
600 Executive Drive • Princeton • NJ • 08540 • (609) 921-7200 • Fax (609) 921-2112 
Advisory Services • Research • Consulting • tkg@kelseygroup.com 

Interactive Local Media  
 

A Kelsey Group Continuous Advisory Service 
White Paper #06-01 

April 7, 2006 
 

 

 

 
 

Newspapers 2.0: 
The Competitive Dynamics and Challenges Facing 

Newspapers in the Online Economy 
By Michael Boland 

 

 

 

 
 
 
 
 
 
Copyright © 2006          The Kelsey Group          All Rights Reserved.  
This published material is for internal client use only. It may not be duplicated or distributed in any manner 
not permitted by contract. Any unauthorized distribution could result in termination of the client 
relationship, fines and other civil or criminal penalties under Federal law. The Kelsey Group disclaims all 
warranties regarding the accuracy of the information herein and similarly disclaims any liability for direct, 
indirect or consequential damages that may result from the use or interpretation of this information. 



Copyright © 2006 The Kelsey Group. All Rights Reserved. 

Executive Summary  
What follows is the first in a two-part series on the state of the newspaper industry. 
This installment will examine industry earnings, as well as the downward trends in 
both circulation and revenues that face many publishers.  

The reason for these trends is clear: Broadband penetration has driven increased 
Internet use. In the zero-sum game of consumers’ attention share, this has come at 
the cost of traditional media, including newspapers, magazines and television. Most 
alarming for the newspaper industry is that these downward trends will continue 
simply because they are being driven by younger users, who will slowly take over the 
ranks of the adult consumer population.  

Younger generations raised on the Internet not only prefer to get their news online but 
also are increasingly distracted by a fragmenting media world, which includes gaming, 
digital music, instant messaging, social networking and online video. The multitasking 
this has spawned has made the dynamic linking and content-sharing abilities of online 
news particularly attractive.   

Advertisers, in their mission to follow eyeballs, have accordingly shifted spending 
online at considerable levels. These shifts have been particularly momentous in 
national automotive, local auto dealer, department store and local classified 
advertising. Free online alternatives to local classifieds in particular have initiated a 
slow bloodletting of the US$17.3 billion print classified business in the United States 
(which we will explore in Part 2 of this White Paper). 

Though the newspaper industry overall is profitable, these factors have been slowing 
its growth for the past several years. The once-mighty Knight Ridder, for example, 
was sold last month because of investor fatigue and is currently being chopped up and 
sold for parts. The McClatchy Co. was able to acquire the fallen giant for a lower-than-
average premium in a bidding war few showed up to fight.  

To many in the industry, Knight Ridder’s sale will inspire a call to action. Some 
progressive publishers (ironically including Knight Ridder) have embraced online 
content distribution but have only been able to move as fast as large bureaucratic 
organizations can. Still other publishers have done nothing. Meanwhile, nimble and 
technologically savvy Internet companies have smelled the blood in the water and are 
circling the distressed newspaper industry. These online companies are stealing 
eyeballs, ad dollars and building revenue models they hope will one day scale to the 
degree of their offline counterparts.  

Though online news is showing double-digit growth in readership and ad revenues 
(compared with low single-digit growth offline), it still represents a very small 
percentage of many publishers’ revenues. This is one reason publishers have been 
slow to embrace online distribution; the payoff is not yet great enough to justify 
cannibalizing a core revenue stream. Online will become a sizeable revenue-generating 
force in the market, however. And the most progressive and creative publishers will be 
the ones to reap its rewards or, as the case may be, recoup the losses of their 
declining print businesses.  

As Dan Gillmor, former columnist for the San Jose Mercury News (a Knight Ridder 
publication) and prolific Silicon Valley blogger, said last month at The Kelsey Group’s 
Drilling Down on Local event, “I tend to think like many people that cannibalizing 
yourself is better than having someone else do it to you.”  
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The alternative Gillmor alluded to is that Google, Yahoo! or another Internet player will 
leverage online advertising networks to create a news empire with online and offline 
distribution channels for news, entertainment, advertising, classifieds and Yellow 
Pages content. Combine this with the directions these companies are taking by 
building offline channels in print, television and radio, and it becomes clear they are 
moving toward content networks that will bundle advertising platforms for local and 
national advertisers. This would enable them to utilize economies of scale and network 
efficiencies. Google’s investor day presentation last month expressed as much (please 
contact us if you would like a copy of the PowerPoint slide presentation).  

The second part of this White Paper will be released in 45 days, which, thankfully, is 
not enough time for these forces to take hold of the newspaper industry to a 
significant degree. Part 2 will expound upon many of the predictions alluded to in the 
preceding paragraph and will explore the classified space in more depth. It will also 
present our conclusions and recommendations for the industry, its players, technology 
providers, investors and vendors. 
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Key Findings  
In this section, TKG catalogs the major findings upon which this report is 
based: 

• Newspapers on average are profitable despite high fixed costs of 
overhead (printing, editorial staff and home delivery). The Wall Street 
Journal reported that the average 2005 operating profit margin for 
publicly traded U.S. newspaper publishers was 19.2 percent. This is 
more than double the average margin of Fortune 500 companies. 
However, the figure is down from 21 percent in 2004 and a high of 
about 23 percent in the mid-1980s. 

• Aggregate daily circulation peaked in 1984 and has since fallen nearly 
14 percent to 54.6 million in 2004, according to the Newspaper 
Association of America. 

• Competition from the Internet and other media has slowed publishers’ 
revenue growth in recent years by fragmenting the media market. 

• The effects have been particularly noticeable among younger 
generations. The Online Publishers Association found that 18- to 34-
year-olds are more likely to use the Internet (46 percent) than watch 
television (35 percent), read a book (7 percent), turn on a radio (3 
percent) or read a newspaper (3 percent) or magazine (less than 1 
percent).  

