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Examining Effects of Public Financial
Subsidies to Daily Newspapers in Europe –
Do They AvoidMarket Failure?

PAULMURSCHETZ

1 Introduction
Ever since newspaper companies first turned to their governments for support
to halt newspaper mortality caused by mounting economic problems in the
1950s, most Western European states have tended to agree upon applying pub-
lic support to their press (Smith 1977; Smith 1978; Hollstein 1978; Holtz-Bacha
1994; Murschetz 1997; Murschetz 1998; Picard 1984; Picard 1985; Picard 1986;
Humphreys 2006). In contrast to the Anglo-Saxon minimalist approach to
press regulation, which largely rejects the interventionist approach to provid-
ing cash injections to newspapers in need (Curran 1997; Tunstall 1996), conti-
nental-style authorities adhere to a public policy of granting subsidies to their
press, according to which the democratic and political function – to guarantee
that citizens have access to information, are accurately informed and actively
take part in the political process – is promoted.1

Today, significant changes have put intensified pressure on the principles
and practicalities of these interventionist schemes that endanger the secure
funding necessary to produce expansive high-quality press output. Policy ar-
guments that exert pressures for change are manifold. On the one hand, sub-
sidies have always been attacked by political conservatives for offending
against the principle of a free and independent press and by economic liberals
for distorting the free functioning of the market (Humphreys 2006). On the
other hand, press subsidy schemes have come in for considerable questioning
as a result of external factors of change, notably regulation, technology inno-
vation, economic development, and demographic impacts (Sánchez-Tabernero
2006).
Moreover, business parameters in which newspapers operate have greatly

changed. Against the background of alternative, audio-visual media squeezing
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the newspaper market in terms of readership and advertising revenues, news-
papers are forced to reassess their roles, their specificities, and to redefine their
objectives in order to become more market-oriented (Picard 1999; WAN 2007).
Taking liberal, free-market economics as the tacit hypothesis among current

Western European state models, regulators are today navigating between the
contradictions of general cost-cutting public austerity programmes, interven-
tionist anti-trust laws, and subsidy schemes. All of these instruments aim at
engendering economic opportunity and prosperity, editorial pluralism and
diversity of titles. Furthermore, the legitimacy of subsidies is challenged as
part of the inbuilt weaknesses of current subsidy regimes themselves. A general
misallocation of funds, questionable efficacy of funds and issues of lobbyism
and regulatory capture are repeatedly criticized (Humphreys 2006; Stigler
1971).
Austria serves as a shining example for necessary changes in its press subsidy

scheme. The new press subsidy law which came into effect in 2004 strongly
followed the suggestions of Prognos (1998) to establish a three-pillar system of
subsidisation into distribution subsidies, a special subsidy for the preservation
of diversity in regional daily newspapers, and selective measures to promote
editorial quality in securing the future of the press.
Austrian media scholars, however, repeatedly criticize that their press sub-

sidy scheme was and is not at all helping to guarantee a diverse daily newspa-
per landscape in the country. Instead, its system of granting general press
subsidy to all dailies regardless of business health long helped to freeze the
market position of the dominant market players, notably the economically very
successful, tabloid-style Kronen Zeitung, Austria’s largest newspaper, reaching
almost half of the reading population (Grisold 1998; Murschetz 1998; Prognos
1998; Schmolke 1991; Steinmaurer 2002; Melischek et al. 2005; Trappel 2007).
To oppose this scepticism, the Austrian state regulator has successfully in-

troduced a long-demanded evaluation procedure in order to stimulate stake-
holder debate also on supporting internet newspapers and news media more
generally, as well as on public budgetary planning and necessary adaptations
(KommAustria 2006).
Defined broadly, the term ‘subsidy’ means a grant, soft-loan, loan guarantee,

tax break or benefit-in-kind (i.e. government provision of goods and services at
below-market prices, such as free advice). Financial support is typically gran-
ted through government funds and is thus termed ‘public’. Public financial
subsidies aim at affecting the costs of at least one recipient undertaking (OFT
2006). In general, government support is provided to different categories of
newspapers eligible for support ranging from providing reasonable framework
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conditions through public regulation of advertising, sales tax advantages,
postal-rate advantages, telecommunication rate advantages, to indirect forms
of support such as news-agency aid, preferential loans, and education/research
grants to annual, non-refundable direct cash transfers running into the mil-
lions (Humphreys 2006).
When used with specificity, subsidies mean actual cash injections in accor-

dance with selection criteria of size measured by circulation, competitive posi-
tion in defined markets, frequency of publication or disadvantaged financial
positions on the advertising market. Eligibility for subsidies is also based on
soft selection criteria such as the newspaper’s national importance for the opin-
ion formation of the reading public. If the creation of newspaper competition
is politically approved – and market imperfections are not, in themselves, a
sufficient condition for concluding that financial support is warranted – regu-
lators face the obvious choice of publicly financed subsidy approaches, either
through direct cash injections or indirect cash advantages, or anti-trust policies
as a means of regulatory state action, or, most likely, a combination of both.
Scholars have noted that regulators look on indirect and general subsidies

