The success of Netflix in developing original content, and having access to a different distribution medium (the Internet) is a direct threat to cable television providers because Netflix will not require customers to buy a bundle of TV shows, but instead will stream individual shows on a demand basis, with payment in the form of a modest monthly fee. 
4.
Why is Netflix in competition with Apple, Amazon, and Google, and what strengths does Netflix bring to the market? 
Apple, Amazon, and Google all provide substitute products and services by providing Internet consumers access to movies.  The strengths of Netflix are its differentiating factors like brand recognition, algorithms to help consumers find movies and TV shows, and a growing list of production studios supplying it with original content.  Competitors could develop these attributes as well, but only with considerable effort, expense, and time.
End of Chapter Questions

1.
Does time spent on the Internet cannibalize or complement traditional media?

Several studies reveal that time spent on the Internet reduces consumer time avail¬able for other media (Pew Research Center, 2013). This is referred to as cannibal¬ization. The alternative argument is that the Internet and traditional media are complementary and mutually supportive rather than substitutive. True, there has been a massive shift of the general audience to the Web, and once there, a large percentage of time is spent on viewing content. Yet more recent data finds a more complex picture. Despite the availability of the Internet on high-resolution tablet computers, television viewing remains strong, video viewing on all devices has increased, and the reading of all kinds of books, including physical books, has increased. Total music consumption measured in hours a day listening to music has increased dramatically even as CDs decline, and movie consumption has increased dramatically even as DVD sales decline markedly. The impact of the Internet on media appears to be increasing the total demand for media, and even in some cases, stimulating demand for traditional products like books. It is also the case that content firms’ physical products—printed newspapers, magazines, music CDs, and movie DVDs—are being replaced by digital versions. Multimedia use reduces the cannibalization impact of the Internet for some visual and aural media, but obviously not for reading physical books or newspapers. And even for these print media, the Internet is simply an alternative source; Internet users are increasing the time they spend online reading newspapers, magazines, and even books. Ironically, the new mobile media platform of smartphones and tablet computers has led to an explosion in reading of both newspapers and books, but digital versions, not the printed versions. Bottom line: the Internet is substituting for physical mediums, but it can be, and often is, supportive and complementary to content owned by traditional media firms, including newspapers, magazines, book publishers, television, and Hollywood movies. It’s all about content regardless of the means of transmission.

2.
What are the basic revenue models for online content and what is their major challenge? 

There are three revenue models for delivering content on the Internet. The two “pay” models are subscriptions (usually all you can eat) and a la carte (pay for what you use). The third model uses advertising revenue to provide content for free, usually with a “freemium” (higher price) option. The major challenge is that consumers still expect much content to be available for free and are not necessarily willing to pay for online content.
3.  How have attitudes about paying for content changed since the early years of the Web?

In the early years of online content, multiple surveys found that large majorities of the Internet audience expected to pay nothing for online content although equally large majorities were willing to accept advertising as a way to pay for free content. On the early Web, there wasn’t much high-quality content. By 2013, attitudes towards paying for content had greatly changed. Until Internet services such as iTunes arrived in 2007, few thought the “fee” model could compete with the “free” model, and most Internet aficionados and experts concluded that information on the Internet wants to be free. Cable TV systems (networks themselves) offer a totally different history: they always charged for service and content, and cable TV experts never thought information wanted to be free. Neither did the Hollywood and New York media companies that paid for and provided the content to television and movie theaters. In 2013, millions of Internet users pay for high-quality content delivered on a convenient device such as a smartphone or tablet computer or using Internet TV services like Netflix or Amazon.. 

4.
What is DRM?

Digital rights management (DRM) refers to a combination of technical (both hardware and software) and legal means for protecting digital content from unlimited reproduction and distribution without permission. Essentially, DRM can prevent users from purchasing and making copies for widespread distribution over the Internet without compensating the content owners.
5.
What are the three dimensions where the term “convergence” has been applied? What does each of these areas of convergence entail?

The three dimensions where the term convergence has been applied are technology platform, content design, and industry structure. Technology platform convergence refers to the integration of previously separate platform functionalities into a singular digital device. It refers to the development of hybrid devices that can combine the functionality of many different existing media. Content convergence actually includes three dimensions: design, production, and distribution. Content design convergence has occurred when the design becomes measurably different due to the new skills that have been learned for fully exploiting the new technological capabilities. Content production convergence drives content design convergence as new tools are developed for economically producing content for delivery to multiple platforms. Content distribution convergence occurs when the distributors and consumers have the new devices needed to receive, store, and experience the product. Industry structure convergence is the merger of various enterprises into powerful synergistic combinations that can cross-market content on many different platforms and create works that use multiple platforms..
6.
What factors are needed to support successfully charging the consumer for online content?