• A study commissioned by the Carnegie Corp. of New York, meanwhile, 
showed that 19 percent of 18- to 34-year-olds read a newspaper daily, 
17 percent do so once a month or less often, and 12 percent never do. 
By contrast, 44 percent of this age group reported they visit a Web 
news portal every day, and 37 percent watch local TV news daily. Only 
14 percent deemed newspapers their “most important” source of news, 
while 31 percent cited local TV newscasts and 25 percent the Internet. 

• According to Nielsen/NetRatings and the NAA, overall online newspaper 
readership reached an all-time high in November 2005 of 55 million, a 
30 percent increase over the previous year. For the fourth quarter, 
monthly unique users averaged 53 million, which is 35 percent of all 
active Web users.  

• New online news formats such as blogs and RSS feeds have also grown 
at a staggering pace over the past few years to take away readership 
from print newspapers. Data from the Pew Internet & American Life 
Project indicate 7 percent of adults online have read a blog within the 
past 24 hours. Nielsen also reported in August 2005 that 11 percent of 
active Internet users receive RSS feeds.  

• Fueling these trends is broadband penetration, which The Kelsey Group 
reported last March to have reached 57 percent of home Internet users.  

• These consumer trends have resulted in direct shifts in advertising 
spending from offline to online. Automotive as a category is growing 
particularly fast online. According to research firm eMarketer, 70 
percent of consumers use the Web at some point in the car-buying 



 

Copyright © 2006 The Kelsey Group. All Rights Reserved. 

cycle. The firm also reported that through November 2005, online auto 
ad spending increased 12.1 percent, while traditional media spends 
were down 2.5 percent. The firm predicts auto advertisers will purchase 
US$1.9 billion in online advertising this year and almost US$2.7 billion 
in 2007, up from US$1.4 billion in 2005.   

• In May 2005, Forrester Research reported that 84 percent of 99 firms 
surveyed said they would spend an average of 25 percent more on 
Internet advertising. The report predicted online ad revenues would 
increase 23 percent to US$14.7 billion in 2005 over 2004 and reach 
US$26 billion by 2010 (representing 8 percent of the entire advertising 
market).  

• Online ad spending on newspaper Web sites in fourth-quarter 2005 
increased 31.5 percent over the previous quarter to US$2 billion, 
according to the NAA. This marked the seventh consecutive quarter of 
double-digit growth for the online newspaper industry. Print ad spending 
also increased during this period but only by 0.4 percent to US$13.7 
billion. 

• Many online entrants threaten to take away readers and exacerbate the 
erosion of print revenues. Online news providers and aggregators are 
profiled in this report, and more will be introduced in the next 
installment. There will also be an in-depth analysis of classifieds and the 
effects online competitors such as Craigslist have had on traditional 
print classified revenues. More importantly, there will be a prescriptive 
analysis of what should be done to compete with online players that are 
posing such a serious threat to the print industry.  

 

 

 



 

Copyright © 2006 The Kelsey Group. All Rights Reserved. 

 

Table of Contents 
 

WARNING SIGNS ...................................................................... 1 
MORE BAD NEWS PILES UP ......................................................... 2 
A NEW WAY TO READ THE NEWS .................................................. 3 
GENERATION M ....................................................................... 4 

AD SPENDING ONLINE AND OFF ............................................... 6 
SUSTAINABLE GROWTH .............................................................. 6 
REASON TO WORRY? ................................................................. 7 
QUICK FIXES AND NEW PRINT PRODUCTS ........................................ 8 
BIG CHANGES ....................................................................... 10 
THOSE WHO CAN’T DO, GO OUT AND BUY ..................................... 12 

THE ONLINE COMPETITIVE LANDSCAPE ................................. 13 
WHAT IS RSS? ..................................................................... 13 
THE ONLINE JUGGERNAUTS ....................................................... 14 
WALKING THE TALK ................................................................ 15 
WHAT’S STOPPING THEM? ........................................................ 21 
NEW WAYS TO MONETIZE CONTENT ............................................. 21 

 
    

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Newspapers 2.0    Copyright © 2006 The Kelsey Group  Page 1 

Warning Signs 
After facing declines in ad revenues, circulation and board member satisfaction 
for several consecutive quarters, newspaper giant Knight Ridder put itself on 
the block in November 2005. A five-month search for a new owner and a less-
than-spirited bidding war followed. In the end, The McClatchy Co. walked away 
with Knight Ridder for US$4.5 billion on March 12.  

The selling price was 10.4 times Knight Ridder’s EBITDA — well below historic 
premiums for newspapers, according to Merrill Lynch analyst Lauren Rich Fine. 
McClatchy intends to pay down the US$3.75 billion it borrowed for the deal as 
well as US$2 million in Knight Ridder legacy debt by selling off some of the 
latter’s flagship papers, including The Miami Herald, The Philadelphia Inquirer 
and the San Jose Mercury News. The company plans to hold onto Knight 
Ridder’s smaller-market papers. 

Watching the country’s second-largest newspaper publisher (in terms of 
circulation) be put on the block, acquired for a lower-than-expected price, and 
then chopped up and sold for parts has been a sizeable blow to an industry 
already nervous about falling margins, rapid media fragmentation and the 
migration of younger readers online.  

Influential media critic Howard Kurtz put it best in his Washington Post column: 
“This is a sadly symbolic moment in the history of newspapers, with the once-
proud Knight Ridder outfit bailing out of the biz.”  

But the warning signs have been present for some time. Last April, Rupert 
Murdoch, chairman and chief executive officer of News Corp., stood before the 
American Society of Newspaper Editors’ annual convention in Washington, 
D.C., and cautioned that the industry’s complacency and failure to adapt to a 
changing landscape could kill it.  

“The threat of losing print advertising dollars to online media is very real. In 
fact, it’s already happening, particularly in classifieds,” the media mogul said. 
“As an industry, most of us have been remarkably, unaccountably complacent.”  

Two days later, USA Today founder Al Neuharth penned a column with a similar 
message for his publishing colleagues and competitors. Citing figures that 
plotted the decline in total daily newspaper circulation over the past 25 years, 
Neuharth argued that publishers must realize their long-held print model may 
offer little to younger generations being lured away by the Internet. Therefore, 
he said, publishers must “innovate and invest for potential big payoffs 10 or 20 
years from now, not just with an eye on the next quarter or the next year.” 