more favourably than on direct and selective ones because the latter are often
judged to be subject to political and other kinds of manipulation (Cavallin
1998; Picard 2006). Subsidies are either general or specific, direct or indirect,
or selective or mandated. General aid is given to assist a selected range of
newspapers, but not for a single use (e.g. tax concessions, reduced import
duties on newsprint, reduced postal tariffs). Specific assistance includes aid
that can be used only for a specific purpose, such as grants received to retrain
printing personnel in the use of digital pre-press equipment. The terms direct
and indirect indicate how the intervention is provided. Indirect aid is given to
the industry as a whole rather than a specific newspaper, such as postal rate
reductions. Direct aid is given directly to specific newspapers, such as a loan
provided to purchase new printing presses. In referring to the administration
of assistance, the terms selective and mandated are often employed. Selective
intervention refers to advantages, subsidies, or regulation in which an adminis-
trative body decides as to what should be provided or applied. Direct selective
subsidies may be granted to new market entrants in order to lower entry barri-
ers, restore competition and reinforce the market system. Mandated interven-
tion is that for which no discretion to provide or withhold the assistance or
regulation rests in an administrative body because the intervention has been
mandated by a law that clearly defines which newspaper should receive the
assistance and under which circumstances. Naturally, subsidy is one type of
state intervention. State intervention into the press generally aims at balancing
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the economic objective of promoting competitiveness of newspapers in the
media grid with the wider objectives of securing plurality of titles and diversity
of views (Murschetz 1997).

2 Objective, research question andmethodology
This article examines the effects of public financial subsidies to daily newspa-
pers in selected countries in Western Europe from a media economics and
media management perspective. The overall objective is to examine the effects,
if any, that public subsidies have on firm behaviour, competition and market
efficiency in the print publishing industry.
To treat issues of subsidy success systematically, subsidy effects were ana-

lyzed by applying a reference model developed by the Office of Fair Trading
(OFT), the UK’s consumer and competition authority. The OFT’s agenda was
to initiate analytical work that considers the effects of public subsidies on
competition. To address this question the OFT has undertaken economic re-
search to highlight the situations in which subsidies are most likely to cause
competition distortions (OFT 2004a; 2004b; 2006; 2007). Although this model
does not specifically refer to the publishing industry, it is a valuable guide and
reference model for examining the effects of subsidies on firm behaviour,
competition, and market efficiency in this sector more rigorously. This is be-
cause it explicitly relates the subsidy rationale and design options to impacts
on competition behaviour and market performance.2

The overall research design of this paper is qualitative in nature and explora-
tory in design. The theoretical part of this paper applied literature reviewing as
prime methodology. Empirical data sources included the study of official sta-
tistics, industry data, company data, in-company data, newspaper articles and
other published documents. The empirical research follows a qualitative case
study research design (Yin 2008).
This article shall follow the reflections of Robert Picard, a leading academic

scholar in print media economics and management. He argued convincingly
that the ability of public subsidies to solve current pressures in print media
markets is limited. Following Picard, the most prominent reasons for subsidy
failure are (Picard 2006; Picard 2007):

• Subsidies do not avoid the fundamental economic problem of market fail-
ure in the print media industries.
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• The number of newspapers has continued to decline as state aid pays for
variable costs rather than fixed costs, the latter of which weigh heavily on
publishers’ business operations.

• Public intervention into press markets is generally bad as ‘free markets’
work more efficiently. Intervention leads to net welfare losses to society.

• Subsidies to newspapers for which there is a lack of audience interest are
futile. These subsidies are a waste of taxpayers’ money, i.e. cost to taxpay-
ers exceeds benefit to consumers and producers.

• The role that financial regulation may play in strengthening the press is
inhomogeneous and, in parts, contradictory. It ranges from preserving the
current market structure (“regulation through abstinence”), to enabling
access for new entrants (“enabling role”), to curbing market power of do-
minant actors (“restricting role”), to promoting the greatest possible num-
ber of small independent units (“qualifying role”), to protecting vulner-
able value and groups in society (“protecting role”), and to promoting on-
ly a few but strong and efficient national operators (“fortifying the na-
tional champion role”).

• Although subsidies help newspapers to survive by means of a financial
prop, they do little to help newspapers adapt to future changes needed to
get them suited to the needs of the market. The lifeboat of subsidies can
thus be leaky at best.

• Selective subsidies are considered to be politically unacceptable as far as
they require consent across opposing political forces backed up by a solid
and impartial method of selecting companies and channelling the money
to the papers.

• Subsidies can not create long-term sustainability but instead create de-
pendence on the annual handout of subsidies.