There appear to be four factors required to charge for online content: focused market, specialized content, sole-source monopoly, and high perceived net value. Net value refers to that portion of perceived customer value that can be attributed to the fact that content is available on the Internet. Net value derives from the ability of consumers to instantaneously access the information on the Web or mobile device, search large and deep historical archives, and move the online information to other documents or devices easily. Customer convenience is a large part of net value. 

7   What are the different revenue models that newspapers have used?

Newspapers have used a number of different revenue models. In 1995, when the first newspaper Web sites appeared, newspapers offered their content for free, with registration. The hope was that advertising would support the Web site’s operation and provide a new revenue stream for the print edition content. But new ad revenue from digital publication did not cover the cost of digital production, and was completely unable to replace the drastic fall in print ad revenues that occurred beginning in 2000. Charging for general newspaper content was an obvious answer, but publications that tried this during the 1995–2005 period were punished by an Internet culture that expected online content such as music and news to be free. However, the introduction of the iTunes store in 2003 and the iPhone in 2007 changed the public perception of paid content. Newspapers and online magazines have benefited from this change in popular culture. An estimated 450 of the country’s 1,380 daily newspapers now charge for online access. These plans have three key elements: a paywall for heavy users; considerable free content for casual or link traffic (visitors from social media sites, for instance, who stay for a few moments and then move on); and a bundled price for both print and digital subscriptions, in some cases offering the digital version free with a print subscription, allowing users to read the paper on any digital device. 

8.   What are the two primary e-book business models?

     The wholesale model of distribution and pricing is the same model they used with hard cover books. In this model, the retail store pays a wholesale price for the book and then decides at what price to sell it to the consumer. The retailer sets the price with, of course, some kind of understanding with the publisher that the book will not be given away for free. In the agency model, the  distributor is an agent  of the publisher, and can be directed to sell e-books at a price  determined by the publisher, around $14.99 and higher for certain titles. In return for a 30% commission, Apple agreed to support this model, as did Google, neither of whom were comfortable watching as Amazon dominated one of the hottest areas of Web content sales. A result of the agency model was that Amazon prices on e-books rose to the publisher desired levels, and its market share fell to 60% in 2012. The Justice Department sued five publishers and Apple for price fixing in violation of antitrust laws. All five of the publishers settled, but Apple refused to settle and asked for a trial before a judge. In July 2013, the United States District Court found that Apple had engaged in price fixing, not because of its agency pricing model, but because of its “most favored seller” clause in its agreements with publishers that had the effect of discouraging other sites (like Amazon) from selling e-books for less than Apple’s iBookstore price. Under the agreements, the publishers, not Amazon, would determine prices on Amazon. If publishers sold their books on Amazon for $9.95, then publishers would have to sell their e-books at iBookstore for $9.95. After the ruling, e-book prices on Amazon have largely remained in the $14 range, with limited discounting, and its market share rose to 65%.
9.
What features make it difficult for gaming firms to monetize their user base?
The fact that nearly all casual and social games are free and users do not stay in the games very long makes it difficult for gaming firms to monetize their user base by showing advertisements and charging for services.
10.
How has the Internet transformed television viewing?

While the Internet has not diminished TV viewing, it has transformed how, when, and where TV shows are watched. The living room where the TV used to be located is now a digital living room that moves along with the viewer from place to place. The Internet and the mobile platform have also changed the viewing experience. The best screen when commuting or traveling is the smartphone and tablet. More importantly, Internet-enabled social networks like Facebook and Twitter have made TV viewing a social experience shared among neighbors, friends, and colleagues. In the past, television was often a social event involving family and friends in the same room watching a single TV show. In 2014, the social circle has expanded to include Facebook and Twitter friends in different locations, changing television from a “lean back and enjoy” experience into a “lean forward and engage” experience. TV viewers are multitasking: co-viewing shows while texting, commenting, and chatting online while the show unfolds.
11.
Why is the growth of cloud storage services important to the growth of mobile content delivery?

Mobile content delivery is only possible if the content is stored on cloud servers simply because smartphones do not have the storage capacity for movies and TV shows. The only exception to this is e-books. Smartphones can store thousands of  e-books. But even here cloud storage is important because users may switch among their various devices, and have a need for a copy stored on a cloud server that they can access from anywhere on any device. 