The evangelization of new digital frontiers by these “old media” icons alone was 
an ironic and jarring message to the newspaper industry and was symbolic that 
its foundations could be crumbling. Murdoch, whose News Corp. was burned 
badly on many Internet media investments in the late-1990s, sees the need to 
embrace online mediums based simply on falling circulation and ad revenue 
figures across the competitive landscape.  

“Certainly, I didn't do as much as I should have after all the excitement of the 
late 1990s,” he said at the ASNE convention. Murdoch made this comment 
after revealing that his company was looking into portals such as Yahoo!, which 
he said do a better job of serving people’s needs than newspaper Web sites. 
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Just over three months later, in July 2005, News Corp. announced it had signed 
a definitive agreement to acquire Intermix Media for approximately US$580 
million in cash. With the addition of Intermix’s MySpace.com and network of 
other sites, News Corp.’s U.S. Web traffic nearly doubled to more than 45 
million unique monthly users.  

On April 14, the same day Neuharth’s column ran, a few major newspaper 
publishers began releasing first-quarter figures, and they weren’t good. Tribune 
Co., which publishes the Chicago Tribune and the Los Angeles Times among 
others, reported that circulation revenues were down 9 percent. The Times 
alone saw its circulation revenues drop 5.5 percent during the quarter, a blow 
further crippled by the announcement that General Motors Corp. would pull its 
advertising from the paper, citing unfavorable editorial content. GM’s account 
was worth between US$10 million and US$20 million annually, according to 
Center for Media Research estimates. 

Knight Ridder, meanwhile, experienced a 3.6 percent decline in circulation 
revenues, which the company attributed to greater discounting and fewer 
copies sold. The numbers were worse at Dow Jones & Co., publisher of The 
Wall Street Journal, which experienced declines in circulation and in technology 
and financial advertising — longtime mainstays of The Journal’s ad revenues.  

On the following Monday, as the Newspaper Association of America’s annual 
convention in San Francisco was reaching its full stride, the most significant 
news item of the week surfaced. The New York Post reported that The Wall 
Street Journal Online had for the first time outstripped its print older sibling in 
terms of profits, while also gaining 5.2 percent more subscribers during the 
quarter for a total of 731,000.  

Though The Journal’s reputation and specialization of content give it a certain 
degree of inelasticity that produces anomalous profits (The WSJ and The New 
York Times are the only two national papers that charge for online content), 
these events signaled a milestone for an industry that is quickly turning a 
corner toward a different way of distributing content. 

More Bad News Piles Up 
All this activity hasn’t come as a surprise. It fits well with the larger trends of 
circulation declines and flat growth that have affected the newspaper publishing 
industry over the past 20 years. According to the NAA, aggregate daily 
circulation peaked in 1984 and has since fallen nearly 14 percent to 54.6 
million copies in 2004. The dynamics contributing to this overall trend have 
been examined by scores of reports, surveys and projections by research firms, 
including The Kelsey Group, as well as newspaper publishers themselves.  

In June 2004, year-over-year daily circulation figures for The Washington Post 
fell more than 6 percent after holding steady for the previous few years. The 
paper was losing 4,000 subscribers per month, and it wanted to figure out why. 
It organized a series of six focus groups to gauge its resonance among the all-
important 18- to 34-year-old demographic. The paper’s marketers were 
dismayed to discover that the majority of participants wouldn’t accept a Post 
subscription even if it were free. Also disturbing for publishers everywhere was 
the main reason participants cited for not wanting a subscription: They were 
turned off by the idea of old newspapers piling up in their houses.  

Mirroring these results were those of a study released a few months later by 
the Online Publishers Association, which found that 18- to 34-year-olds are 
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more likely to use the Internet (46 percent) than watch television (35 percent), 
read a book (7 percent), turn on a radio (3 percent), or read a newspaper (3 
percent) or a magazine (less than 1 percent).  

A study commissioned by the Carnegie Corp. of New York, meanwhile, showed 
that among 18- to 34-year-olds, 19 percent read a newspaper daily, 17 percent 
do so once a month or less often, and 12 percent never do. By contrast, 44 
percent of this age group reported they visit a Web news portal every day, and 
37 percent watch local TV news daily. Only 14 percent deemed newspapers 
their “most important” source of news, while 31 percent cited local TV 
newscasts and 25 percent the Internet. 

For local shopping, TKG and ConStat reported in March 2005 that 70 percent of 
U.S. households use the Internet as an information source, a 16 percent rise 
over October 2003. This indicates the Internet is on par with newspapers and 
will likely surpass their impact in this arena in the next few years.  

A New Way to Read the News 
What can be blamed or attributed — depending on where your interests lie — 
for these trends? In a word: broadband. Newspaper circulation numbers are 
declining as Internet use becomes more and more pervasive. In fact, as of last 
March, 57 percent of home Internet users had broadband access, The Kelsey 
Group found. The Pew Internet & American Life Project similarly reported that 
53 percent of home Internet users had a high-speed connection as of May 
2005. More recently, Nielsen/NetRatings found the total number of active home 
broadband users increased 28 percent to 95.5 million in February 2006 from 
the year before. In fact, broadband penetration reached a record high of 68 
percent in February, according to Nielsen.  

Cultural factors have followed the technology’s lead in creating a growing 
subset of news-hungry readers. Instead of flipping through newspaper jump 
pages, they are dynamically jumping from one related news story to another 
through embedded hyperlinks that are virtually infinite in terms of where they 
can take a reader. The only limiting factor becomes time.  

This is especially true for young people, who aren’t reading any less than 
previous generations and in fact are doing so “voraciously,” according to Adam 
L. Penenberg, assistant director of the business and economic reporting 
program in the department of journalism at New York University. Today’s 
young people have grown up with a new way to read the news and with the 
assertion that it should be free. They’re accustomed to free, quality content 
such as The Washington Post online or New York Times On the Web — or, more 
recently, aggregators that bring together thousands of news sources, such as 
Google News.  