In order to empirically test these propositions by means of an appropriate
theory model, the four test case countries of Austria, Norway, Sweden, and
France were chosen and respective company cases in these countries taken as
best-practice examples. Where necessary, references have been made to situa-
tions in other Western European countries (Fernandez Alonso et al. 2006;
Murschetz 1997; 1998; 2007).
The following research question will guide this study: Do public financial

state subsidies avert market failure with regard to efficient and fair competition
in the markets for daily newspapers in Europe? The article is organized as
follows: Firstly, some major conceptual issues in explaining public subsidy
effects on competition are described. Then, the OFT subsidy/competition
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reference model is presented. Further, selected qualitative empirical evidence
of the direct financial subsidy schemes is applied against the OFT model. Fi-
nally, the research question is answered and the paper critically concluded.

3 Conceptual Issues

3.1 Subsidies in economic theory

Standard economic theory considers subsidies as the opposite of taxes to im-
pact on the parameters of market transactions (Wolfson 1990). There, subsi-
dies are seen as external benefits that come to correct a positive externality.
“Externalities refer to situations when the effect of production or consumption
of goods and services imposes costs or benefits on others which are not re-
flected in the prices charged for the goods and services being provided”
(OECD 1993, 44). Government can drive to internalize a positive externality
by compensating publishing activities that are beneficial to the reading public
at large. As seen from a seller’s point of view, subsidies as cash injections can
be considered as a negative Pigovian tax (see Fig. 1 below). As such, the Pigo-
vian subsidy internalizes the externality into the agent’s utility function, by
giving the firm an incentive to produce more than it otherwise would. As a
result, subsidies shift the supply curve to the right as they potentially reduce
the input costs of newspaper production and delivery (at every price level) (see
step 1 in Fig. 1). An increase of supply at subsidized input costs will lead to a
fall in the sales price (given that falling inputs costs are passed on to reduce
end-consumer prices), as a result of which the quantity demanded would be
increased (step 2). Third, newspapers are price-inelastic in demand, which
means that the potential of a subsidy-driven decrease in the sales price leads to
a proportionately smaller increase in the circulation quantity sold (step 3). The
subsidy effect in increasing newspaper circulation and thus readership is there-
fore not expected to be too strong.
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Figure 1: Subsidies Internalize External Benefits
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3.2 Subsidies and market failure

While the first fundamental theorem of welfare economics describes equilib-
rium conditions which characterize a system of perfectly competitive markets
allocating resources most efficiently, the economic paradigm of market failure
describes situations where economic efficiency is greatly constrained (i.e. mar-
ket imperfection or partial failure) or is not being provided by the market at all
(i.e. pure market failure). Market failure is defined by multiple institutional
weaknesses to coordinate economic activities between the market participants
efficiently and equitably. Markets may fail when competition can not unfold or
is organized deficiently (Bator 1958; Cowen 1988; Cowen 2003; Samuelson
1958).3

Theories of market failure as discoursed from a modern economic theory re-
search perspective (Atkinson and Stiglitz 1980; Cowen 1988; Cowen 2003;
Fritsch et al. 2005; Stiglitz 1989). Renowned scholars in media economics and
media management support the notion that media markets reveal structural
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and behavioural instances that tend towards failure (Albarran 2002; Owen and
Wildman 1992). Sources of market failure are manifold. This paper will focus
on forces driving competition towards failure, both on the supply and the
demand-side of market transactions.4

Scholarly research has shown that public subsidies do not automatically cor-
rect market failure and promote competition. In contrast, earlier research has
shown that most press subsidies have distortive effects on the overall market
performance. Although individual firms benefit from various types of support,
allowing firms to use the financial resources to pay expenses or to improve
their balance sheets (Picard 1995), they may have no major competitive effect
or may even harm competition and thus lead to suboptimal market outcomes
(Picard and Grönlund 2001; Picard 2006; Picard 1994). In particular, non-
selective postal rate advantages, weak regulation of anti-competitive behav-
iour, and price regulation (i.e. policy of transfers to publishers whereby subsi-
dies create artificially high prices) were identified to notably harm the eco-
nomic market. As newspaper markets are two-sided, weak regulation of anti-
competitive acts and price regulation were identified as also having a detri-
mental effect on the market for journalistic ideas (Picard 1991).

4 Subsidies effects on competition and efficiency – the OFT
model

In the UK, the Office of Fair Trading (in the following abbreviated as OFT)
asked two business consultancies, Frontier Economics (2004) and Nera Eco-
nomic Consulting (2006), to undertake research into the effects of public sub-
sidies on competition in order to develop a guidance on how to assess competi-
tion effects of subsidies respectively (OFT 2004a; 2004b; 2006). As shown in
figure 1 above, OFT developed a theoretical impact model of subsidies on
competition. The OFT model consists of the following six concepts:

a) Policy rationale
b) Subsidy design
c) Subsidy effects on the recipient’s behaviour (i.e. effects on firm efficiency)
d)Market outcomes
e) Subsidy effects on the competitor’s behaviour (i.e. effects on rival firm ef-

ficiency), and
f) Subsidy effects on allocative, productive and dynamic efficiency (i.e. ef-

fects on market efficiency).
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Overall, these concepts interrelate causally: subsidy rationale impacts on sub-
sidy design options. Design influences the behaviour of the recipient firm and
the competitor, whose joint conduct then determines the collective perform-
ance of the marketplace (i.e. ‘market outcomes’).
Ad a) Policy rationale: The policy rationale determines which subsidies are dis-