12.
What impact did shutting down Megaupload have? 
When the U.S. and other governments shut down the world’s largest cyberlocker, Megaupload, 25 petabytes of music and movies disappeared from the Internet within a few days. In 12 countries where Megaupload was the most widely used, digital revenues for two movie studios in the study were 6–12% higher in the 18 weeks following the shutdown.

13.
What are OTT entertainment services? 

 Over-the-top (OTT) entertainment services refers to the use of the Internet to deliver online entertainment services to the home. “Over-the-top” refers to the fact that the entertainment service rides “on top” of other network services like cable TV and telephone service. 
14.
What are the two kinds of online movie sales and business models? 

There are two kinds of online movie sales and business models: iVOD (Internet video on demand), and EST (electronic sell-through). Streaming video services such as Netflix, for instance, are considered iVOD (Internet video on demand) services, and they are the largest, and fastest growing segment of Internet video, about 44% (about $4 billion) of the Internet TV and movie market. Cable video on demand (pay TV) is another kind of iVOD where customers rent movies for viewing. iTunes is the leading example of EST (electronic sell-through), with a business model of consumers downloading movies to their home storage devices or to a cloud server where they can be watched at any time, from any device. The video downloading EST market is declining as video streaming services grow in popularity. Currently, the EST market generates about $2.5 billion in revenue.  

15.
What are the four basic types of Internet gamers? 

There are four types of Internet gamers. Casual gamers play games on a PC or laptop computer. Social gamers play games using a Web browser on a social network like Facebook. Mobile gamers play games using their smartphones or tablet computers. Console gamers play games online (or offline) using a console like Xbox, PlayStation, or Wii. Often, console gamers are connected over the Internet to enable group play. 
16.
What type of convergence does the Kindle Fire represent? 

The Kindle is now available in a variety of different formats, such as the Kindle Fire, a small tablet computer that is no longer just an e-book reader, but rather a portable media and entertainment device connected to the Internet.

17.
What alternatives do magazine publishers have to using Apple and Google newsstands as distribution channels?
They can create their own newsstands. The magazine industry is highly concentrated, and the publishers have sufficient brand power to open their online newsstands which can display all their branded magazines on a single site or single app. On the other hand, the publishers do use third party newsstands like Apple’s and Google’s when the economic terms are satisfactory. Both Apple and Google newsstands offer huge potential audiences to the publishers, and if they compete with one another, that helps keep their charges reasonable.  

18. How has the book publishing industry’s experience with the Internet differed from the newspaper and magazine industries’ experience? 

E-book editions of fiction and non-fiction books (so-called trade books) have been very successful, yet printed book sales have not collapsed and have remained about the same over time. Professional books, which includes college textbooks, remain almost entirely printed for a variety of reasons. Book publishing revenues have been stable over the last five years.
19. What are some of the challenges currently facing the book publishing industry? 

The biggest challenge facing the book publishing industry is control over pricing on the digital e-book platforms of Amazon, Apple, and others. Currently, Amazon controls the largest market share, about 65%, which, while not a monopoly, nevertheless gives Amazon extraordinary market power. A second serious challenge is the further evolution of the digital distribution platform. In July 2014, Amazon announced Kindle Unlimited, a subscription service where for $9.95 a month, customers can read all the books they want. Major publishers believe subscription e-book services would negatively impact book publisher and author revenues. Control over pricing is again the key issue. Close behind subscription e-book plans is the idea of a digital marketplace where people could exchange any of their digital media, from books to music tracks. Both Amazon and Apple have filed patents for digital media exchanges, where, for instance, someone who purchased an e-book could swap that book for another e-book. 
20. What advantages do pure digital news sites have over print newspapers? What advantages to traditional newspapers have over pure digital sites? 
Pure digital news sites have many advantages over print newspapers. They don’t have the cost of printing papers; they can create new work flows and business processes that are more efficient and timely; they have a lower cost structure, often relying on user generated content and minimal payments to reporters and bloggers, with lower pension costs; and they can take advantage of newer technologies for producing the news. While the quality of journalism on these pure digital sites is not as good as traditional print newspapers, this situation is changing rapidly as the pure digital sites hire talented journalists and editors from print newspapers that are experiencing financial difficulties.