“They tend to browse for news in much the same way they window-shop for 
jeans or sneakers: sampling a headline here, a blog entry there, a snippet of a 
story there, until their news cravings are satisfied,” wrote Penenberg in his 
Wired News column in November 2004. “People haven't been abandoning 
newspapers (and magazines). They have been abandoning the print medium.” 
Indeed some of the most popular sites on the Internet are news-oriented: 
NBC/MSNBC, Yahoo! News, CNN and Google News, to name a few.  

The most recent data on online readership comes from Nielsen/NetRatings, 
which reported that in June 2005 Yahoo! News received 24.9 million visits, 
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followed by MSNBC (23.8 million), CNN (21.4 million), AOL News (17.4 million), 
Gannett Newspapers (11.4 million), The New York Times (11.2 million), 
Internet Broadcasting (10.9 million), Knight Ridder Digital (9.9 million), Tribune 
Newspapers (9 million), USA Today (8.6 million), The Washington Post (8.5 
million), ABC News (7.7 million), Google News (7.2 million) and Hearst 
Newspapers Digital (6.9 million).  

Overall, newspapers' online audiences are growing rapidly, according to a study 
the NAA released this month. The report showed that 55 million Americans, or 
one-third of Internet users, visit a newspaper Web site each month. Unique 
visitors to newspaper Web sites increased 21 percent from January 2005 to 
December 2005, and total page views rose 43 percent over that period.  

The “blogosphere,” which has grown at a staggering pace over the past few 
years, has likewise thrived because of this new way of reading news. Data from 
the Pew Internet & American Life Project indicate 7 percent of adults online 
have read a blog in the past 24 hours. Estimates of the number of blogs in the 
blogosphere abound, with The Blog Herald putting out a figure of 50 million.  

Also growing is consumer use of RSS news reader software that customizes the 
information-gathering process, giving readers a single place to look for all their 
news, which is aggregated based on preset preferences. As a result, the 
coveted 18- to 34-year-old consumer group mentioned above has flocked 
online to get its news. What is perhaps even more alarming for the newspaper 
industry, however, is that the next generation in line — those who have been in 
the presence of the Internet as long as they can remember — will view print 
news as an antiquated medium to an even greater degree. 

Generation M 
The Kaiser Family Foundation released a report on March 9, 2005, titled 
“Generation M: Media in the Lives of 8-18 Year-Olds,” that surveyed a 
nationally representative sample of 2,032 children. All in all, the group 
averaged 6.5 hours per day with media, which includes TV, radio, the Internet, 
video games and digital music.  

Interestingly, “new media” (Internet, games, digital music) are being used in 
combination with traditional media because kids are increasingly multitasking in 
their everyday consumption (the reason why the percentages in the chart 
below don’t add up to 100). 

Newspapers ranked third from last, meaning the next generation will turn to 
many other forms of media first. When these children become the all-important 
18- to 34-year-old consumer group, circulation numbers will only get worse for 
newspapers. This will also have a noticeable effect on advertising spends, which 
invariably follow consumer eyeballs. 
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Ad Spending Online and Off 
There is certainly a big pile of advertising revenue at stake. In 2004, 
newspapers generated an estimated US$47.4 billion in advertising revenues, 
almost 15 percent of the entire advertising market in the United States. The 
three key components are retail (US$22.2 billion), general (US$7.9 billion) and 
classifieds (US$17.3 billion). The Kelsey Group’s recently released “Global 
Yellow Pages, Local Search and Classifieds Forecast, 2005-2010” estimates 
newspaper advertising dollars will grow only 1 percent over the next five years 
to just under US$51 billion. Classifieds — both offline and online — are 
expected to decline 1.1 percent during the same period.  

Despite the rising percentage of people who get their news online, advertisers 
have yet to catch up. Advertisers, especially local ones, have thus far bought a 
relatively small portion of ad space online. According to an April 2005 report by 
Borrell Associates, local advertisers only spend 2.1 percent of their ad budgets 
online, despite data indicating that three-fourths of consumers use the Internet 
on a regular basis.  

But the numbers are growing. Online ad spending on newspaper Web sites in 
fourth-quarter 2005 increased 31.5 percent over the previous quarter to US$2 
billion, according to the NAA. This marked the seventh consecutive quarter of 
double-digit growth for the online newspaper industry. Print ad spending also 
increased during this period but only by 0.4 percent to US$13.7 billion. 

Fourth-quarter 2005 earnings announcements at major U.S. papers reflected 
this trend. The New York Times Co. reported a 41 percent year-over-year 
earnings decrease, while Tribune Co.’s earnings fell 38 percent to US$132.3 
million, on a 6.1 percent decrease in revenues. Knight Ridder, amid its search 
for a buyer, posted a 22 percent year-over-year decline in quarterly earnings, 
and flat overall revenue and ad sales growth. And Gannett Co. reported flat 
earnings growth and a 6.1 percent year-over-year rise in operating revenues.  

But online, The New York Times Co. reported strong advertising gains at 
NYTimes.com and About.com. Knight Ridder’s online ad revenues, meanwhile, 
increased US$16.2 million, or 55.4 percent, year over year. The company 
showed strong growth in all key areas including recruitment, which brought in 
US$23.4 million in quarterly revenues, up 76 percent over the previous year. 
Tribune Co.’s online revenues climbed 43 percent to US$180 million. 

Online readership has followed a similar trend. Knight Ridder, for example, 
averaged 9.7 million unique visitors in the quarter, a 22 percent year-over-year 
increase. According to Nielsen/NetRatings and the NAA, overall online 
newspaper readership reached an all-time high in November 2005 of 55 million, 
a 30 percent rise over the previous year. For the fourth quarter, monthly 
unique users averaged 53 million, or 35 percent of active Web users.  

Needless to say, online advertising will be the key driver of growth for the 
newspaper industry for the foreseeable future.  