posed to achieve its objective of making society better off. Financial subsidy
schemes to daily newspapers in Europe primarily seek to balance the objective
of promoting economic competitiveness in the national media grid with the
wider objective of securing plurality of titles and diversity of views (Picard
1994; Picard 1995; Picard and Grönlund 2001). Generally, newspapers are con-
sidered as a central means of building social cohesion and other common val-
ues of societal communication and integration (Murschetz 1997). Typically, a
subsidy will be used either to correct a market failure (for example to provide a
public good or correct for an externality) in order to prevent newspaper mor-
tality or to redistribute resources in order to improve welfare (OFT 2004b).
Intervention of this kind is made for the purpose of promoting general condi-
tions conducive to economic viability of all or selected entities in the newspa-
per industry. A second purpose may lie in the objective to reduce operating
costs. A third category of intervention is given with the purpose of providing
capital funds for operating expenses of newspapers. If subsidies are to improve
welfare, however, they should only be employed where their net benefit is po-
sitive. Additionally, the marketplace of ideas concept has served as a guiding
principle for a number of intended diversity-enhancing media policies, includ-
ing ownership regulation and state subsidies.
Ad b) Subsidy design: The subsidy design or characteristics determines whether

the subsidy will have a material effect on competition. In particular, the sub-
sidy magnitude or size, both in absolute and relative terms (i.e. in relation to
the costs of the subsidized activity), the subsidy target (i.e. whether the sub-
sidy is dedicated to a particular policy objective), the structure of subsidy
payments (i.e. periodically or one-offs, selective or general) act as guiding
criteria to examine the effects of subsidies (OFT 2007).
Ad c) Subsidy effects on recipient’s behaviour: If subsidies affect the recipient’s avoid-

able costs (fixed and variable) they can enable a firm to enter or remain in a
market in which it has been experiencing difficulties, and if they affect pricing
and output decisions of the recipient and competitors, potential entrants may
not enter and existing competitors might be unable to compete in the long
term and so be forced to exit (OFT 2004b, 12). A subsidy is most likely to af-
fect the pricing and output decisions of a firm if it affects its variable costs,
such as labour. For example, a training subsidy might improve the efficiency
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of the firm’s labour force, reducing the amount of labour needed per unit pro-
duced. Because the firm’s costs on each unit produced are lower, it is able to
reduce its price to attract more customers. This would have a knock-on effect
on its rivals, who must also meet the price cut or lose market share (OFT
2004a). By contrast, a subsidy that affects fixed costs will not directly affect a
firm’s pricing and output decision. This is because these costs are incurred no
matter what the price or output levels, so it will have no effect on the choice
the firm makes. For example, consider a subsidy for building a new factory.
Once the factory is built, the subsidy will not change the costs or revenues
from selling an additional unit, so it will not directly affect the firm’s choice of
price and output levels. A subsidy can also affect the investment decisions of
firms concerning research and development (R&D) and product quality. It can
do this in two ways: it can make R&D cheaper, in which case more of it is likely
to be undertaken; and it can change the type of investment undertaken by
targeting certain types of research or certain products.
Ad d) Market outcomes: Following the effects subsidies have on the conduct de-

cisions of the market players, OFT (2004b) identified the following four di-
mensions of market outcomes: (1) Market entry and exit, (2) pricing and out-
put, (3) R&D investment, and (4) location.
Ad e) Subsidies to affect the competitor’s behaviour: Mirroring the effects subsidies

have on a dedicated recipient, they may also affect the non-receiving rival firm.
OFT (2006) described this causal interrelation as follows: “If a subsidy recipi-
ent’s behaviour is affected, competing firms may also react by adjusting their
behaviour. The reaction by competing firms may not be efficient. For example,
they may be forced to reduce production due to falling sales, despite being no
less efficient than the subsidy recipient. Alternatively, they may alter their
product rather than compete directly with the subsidy recipient. For the sub-
sidy recipient, a subsidy can give a financial cushion that reduces the need to
be as efficient as possible” (OFT 2006, 5).
Ad f) Subsidies to affect market efficiency: Allocative inefficiency refers to the ineffi-

cient use of resources across society. Markets are said to be work efficient when
consumers pay a price which is equal to the (marginal) cost of supply. A sub-
sidy which affects a firm’s costs (e.g. by providing cheaper access to a key in-
put) and impacts on the firm’s pricing and output decisions will affect alloca-
tive efficiency. Productive inefficiencies will occur when firms do not seek to
minimise the costs of production. Subsidies may protect firms from the full
force of competition in a market, and thus may blunt the incentives to produce
goods and services as efficiently as possible. Dynamic efficiency refers to firms
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making the correct level and type of investments in developing new products
and processes (OFT 2004b).
Now, OFT (2007, 5) proposed that a subsidy undermined the mechanisms

ensuring efficiency in the market to an extent that:

• Competitors are forced to exit the market, reduce their long-term invest-
ment or reduce employment, for example, in order to ensure their short-
term survival.