What online news sites often do not have is credibility and trust. Without trust and quality, online news sites are simply distractions filled with celebrity photos, and there is significant competition for this kind of content. 

Projects

1.
Research the issue of media convergence in the newspaper industry. Do you believe that convergence will be good for the practice of journalism? Develop a reasoned argument on either side of the issue and write a three- to five-page report on the topic. Include in your discussion the barriers to convergence and whether these restrictions should be eased.

Students who believe that convergence will be good for journalism may present arguments that the ability to deliver news across many platforms will lead to a better informed public. They may believe that reporters working more closely together will lead to more objectivity in stories than was previously the case. Furthermore, stories that are presented in one medium may drive readers to another medium to find out more information. These viewers/readers will not be satisfied with simply a rehash of the same story but rather will want in-depth coverage of particular stories that interest them. 

If indeed, as some convergence advocates are claiming, increased advertising will result from higher ratings and increased Web site traffic, students may argue that additional resources will be available for developing news stories more fully. More visibility for a story may increase interest and consequently result in an increase in more in-depth reporting. Students may believe that they can do more together than they could as separates units (i.e., that the sum will be greater than the two parts alone). They may even go so far as to posit that convergence is the economic foundation upon which a resurgence in journalistic standards can be built. On the other side, students who argue that convergence is bad for journalism might posit that less objectivity, less aggressive reporting methods, and less editorial integrity will result with industry convergence into the hands of a few big oligopolies. 

Overriding corporate issues can easily dampen journalistic zeal. Students may argue that if the goal of convergence is to cut costs and produce news more cheaply, the quality of news stories can’t help but be harmed. Instead, a dumbing-down of journalism will occur as “print” journalism takes on the entertainment values and aspects of television journalism. Furthermore, a homogenization of journalism might occur as fewer voices are heard and less variety of opinion is expressed. News stories might increasingly be used to promote large corporate partners either in their endeavors or more menacingly their viewpoints. These students will likely believe that the foundation upon which a resurgence of journalistic standards can be built is competition, and that trends toward industry and media convergence are going to decrease competition and damage the likelihood that controversial stories will be covered, especially stories that will reveal problems in the boardrooms and business practices of corporate partners. Another possible problem students might discuss is protections for unnamed sources when multiple parties are working on a story and it is being shared across platforms. 

There are barriers in federal law to cross platform ownership and concentration in television and other media that are supposed to be enforced by the Federal Communications Commission (FCC). However, these barriers have been weakened over the years by the FCC and in December 2007, the FCC voted to allow media companies to own both a television station and a newspaper in the largest 20 U.S. broadcast markets and allows it in some smaller markets if companies can show they will produce at least seven more hours of local news a week and prove they need to also own newspapers to stay in business. However, in July 2011, the United States Court of Appeals for the Third Circuit issued its opinion in Prometheus Radio Project v. FCC (Prometheus II), vacating this change, so the FCC must now reconsider its approach. The FCC is currently in the process as part of its quadrennial review of ownership rules (as part of the Telecommunications Act of 1996, the FCC must do a review of broadcast multiple ownership rules every four years) (see www.fcc.gov/encyclopedia/media-ownership-rules-review-2010). In connection with this review, it has also released a number of studies, available at: www.fcc.gov/encyclopedia/2010-media-ownership-studies. 

Students should discuss the issue of lifting the ban on cross-platform ownership within the context of their arguments.

2.
Go to Amazon and explore the different digital products that are available. For each kind of digital media product, describe how Amazon’s presence has altered the industry that creates, produces, and distributes this content. Prepare a presentation to convey your findings to the class. 