Sustainable Growth 
One obvious question is whether this growth will continue. Forrester Research 
concluded that almost half of U.S. advertisers plan to increase their online ad 
spending at the direct cost of traditional media marketing budgets. In a May 
2005 report titled “U.S. Online Marketing Forecast: 2005 to 2010,” 84 percent 
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of 99 firms surveyed said they would spend an average of 25 percent more on 
Internet advertising. The report predicted online ad revenues would increase 23 
percent to US$14.7 billion in 2005 over 2004 and reach US$26 billion by 2010 
(representing 8 percent of the entire advertising market). The companies 
surveyed also expressed notable interest in advertising on blogs, RSS and 
mobile devices and voiced the common opinion that traditional means of 
advertising are becoming less effective.  

Some signs of a looming large-scale adoption of online advertising are already 
visible. On April 10, 2005, no less of an old-guard brick-and-mortar outfit than 
McDonald’s Corp. announced plans to shift advertising dollars from television to 
the Internet. “It's all about the customer,” said Neil Perry, McDonald’s senior 
marketing director, in the May 5, 2005, issue of BusinessWeek. “If they're not 
glued in front of TV sets and instead are online, then we’ve got to be there.” 

Other developments suggest the shift of advertising dollars to the Internet is 
unlikely to slow. GM pulled its advertising with the Los Angeles Times, as noted 
above, and committed US$4 million to sponsor the AOL Music channel last 
year. Microsoft Corp.’s MSN has also won over a handful of blue-chip 
advertisers that include American Express Co., Sprite and Volvo. Yahoo!, which 
sold US$3 billion in online advertising last year, runs ads for Land Rover, the 
Army and Staples before its music videos and TV clips. Some advertisers are 
already seeing payoffs. Ford Motor Co., for example, saw sales of its F-150 
trucks jump 6 percent after it advertised on a few major Internet portals and 
car-related Web sites.  

Automotive as a category is growing particularly fast online given that 70 
percent of consumers use the Web at some point in the car-buying cycle, 
according to eMarketer. The research firm also reported that through 
November 2005, online auto ad spending increased 12.1 percent, while 
traditional media spends were down 2.5 percent. The firm predicts auto 
advertisers will spend US$1.9 billion in online advertising this year and almost 
US$2.7 billion in 2007, up from US$1.4 billion in 2005.   

The Kelsey Group’s own interviews with national advertisers suggest a similar 
pattern. While they will continue to buy into their traditional forms of 
advertising, they voiced an almost unlimited appetite for more online spending, 
with search being at the top of their shopping lists.  

Reason to Worry? 
Despite all the teeth gnashing over the decline of print, newspaper advertising 
has yet to move online on a large scale. In fact, aggregate print advertising 
revenues have grown every year since 1993, and print newspaper classified 
advertising was a US$17.3 billion business last year, according to the NAA. This 
revenue growth, though small, has caused a certain degree of complacency 
among some newspaper publishers that rest on the assertion that nothing is 
wrong.  

Indeed, given the relatively small portion of ad spending online, maybe they 
are right not to worry for now. But with the upward trajectory of online ad 
spending, this won’t be the case for long. Though it is not purely a zero-sum 
game, it will come at the cost of traditional media channels including 
newspapers. Combined with undeniable circulation declines across the industry, 
this one-two punch will show significant bottom-line effects for newspapers. 
Some in the newspaper publishing world disagree, however.  
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“Enough!” John Kimball, chief marketing officer for the NAA, told The New York 
Times in a May 2, 2005, article. “You read things that the industry is dead, that 
the Internet is eating our lunch, that everyone is watching television, that 
national advertising is declining in the major metros. But the medium is very 
strong,” he said. “There are lots of ads in the papers, and not because those 
people think they’re making a charitable contribution. They’re investing in the 
medium because it’s delivering results.” 

However, The Wall Street Journal reported on May 2, 2005, that overall 
advertising revenues when adjusted for inflation have barely risen in 20 years. 
In 1985, adjusted advertising was US$43.04 billion, and in 2003 it had risen to 
US$44.94 billion — a 4.4 percent real growth rate over 18 years. The gross 
domestic product’s comparative growth rate (measured in current dollars) over 
the same period was 161 percent.  

“Don't believe the doomsayers,” said Jay Smith, president of the Cox 
Newspapers chain, in an April 25, 2005, article in the Christian Science Monitor. 
“They’ve been out there for a long time, and we’ll gladly carry their obituaries.”  

These types of comments make pithy quotes or sound bites but nonetheless 
represent an attitude that will exacerbate the erosion of print newspapers. 
Given the aforementioned data indicating young people’s aversion to print, 
surely Kimball, Smith and others in their camp don’t believe the newspaper 
industry can maintain circulation and attract advertisers over the next 20 years 
with a largely geriatric readership. 

Not to mention that newspaper ad revenue growth of late has become even 
more sluggish than it has been over the past 20 years, suggesting that these 
small but growing online advertising expenditures might already be taking their 
toll. According to a report released by Goldman Sachs on April 28, 2005, 
aggregate newspaper revenue gains for first-quarter 2005 were 2.6 percent, 
their weakest performance in several years. Slowdowns in both ad revenues 
and circulation revenues were attributed. Ad revenues for the quarter grew 3.3 
percent, compared with 4.2 percent in fourth-quarter 2004 and 5.4 percent in 
third-quarter 2004. Circulation revenues, meanwhile, dropped about 2.7 
percent. No significant growth is in sight, according to the report.  

Prudential Equity Group also noted this relationship between circulation and ad 
revenues in May 2005, after the Audit Bureau of Circulations released its official 
circulation numbers. Poor circulation performance, according to Prudential, will 
affect the industry’s ability to attract national advertising. 

The sale of Knight Ridder to McClatchy puts much of this back-and-forth banter 
into perspective — only the most cost-conscious newspaper operator could 
rationalize putting forth a US$4.5 billion bid. McClatchy’s traditional strategy of 
keeping overhead low and focusing on smaller-market papers justified its bid 
price, given its plan to sell off the larger and costlier newspaper operations 
acquired from Knight Ridder to help finance the deal. Other large newspaper 
companies simply stood on the sidelines during the bidding process. 
Importantly, even the private equity players that have been so active in the 
Yellow Pages market in recent years steered clear of this opportunity.  