• The subsidy recipient is under less financial pressure to be competitive.
• An inefficient recipient is able to remain in the market, or
• it is worthwhile for market participants to spend significant sums of money
seeking out subsidies.

The following figure 2 provides graphic evidence of the interdependent system
of variables of the OFT model.

Figure 2: The impacts of subsidies on the competitive process – The OFTmodel

Source: OFT 2006, 6. Note: The dotted arrows refer to an indirect effect, the non-dotted
arrows refer to direct effects.

According to the OFT model shown in figure 2 above, it is assumed that sub-
sidy rationale and design may have the following compound effects on compe-
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• Change the behaviour of the recipient to the detriment of social welfare.
While full competition, through efficient markets, delivers lower prices,
greater choice and more popular products to consumers, subsidies have
the potential to cause firms to produce at higher costs or sell their products
at higher prices than it had actually cost to produce them.

• Impact on the recipient’s costs (either fixed, variable or total) and so affect
its decisions concerning what to produce, how much to produce, how to
produce it and what to charge for it. Such a change is likely to have an
immediate effect on the competitive process, including the relative
strengths of firms receiving and not receiving subsidies.

• Force efficient firms out of the market, or reduce their long-term invest-
ment or reduce employment, for example, in order to ensure their short-
term survival.

• Reduce the future incentives of firms to act efficiently. If firms anticipate
that poor performance might be compensated for by subsidies, they will
have less strong incentives to be efficient. The dynamic profit incentive at
the heart of the competitive process will be suppressed.

• Prolong the time an inefficient firm is able to stay in the market and di-
rectly distort a firm’s incentives to innovate. For example, an R&D subsidy
that benefits just one firm in a market may reduce the incentives of their
competitors to invest in R&D.
Drive competing firms to react by adjusting their behaviour. In response,
subsidy recipients may adjust their behaviour again prompting second
round and third round effects, and

• encourage firms to use time and resources in trying to obtain subsidies.
Such resources are unlikely to be directed in an efficient manner.

In addition to the behavioural variables described above, structural variables
play an important role in determining the efficacy of subsidies: whether the
recipient holds any position of market power, and whether the market is con-
centrated in which a small number of firms account for a high proportion of
market output. Further, barriers to entry and exit and the level of product
differentiation are considered as further variables to impact on the efficacy of
subsidies (OFT 2006).
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5 Current Experiences of direct press subsidy schemes in Europe
– Applying the OFTmodel

Ad a) Policy rationale – Empirical evidence: Alonso and Blasco Gil (2006) conclude
that four main rationales of direct press subventions are employed in Western
Europe: (1) Aids addressed to non-leading publications, papers with relatively
low advertising revenues or papers experiencing economic difficulties;
(2) Subsidies to improve the quality of press writing; (3) Circulation subsidies,
and (4) Subsidies for technological reconversion (Blasco Gil 2006, 72). Here,
Alsonso and Gil’s conclusion on the policy rationale can be evidenced across
all study countries in most general terms. National specificities must, however,
be strongly considered as cultural discount on more valid comparisons.
Focusing on Austria in more detail brings to fore the following specific ra-

tionale: A direct subsidy scheme was introduced in 1975. Its prime logic was to
financially compensate for the new value added tax system that imposed addi-
tional costs on newspapers. These subsidies, which operate across all newspa-
pers, were set as a unique feature in Europe. All daily newspapers received
nearly the same amount of money except where more than one daily of a pub-
lisher or publishing house is eligible. The subsidies were calculated on the
basis of the Value Added Tax of the previous fiscal year. Knowing about the
detrimental effect of this general subsidy, the regulator changed it into a gen-
eral distribution subsidy in 2004.
On top of this, Austria introduced a direct and selective financial subsidy in

1985, the so-called ‘special subsidy for the maintenance of variety’, granted to
secondary daily newspapers in the market with a maximum reach of 15% of the
regional or 5% of the national population and if no more than 22% of its yearly
volume of pages accounts for advertising. Since 1985, every daily newspaper,
which is granted a general subsidy, receives a basic amount of the subsidies
available, and, if conditions are met, an additional amount dependent on the
two economic criteria of circulation and advertising volume.
After several years of political discussion, a new act on press subsidies was

passed in parliament in December 2003 to come into effect in January 2004
(RTR 2004). Accordingly, the ‘special subsidy for the maintenance of variety’
was reviewed and since then granted to daily newspapers in secondary market
positions, be it in terms of readers or advertising. It was also stipulated that the
number of copies sold throughout the entire country may not exceed 100,000
copies per issue. Further, the annual volume of pages dedicated to advertising
was raised to 50%.
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Overall today, Austria subsidizes 59 newspapers with distribution subsidies,
14 of which are daily and 45 weekly newspapers. In total, distribution subsidies
account for by ca. 4.5m Euro. Nine daily newspapers are financially directly
supported with the ‘special subsidy for the maintenance of variety’ with some
6.6m Euro yearly (RTR 2008). Austria also spends subsidies on the promotion
of editorial quality and the so-called “fitness for the future”, i.e. expenditures
on necessary investments in modernization activities (1.6m Euro for 70 news-
papers altogether in 2008).
Ad b, c, and e) Subsidy design, and effects on recipients and rival competitors – Empirical evi-