Amazon sells three types of main digital media: music, video, and e-books. In music and video, it has both a la carte purchase of physical products (CDs and DVDs), a la carte downloads of single tunes or shows, and also streaming of music and some videos. It sells e-books only for its proprietary Kindle platform. Amazon’s physical products business has largely destroyed record stores and music rental stores. Its impact on movie DVD sales has supported the Hollywood model based on the high profits of DVDs. Its streaming video service involves mostly older titles and television shows, and supports revenue to the movie industry for its backlist of older titles, which are too old for cable.
3.
Identify three online sources of content that exemplify one of the three digital content revenue models (subscription, a la carte, and advertising-supported) discussed in the chapter. Describe how each site works, and how it generates revenue. Describe how each site provides value to the consumer. Which type of revenue model do you prefer, and why?
Three online sources of content that exemplify the three digital content revenue models are Netflix (subscription), iTunes (a la carte), and Pandora (advertising-supported). Netflix is a video streaming service. The value to the consumer is access to older movies and TV shows, and some very popular original TV shows, on demand for a small monthly fee. iTunes primarily sells its content on an a la carte basis via individual downloads (it is also a cloud storage site), and sells more current movies and TV shows, and of course millions of individual single music titles. All sales are through an Apple account with a customer credit card. Pandora is mostly ad-supported (90% of revenues) and provides curated radio programs reflecting customer choice of singers and musicians. Service is free for 40 hours, and then a $36 per year subscription for unlimited listening. The future of each type of service is best approached by looking at what works now. Currently, iTunes is very profitable (although not as profitable as Apple’s physical device products), Netflix is marginally profitable, and Pandora loses money every year. While this could change in the next five years, prospects for Pandora appear limited. Student opinions will vary as to their own preferences for revenue, but they should explain why they prefer one model compared to another. 
4.
Identify a popular online magazine that also has an offline subscription or newsstand edition. What advantages (and disadvantages) does the online edition have when compared to the offline physical edition? Has technology platform, content design, or industry structure convergence occurred in the online magazine industry, and in what ways?
Perhaps the best place for students to start is to identify newsstand magazines first, and then find their online counterparts. Many online magazines have a free first month offer. The online editions will likely have video, music, and interactive elements that users find captivating and entertaining. The online photography is also excellent but perhaps not quite up to the level of physical print magazines. There are few advantages for the newsstand versions of magazines, except for the physical look and feel of turning pages. With respect to convergence, until recently, there had been very little convergence in the online magazine industry. This is changing, especially in the fashion industry as fashion Web sites take on many of the features of slick fashion magazines (Cosmopolitan.com). Content convergence in the areas of creation, production, and distribution has begun to occur. Online editions of national news magazines increasingly use streaming video, social network links, and user comments (Time.com). Newsweek has merged with the Daily Beast and no longer publishes a print version. Many magazines now have e-reader editions or apps that enable magazines to be read on smartphones and tablet computers such as the iPad. In some instances, the print versions of magazines have disappeared entirely, and now only a Web-based version is available. The Web and e-readers have created the opportunity to leverage print content to the different distributions channel. Increasingly, magazines are developing online content developers, as well as leveraging their star reporters. Industry structure convergence has not occurred, although in the early days of e-commerce it was believed that an entirely new set of online zines would rise to challenge the old giants. 

5. In August 2014, Amazon announced that it was going to purchase Twitch, which lets users stream their video game sessions, for almost $1 billion. Why would Amazon spend so much money on Twitch? Create a short presentation either defending the purchase or explaining why you think it was a bad idea.
Student answers may vary, but some rationales for defending the purchase might include the following: 

1. The acquisition bought Amazon a significant audience (young, male, technophiles, wealthy) for a decent price. Twitch has an online audience of about 55 million.  Amazon paid about $18 per viewer. Twitch is currently the 4th largest source of Internet traffic (after Netflix, Google, and Apple). 

 

2.  The acquisition helps Amazon’s push into Web video.   Amazon is trying to develop video content delivery infrastructure, and Twitch has this. 

 3. The acquisition was a defensive move to prevent Google from buying Twitch.

 Rationales for criticizing the purchase might include the following: 

1. While Twitch has raised $35 million from investors, the company is private and does not report revenues.  It is unclear if revenues exceed expenses.  Analysts estimate Twitch generates $30 million in revenue from advertising. 

2. The acquisition might detract from Amazon’s main line of business, which is online retailing.  Amazon has little management experience as a creator or broadcaster of video content.  

3.  It is unlikely that Twitch will ever generate enough revenue to make a difference for a company the size of Amazon. Twitch, in the best case, will be a rounding error in the financial statements of Amazon which generated $74 billion in revenue in 2013.  

Companion Web Site, Learning Tracks, and Video Cases
You can also direct your students to the Companion Web Site for the book, located at www.azimuth-interactive.com/ecommerce11e. There they will find a collection of additional projects and exercises for each chapter; links to various technology tutorials; information on how to build a business plan and revenue models; information on careers in e-commerce, and more. Learning Tracks that provide additional coverage of various topics and a collection of video cases that integrate short videos, supporting case study material, and case study questions are also available for download from the books’ Online Instructor Resource Center at www.pearsonglobaleditions.com/Laudon. Video Cases for this chapter include:
· Video Case 9.1 YouTube’s 7th Birthday
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