Quick Fixes and New Print Products 
So what exactly is the newspaper industry doing to make up for these 
shortfalls? And, more importantly, are these measures enough? Some 
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publishers are trying to boost circulation and ad revenues with new formats or 
versions of their existing print papers to appeal to different demographics. 

The Wall Street Journal, for example, introduced a weekend edition last year in 
hopes of attracting luxury and other consumer goods advertising. It is also 
looking into lighter-weight newsprint to lessen the effects of rising printing 
costs.  

Elsewhere, some papers are getting rid of their stock table pages. The 
assertion is that eight pages of stock tables is an expensive proposition, given 
that many readers prefer to get up-to-the-minute quotes online (print stock 
quotes are generally a day old). The Rocky Mountain News has made such a 
move, keeping only one page of statistical analysis. Many major papers such as 
The New York Times and Los Angeles Times are considering similar changes as 
circulation declines and newsprint prices rise roughly 15 percent per year. 

Other papers, meanwhile, are trying to appeal to new readers with quick-read 
free papers. These include the Chicago Tribune’s Red Eye, which is aimed at 
younger people, free commuter papers such as Express from The Washington 
Post; foreign language papers; and weekly entertainment tabloids. 

The Chicago Tribune has also responded to falling circulation numbers by 
considering a conversion from broadsheet to tabloid format. This would follow 
in the footsteps of such papers as The Times of London, the oldest broadsheet 
newspaper in the English language, and The San Francisco Examiner, the old 
Hearst flagship — both of which are now tabloids. “Pretty much every big 
newspaper in the U.S. is looking at the tabloid format,” Tribune Publisher David 
Hiller told the Chicago Sun-Times in April 2005. 

Marketing efforts to boost circulation have proved costly. The Los Angeles 
Times has committed US$10.5 million to boost circulation, which has fallen to 
902,000 copies from 1.1 million in 1999. Gannett seems to be spending as 
well, although it hasn’t offered details about its plans. “We are clearly spending 
more money per order to bring in circulation,” Gannett Chief Financial Officer 
Gracia Martore told analysts last April, according to The Wall Street Journal.  

Although these moves could be effective in reaching different populations to 
boost print circulation, they are simply innovative ways of doing the same old 
thing. Publishers must think outside the newspaper box if they are to regain 
lost readers. Consumers’ eyes are focused on the Internet, and it is only there 
where they can be won back. The gray boxes that sit atop most desks in homes 
and workplaces throughout America are where publishers should at least partly 
focus their growth strategies.  

During a panel on the state of the newspaper industry at The Kelsey Group’s 
Drilling Down on Local conference last April, Leif Welch, vice president of 
business development at AdMission Corp., borrowed from the session’s title — 
“Newspapers, Sleeping Giants or Just Asleep?” — in analyzing the scale of 
change that newspapers should be executing. 

“They are certainly giants. They are definitely not asleep. Within the last year, 
we’ve seen a fair amount of change,” Welch said. “But I would analyze it as 
being in somewhat of a daze. They are certainly awake and aware of what’s 
going on. But the big question is: Are they getting up in the morning and 
making a cup of coffee, putting on slippers and making small changes, or are 
they getting up, going out of the house and trying to make big changes? We’re 
seeing for the most part the former, though I would have to say that 
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newspapers is a very fragmented market and so you’re seeing different 
behavior from [different] papers.” 

Big Changes 
The pack is dividing between progressive publishers executing online strategies 
and those focused only on print. The Wall Street Journal, after developing its 
online site and purchasing vertical content provider MarketWatch.com, has 
turned the corner toward profits that now outweigh those of its print newspaper 
operation, as mentioned above. Also notable is The Journal’s decision in 
February to combine its Internet and newspaper operations in a newly created 
unit under a Dow Jones corporate restructuring. And within the past year, both 
The New York Times and USA Today have merged their online and print 
newsrooms.  

These are interesting moves born out of the recognition that online news traffic 
is growing and news distribution is becoming more platform agnostic. These 
newsroom overhauls (in addition to improvements in the latency of news 
production) have been done to change the mind-set that online news is an 
afterthought. Its importance is increasing among readers, and newspapers are 
beginning to recognize and facilitate its value internally.  

Last year’s Pulitzer Prize winner for investigative journalism broke a story about 
former Portland Mayor Neil Goldschmidt, who had an affair with an underage 
girl while in office. When The Oregonian got wind of the story, Nigel Jaquiss’ 
article appeared online first so the Willamette Week would get its due credit. It 
was an anecdotal awakening for the industry that the newspaper Web site is 
quickly evolving from the bastard child of a print news organization into a 
valuable and well-received distribution medium.  

McClatchy’s Sacramento Bee earlier this year followed this trend by launching a 
“continuous news desk” for its Web site, SacBee.com. The move resulted in 
immediate improvements in content and a mind-set change across the 
organization about how to cover and publish breaking news. It also 
demonstrated how newsrooms should use both print and online as valuable 
tools for getting out the story. 

The Washington Post has also experimented with its online strategy, creating 
two separate Web sites: one for D.C.-area readers and another for the rest of 
the country. Given that the paper is read nationally — especially online where 6 
million of its 8 million unique monthly visits are outside the D.C. area — The 
Post felt it owed its nonlocal readers a more relevant experience. Whether 
newspapers opt to combine online and print newsrooms or distinguish between 
local and national distribution has a lot to do with reach — national, local, 
online and off. The Post is a rare case that excels in all these areas.  

A paradox for newspapers in the digital age arises from the question of whether 
developing an online presence to retain readers in turn cannibalizes bread-and-
butter print circulation (and thus revenues). An integral part of this tightrope 
act is pricing strategies. In an online world where news is a commodity, is there 
enough of a unique angle or voice, the cost of which the market will bear? And 
what should that cost be? Conversely, offering a free online product threatens 
to exacerbate the declining print readership most publishers face without 
substituting an online revenue stream. 