dence: To preserve structural multiplicity and editorial diversity, Sweden, for
example, introduced direct launching support in 1976/7 which benefited so-
called ‘low-periodicity’ (1–3 issues per week) newspapers, as well as some high-
coverage monopoly papers, but, for reasons of lack of demand, withdrew this
policy option in 1987. This launching support was guaranteed in the form of a
loan for a maximum time period of two years, exempted from interest and free
of amortization, and helped to create 25 new titles.
In Norway and Sweden, as well as in Austria and France, direct selective go-

vernment subsidies are provided to secondary dailies which are losing out in
the commercial contest for advertising. In these countries the purpose of this
part of the scheme is seen as helping second position newspapers improve
their market position, reducing the risk of local monopolies and safeguarding
plurality of titles and thus diversity of opinion. Norway introduced one of the
first instances of European legislation which included direct subsidies to the
press of this kind in 1969. Sweden followed in 1972. In both Norway and Swe-
den, direct production subsidies (or ‘operating grants’) are calculated on the
basis of sold circulation or advertising volume and emphasize the competitive
situation of the newspaper.
In order to be eligible for support, Norwegian newspapers must have a gen-

eral news profile and an editor who adheres to the Editors’ Code, set up by the
Editors’ Association and the Norwegian Newspaper Publishers’ Association
NAL. Besides being exempted from VAT, newspapers benefit from direct sub-
sidies according to specific criteria. The objective of direct subsidies is to reach
national ideological and political newspapers, secondary papers (i.e. so-called
‘number 2’ newspapers) in areas with local competition and the smallest news-
papers. In 2005, the direct subsidy added up to 300 million NOK (ca. 40 mil-
lion Euro) and accounted for some 3 percent of the newspapers’ total revenue
(Østeraas 2006).
Norwegian secondary newspapers benefiting from this support are high-

frequency (6 issues/week) big-city No. 2 papers such as Bergens Avisen in Bergen,
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signalling the government’s priority to guarantee the paper’s competition with
the local market leader Bergens Tidende. There are also local secondary dailies in
smaller towns most of which are totally dependent on press subsidies. In the
town of Fredrikstad, for example, the leading newspaper, the independent
Fredrikstad Blad has achieved a dominant household coverage far beyond cover-
ing two-thirds of the total market, while its local competitor, the smaller paper
Fredrikstad-Avisa Demokraten has only been able to reach some minor share of
local households. As local advertisers prefer to chose the medium with the
highest reach to meet most people at the most cost-efficient price, few addi-
tional readers are reached by the No. 2 paper, the Demokraten.
Sweden has been handing out non-refundable direct operating grants to se-

condary papers since 1972. Most notably, annual subsidies in the millions go to
Svenska Dagbladet, the flagship of conservatism of the Swedish morning press in
Stockholm. Subsidies are considered absolutely vital for the company to bal-
ance its accounts and to compete with its liberal counterpart, Dagens Nyheter, in
the national morning newspaper market segment. Furthermore, political im-
partiality of the system is proven when taking into account that the Social
Democratic government grants subsidies to the leading conservative daily,
Svenska Dagbladet. The survival of Svenska Dagbladet could not have been assured,
were it not for the state intervening in the form of automatic rules to counter
market forces that threaten basic democratic values.
In Sweden, these direct operating grants amount to a considerable 47 million

Euro in 2005 and are granted to a broad range of so-called ‘daily’ newspapers,
differing in market position, size and frequency of publication (Karlsson
2006). Beneficiaries are regional newspapers, so-called secondary ‘big-city
newspapers’ (like the conservative quality morning broad-sheet Svenska
Dagbladet or the largest Social Democratic morning newspaper in Malmö, Ar-
betet), special national newspapers of religious and cultural importance (e.g.
the Christian Dagen), and competing local papers within the regional press.
Importantly, newspapers relying entirely on single copy sales, in Sweden af-
ternoon/evening ‘tabloids’ were excluded from the subsidy programme from
the very outset. This applies to the brassy nationally distributed Social Democ-
ratic afternoon ‘tabloid’ Aftonbladet and the liberal afternoon tabloid Expressen.
Direct operating grants to daily newspapers in Sweden are calculated on the

basis of weekly circulation and a multiplier set by law. A maximum subsidy
amount is also fixed. The multiplier is equal for all newspapers with the excep-
tion of big-city newspapers which receive a higher amount. In any case, the
amount of subsidy corresponds to the level of sold circulation.
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The special success of the Swedish scheme lies in its automatism and the
fixed rules applied. Although there is a politically appointed commission, a
typical Swedish way to tackle controversial matters of the press, its authority is
strongly limited. Except in cases of doubt, the commission has little elbow-
room in selecting the recipients. This allows for transparency among the mar-
ket players. It increases the planning security of the applicants who can adjust
their business plans to the amounts of public aid. On the other hand, this sys-
tem allows for the observation and reliable calculation of the amount granted
to the competing companies. This bars negative effects of market distortion to
a great extent. Secondly, the Swedish scheme is market-oriented. Not the reach
in the whole area of distribution is decisive but merely the reach in the city of
the biggest market presence, which is the determining factor of advertisers.
Furthermore, the advertising volume is calculated on the basis of the last three
and not only one year. This prevents newspapers from artificially blowing up
the volume to receive higher subsidies in the following year.
In France, direct selective financial assistance is less prominent than indirect

help. However, national daily newspapers with low advertising resources re-
ceive direct cash subsidies from the government. Reserved for national daily
publications of general and political interest, with selection thresholds set for
print-run, sales and advertising space, these state handouts aim at vitalizing
especially Parisian newspapers of political information with low advertising
income in order to safeguard the weakest players. Similarly, an assistance fund
for daily provincial (regional and local) general and political interest newspa-
pers with low revenues from classified advertisements was introduced in 1989.
The French state gives 1.3bn Euro in direct and indirect state aid to the press
each year. Direct subsidies alone amount to 285m Euro.
Since 1967, the Netherlands has granted press subsidies in compensation for

losses instigated by commercial electronic media. In 1989, press subsidization
was institutionalized. Since then, economically weaker daily and non-daily
newspapers as well as magazines may apply for project grants with the aim to
improve their economics. Mainly targeted at the opinion press, newspapers
may apply for interest-reduced loans and loan guarantees (Lichtenberg 2006).
Apart from direct cash transfers to cover operating expenses, other forms of

direct financial subsidies include support for co-operation in distribution and
printing, government loans on preferential terms and government insertions –
if they are explicitly declared to be press subsidies by the authorities – grants
for press research and education, grants for press exports, electronic news
carriers via the internet, and research projects. Moreover, 72 daily newspaper
projects were state-funded by some special government compensation decrees.
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From 1972 until 2005, almost 70m Euro were given to the press in total
(Lichtenberg 2006).
In Sweden and Norway, the direct distribution subsidy represents an impor-

tant part of both subsidy schemes and was introduced as early as 1970 and
1978, respectively. The aim is to counteract the competitive advantages of mar-
ket leaders, of large-scale distribution and at the same time to compensate
them for the extra costs of joint delivery with the secondary title.
In Sweden, for example, public joint distribution subsidies are granted to

leading and secondary newspapers if they disclaim their own private distribu-
tion systems. The amount of subsidies is calculated on the number of issues
distributed. In 1998, there were five distribution systems benefiting from dis-
tribution subsidies. At the end of the period of calculation, the distribution
company announces the number of copies distributed to the Swedish press
support board (Presstödsnämnden) which provides for the subsidy amount for
each copy. The distribution company then credits the amount to the newspa-
pers in accordance with the copies distributed. Four distribution companies
are publicly owned by the newspapers in the area, the fifth company is the
Post Office. In turn, Sweden has completely abolished preferential postal de-
livery tariffs. The Post Office may equally participate in newspaper distribu-
tion and may equally apply for distribution grants on equal terms.
The object of the schemes is to reduce distribution costs by inducing aban-

doning of private distribution and furthermore accepting the principle of
‘same price per copy’ for papers regardless of distances of distribution, and,
finally, to increase chances of market access of secondary papers. Both leading
and secondary papers taking part in the co-operative distribution ventures
receive a subsidy calculated according to the number and weight of copies
distributed. The fees charged for joint distribution were calculated according
to the weight of the paper, the heavier papers being charged higher fees than
the lighter ones, the papers with higher circulation receiving more subsidies
than those with a lower circulation.
The effect was to counteract the relative advantages of the market leaders, of

large scale distribution and at the same time to compensate them for the addi-
tional expense of co-operation with the secondary title. The system was based
on voluntary participation and joined by practically all Swedish dailies.
After 20 years of success, the Norwegian distribution subsidy scheme was

abolished in 1994. Up until then, regional distribution companies set up co-
operatives and received a public subsidy per copy distributed. The co-
operative distribution networks remained. Obviously it benefits all participat-
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ing partners. It is noteworthy that there is no parallel indirect support through
preferential postal tariffs besides mass delivery discounts to big customers.
Ad d and f) Market outcomes and efficiency – Empirical evidence: Because the empirical

evidence is case-based, anecdotal, and still emerging, there is no sound basis
for evaluating the impacts of financial subsidies on market efficiency more
systematically. Generally, the following scholarly evaluations on subsidy
schemes to strengthen competition and to lead to greater market efficiency can
be obtained:
Sweden praises selective press subsidies as a way of guaranteeing diversity in