The New York Times has been able to launch an online strategy that leverages 
its own strengths as a nationally read paper with unique and sought after 
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editorial voices. TimesSelect, which launched last fall, takes a new approach to 
deriving online revenues and readership, while mostly avoiding the 
cannibalization issue. The service puts a premium on the Times’ op-ed content, 
including popular and sometimes controversial voices such as Maureen Dowd, 
Thomas L. Friedman and Paul Krugman.  

For US$49.95, readers get unlimited access to op-ed and news columnists, the 
paper’s online archives, early access to certain stories and access to The 
International Herald Tribune’s online articles. The service is free for existing 
print subscribers. This is an important point because The Times can drive 
incremental revenues from an Internet tool, while not giving print subscribers a 
reason to cancel subscriptions in favor of a cheaper online alternative.   

To sweeten the deal, TimesSelect comes with TimesFile, a personalized filing 
tool based on LookSmart’s Furl that allows subscribers to save Times articles 
(as well as any page on the Web) to a personalized page where they can be 
tagged, organized and viewed. This includes a downloadable toolbar with 
buttons to search for and save content to the user’s personalized page.   

The New York Times’ TimesSelect 

 
Source: NYTimes.com (2006) 

So how has it done? As of Jan. 31, TimesSelect had 410,000 subscribers, 62 
percent of whom receive it free because they are print subscribers; the 
remaining 38 percent pay the annual US$49.95 subscription rate. The Times 
has also been progressive in launching various multimedia features across its 
Web site, and it has added blogs for some of its critics and columnists.  

The Times’ op-ed content is distinguishable enough to demand a premium and 
stave off the commoditization that has spread throughout the news industry. 
Other media wishing to walk the tightrope of online penetration versus offline 
revenue retention should examine The Times’ model and similarly identify 
unique proprietary value around which to package online products, while also 
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enticing readers with personalization features. We’ll provide more on 
personalization strategies in the second installment of this report, which will 
include conclusions and recommendations.  

Those Who Can’t Do, Go Out and Buy 
Dispelling the excuse that large publishers can’t execute major dynamic shifts 
in strategy, Knight Ridder, Tribune Co. and Gannett have together invested in 
and partnered with a number of online classifieds verticals, such as Cars.com, 
Apartments.com and CareerBuilder.com, as well as vertical content aggregator 
Topix.net. 

It is interesting that Knight Ridder, now in the hands of McClatchy, has been 
relatively aggressive in developing an online strategy. The publisher has Web 
sites to deepen its reach within all 27 markets in which it has newspapers, and 
some of them offer RSS feeds to be picked up by RSS reader software. The 
company has also met the challenge of training a sales team that must now sell 
a media product completely different from traditional ink on paper. This has 
contributed to its 50 percent success rate in upselling its print employment 
advertisers to CareerBuilder.com, which now boasts the industry’s largest 
collection of employment listings totaling more than 1.3 million.  

“We leverage [the online] relationship not only in terms of the co-branding we 
do on our site but also in terms of the sales organization,” said Knight Ridder 
Digital President Tom Mohr at last year’s Drilling Down conference. “We 
leverage our existing newspaper sales organization to drive CareerBuilder.com 
sales, for instance, or Cars.com sales, and that strategy has proven very 
successful over the past few years. It’s been a major driver of our revenue 
growth.” Knight Ridder Digital’s revenues have in fact increased 39 percent 
over 2003, to US$114 million in 2004, and its operating profits more than 
doubled to US$36 million during the same period.  

“We’re very bullish on the position we find ourselves in from an online 
perspective,” said Mohr. “We hold claim to unique local content that is clearly 
an advantage we believe we bring. Our brands are strong and they’re 
associated with trust and credibility, which obviously matter. We feel good 
about the positions we’ve established in key classifieds and retail verticals. We 
are very supportive of the growth of aggregators, which have expanded the 
distribution of our content. And we think that even directly competitive Web 
sites combined with our own Web activity are creating a more Web-conscious 
consumer and that’s to the benefit of all of us.”  

Though the future of Knight Ridder and its digital arm are unknown (we spoke 
to Mohr before the sale of the company), his thoughts should resonate. 
Investments in or partnerships with online brands can indeed provide synergies 
to succeed where offline and online worlds meet. In forming an online strategy, 
newspapers should be optimistic about their strengths and ability to further 
leverage them with the right online partner. But they also must keep an eye on 
competitive online news providers, learn from their experiences and, most 
importantly, sniff out opportunities to partner with them.  
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The Online Competitive Landscape  
The number of consumers flocking online and the expected growth in Internet 
advertising are good news for innovative newspaper publishers in that there is 
a growing pie for online readership. But newspapers face major online 
competition for ad and classified dollars and for the eyeballs that inexorably 
attract such spending. 

Those eyeballs are being lured away in large numbers by news aggregators 
such as Google News and Yahoo! News, as well as sites such as My Yahoo!, 
which has in effect brought RSS capability to the masses.  

What is RSS? 
RSS has been mentioned a few times so far in this report, but it might be wise 
to take a minute to discuss its basics and the benefits it offers online news 
readers. RSS stands for “really simple syndication.” It provides short 
descriptions of Web content (such as a headline or classified listing) and a link 
to the original source of the content. It is delivered as an XML file called an RSS 
feed or RSS stream. It was first widely used by the blogging community and in 
the past year has been adopted by many major news organizations. 

A program known as a feed reader automatically checks RSS-enabled Web 
pages to detect and display updated content. This basically saves users from 
bouncing between their favorite Web sites to check for new content, which is 
aggregated for them and updated all in one place. The feeds that a given RSS 
reader catches and displays are preset by the user based on the sites he or she 
would like monitored.  

Feed readers are sometimes offered as extensions of a Web browser or an e-
mail program or as stand-alone programs. There are also Web-based RSS 
readers that don’t require additional software and can be accessed from 
different computers. This is the case with My Yahoo!, which lets users 
customize their news-gathering experience by choosing from preloaded RSS 
feeds and then manually loading additional RSS feeds. Users can play the role 
of newspaper editor by choosing the content of their “front pages.” They can 
decide the order of the headlines they want displayed in their RSS feeds and 
choose their own page format, colors and styles.  