the daily press industry by helping fifteen out of twenty No. 2 newspapers to
survive. Selective press subsidies are thus acclaimed to almost completely a-
chieve their goal of structural diversity. There, no low-coverage newspaper
would have survived without press subsidies (Gustafsson 2007). Sweden has
seen a downward trend in subsidy financing between 1980 and 2000, a decline
of ca. 27% (Weibull 2002). However, subsidies still play a major role in main-
taining diversity in the daily press market. The Swedish media scholar Gustafs-
son (2007, 56) has noted that that there is still a diverse range of Swedish daily
newspapers in 2007 due to the production support that the government intro-
duced in 1971 to assist daily papers in a weak competitive position. Diversity is
also consolidated by the presence of a subscribed joint distribution system,
open to all daily newspapers on equal terms. However, Gustafsson also com-
mented dryly on the costs of state support: “Of the 120 new newspapers only
twenty-nine made their way to the market without support from the state. By
supplying a yearly subsidy the state made lower two barriers to market entry:
attraction on the advertising market and need for risk capital” (Gustafsson
2004, 122).
Similarly, Norway has established an elaborate system of public policies of

state subsidies, which, together with a belated competition from television, is
said to have contributed to the fact that Norway was able to maintain its un-
usually high number of newspapers and keep its high level of newspaper read-
ership stable and tightly interwoven with the cultural fabric of Norwegian
society. Further, the Norwegian system of subsidies is said to have slowed
down the process of local monopolization (Østbye 2007). However, the
amounts are considered to be too low to halt the process.
France’s permanent subsidy fund which was set up in 1998 and targets mod-

ernizing the daily press and other press for political and general information is
considered as one of the world’s strongest assisted press. However, an in-
creased dependency on subsidies has not thwarted the crisis of the overall
market (Desmoulins 2004).
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6 Conclusion
There are various reasons why subsidy failure receives increasing support
among academic scholars and regulators. Critics of public subsidies point to a
plethora of failings of subsidy schemes. Subsidies may be controversial in ra-
tionale and design and thus drive market inefficient behaviour of recipients
and even their competitors. As a result, media economists would need to
evaluate market performance as lacking allocative, productive, and – in recog-
nition of the social responsibility function of the press – distributive efficiency.
Research findings are mixed: while some countries praise selective press sub-

sidies as a way of guaranteeing diversity in the daily press industry, others see
their legitimacy reduced as a consequence of major weaknesses of the schemes
and performance failure to address issues of competition and market efficiency
more rigorously. Looking ahead, setting up a subsidy impact assessment ma-
trix on competition and welfare distribution would be an advisable next re-
search step.
Whether real or imagined, regulators tend to slip between the horns of a di-

lemma when asked for policy action to ensure both economic vitality and edi-
torial diversity of the daily press. On the one hand, they continue to financially
subsidize their newspapers as a genuine cultural asset worthy of political pro-
tection. On the other hand, those who question the value of continued state
subsidies to the press not only criticize their political ramifications, but con-
sider subsidies misappropriated as they slip into newspapers’ pockets with no
obvious return. Ending up as backdoor subsidies with no clear benefits, only
artificially keeping alive those who are already economically weak, they do
little to balance the structural inequalities of the market.
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Notes
1 Traditionally, the United Kingdom, Ireland, Germany and Switzerland do not
employ direct press subsidies. However, these and other European countries
do offer some financial support to their minority press (Georgiou 2002). The
United Kingdom and Germany, for example, apply a reduced rate of VAT to
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newspaper sales. In the UK, no VAT is charged. Germany charges the stan-
dard rate of 19%.

2 In this context, the OFT model is primarily used as an organizational reference
model. The model follows approaches of the Industrial Organization (IO)
theory incorporating the SCP paradigm (Mason 1939, Bain 1959) and the
“workable competition” approach (Baumol et al. 1982).

3 The academic debate about the paradigm of market failure is complex and
rather confusing. It originates from the paradigm’s hybrid intellectual architec-
ture to result in competing scholarly discourses. Here, two dominant schools
fight for scholarly hegemony: on the one hand, the ‘Harvard-MIT’ axis of
scholarly reasoning in economic theory to argue that in case of market failure
government is to intervene in the economy to correct for those and to restore
the conditions for welfare optimization (Samuelson 1958; Musgrave and Pea-
cock 1958; Stiglitz 1989). Counter arguments on that way of thinking come
from the ‘Chicago school’ of thought (Stigler 1988). Their fundamental tenet is
that competition within a perfect market will lead to efficiency, which is the de-
sirable normative goal of the legal system. According to the Chicago analysis,
intervention within the market is justified only when there is a market failure.
For the Chicago school, such failure exists when there are no multiple players
on both sides of the market (the problem of monopoly), when these players do
not have symmetric and full information relevant to their market activities,
when any of the players bypass the market through involuntary actions or
when the traded commodity is a public good. The general orientation of the
Chicago school, however, is that these circumstances are rare and that in the
real world there is too much central intervention. Media markets have strong
tendencies towards failure (Murschetz 2008).

4 Market failure sources range from the in-built feature of product and cost
characteristics of media goods, to forces driving competition towards failure,
both on the supply and the demand-side of a market transaction, to constraints
embedded in the organizational structures of markets. In addition, dominant
firms may raise market entry barriers or try to control successive value stages
under their single roofs through strategies of ownership concentration and ver-
tical integration.
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