Some news aggregators combine RSS with their own categorized news feeds. 
Google News does something similar, providing top headlines and news feeds 
that are searchable as a whole or within each category. The site also allows 
users to customize their front pages by choosing and prioritizing categories.  

RSS as a whole has about 6 million users (5 percent of all Internet users), 
according to a January 2005 report from the Pew Internet & American Life 
Project titled “The State of Blogging.” Some in the blogosphere suggest the 
number is closer to 20 million in the United States and perhaps as many as 75 
million around the world. RSS is rapidly growing in use, thanks in part to 
Yahoo! News, the news aggregation engine behind My Yahoo!. According to 
Nielsen/NetRatings, Yahoo! News receives the most traffic among news and 
information Web sites with 24.9 million visits in June 2005.  

Nielsen also reported in August 2005 that 11 percent of active Internet users 
use RSS. Internet research firm comScore Networks, meanwhile, found that 
more than 30 million people had created personalized Yahoo! home pages as of 
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December 2005, using RSS to set up stock quotes, news feeds and other 
information. The exact numbers are less important than understanding the 
implications RSS is having on the way users get their news.  

The Online Juggernauts  
Google’s and Yahoo!’s total advertising reach utilizes many synergies among 
their growing information and media offerings and in the past year has 
achieved staggering revenue growth. While Google’s most recent earnings 
report depressed the stock price, few media businesses have had the meteoric 
revenue rise and structural impact on the advertising landscape. For example, 
the company’s first-quarter 2005 net profits were US$369 million, a sixfold 
increase over the previous quarter, on revenues of US$1.3 billion, and up 93 
percent year over year. Yahoo!, meanwhile, doubled its first-quarter 2005 net 
profits to US$205 million, on revenues of US$1.2 billion, and up 55 percent 
year over year. Trade publication Advertising Age reported that the combined 
2005 ad revenues of the two companies rivaled those of ABC, CBS and NBC.  

So why are these Internet companies so wildly successful with online media? 
More importantly, how have they been able to supplant the centuries-old print 
newspaper industry in vying for a finite pool of readers, especially locally? For 
example, in the San Francisco Bay Area, thousands of readers go to Google 
News before they go to SFGate.com, the San Francisco Chronicle’s Web site.  

One answer to this question is that the new-media companies simply have a 
sizable home-field advantage online. The technical expertise on which these 
companies were founded and the online experience gained from a turbulent 
period in the Internet’s short history have given them a keen sense of what 
does and doesn’t work in online media. In other words, the user experience of 
Google News is much better, by most accounts, than that of SFGate.com.  

Evidence of this can also be seen at The Boston Globe’s Boston.com, an early 
leader in the online news space that stands in the shadows of Yahoo! and 
Google. “Boston.com currently has 20 percent of local Internet users. Google 
and Yahoo! have 60 percent,” said Jeff Moriarty, vice president of product and 
technology for Boston.com, at TKG’s 2005 Drilling Down event.  

The profitable Boston.com in fact generated about 130 million page views in 
March 2003 from a user base of about 3 million, claimed Martin Nisenholtz, 
CEO of New York Times Digital, which owns Boston.com, during a May 2003 
keynote speech at the Editor & Publisher and MediaWeek Interactive Media 
Conference and Trade Show. But it remains the ninth-largest Web site in 
Boston. Yahoo! has three times the local reach, while eBay and Google also 
attract more local users.   

These trends can sometimes be rooted in a level of comfort with the nuts and 
bolts of the core technology behind newspaper Web sites. Indeed, the Internet 
incumbents possess the confidence and knowledge to take big risks with 
innovative technologies compared with the old-guard newspaper companies 
that haven’t gotten much farther than dipping their toes into the digital 
technology pool. 

“I think that newspapers are coming to the realization that online is actually a 
tech play,” said Mike Markson, vice president of business development for 
online vertical content aggregator Topix.net, at a panel discussion on 
newspapers at last year’s Drilling Down event. “Great content and great brands 
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aren’t enough. You have to have cutting-edge technologies to compete with the 
likes of Google and Yahoo!.” 

Walking the Talk 
So what partnership activity is actually being seen in the industry to gain such 
world-class development capabilities? In other words, where are the best 
practices to which we should point?  

The New York Times, for one, has been aggressive in integrating new 
technologies to gain stickiness on its Web site and attract younger readers. In 
February, the paper struck a deal with Web video start-up Brightcove, which 
offers large and small video producers a platform from which to distribute their 
content and generate ad or sales revenues. Brightcove also provides the same 
platform to publishers (in this case, The Times), giving them the capability to 
host and play video content of their choosing. Under this deal, Brightcove will 
distribute and syndicate news and entertainment video content across New 
York Times Digital’s properties.  

This gives Brightcove more ad inventory in its network, and it gives The Times 
a branded platform for distributing video on its sites — something that is 
becoming very high in demand in online news and that The Times certainly 
couldn't have done on its own. We expect to see more deals between video 
platform providers and traditional media companies that wish to differentiate 
themselves (or stay competitive) with video capability (see the Jan. 31 
Interactive Local Media Advisory, “The Rapidly Evolving Internet TV 
Landscape,” which further analyzes this space).  

MediaNews Group and Fast 
Another notable partnership happened in January between MediaNews Group 
and search platform provider Fast Search & Transfer (FAST). MediaNews Group 
publishes 50 dailies and 121 other publications in 12 states, with combined 
daily and Sunday circulation of 2.1 million and 2.4 million, respectively. FAST 
has proved to be an effective search platform provider for CareerBuilder.com, 
IAC/InterActiveCorp’s Citysearch.com, Verizon’s SuperPages.com, 
WashingtonPost.com and YellowPages.com.  

The deal makes FAST the exclusive search platform provider for MediaNews 
Group and will bring improved search functionality across the latter’s Web sites. 
As will be discussed in the next installment of this report, search is a function 
that is largely lacking in online newspaper assets. It represents an area for 
improvement across the industry for surfacing the volume of valuable news and 
classified content that is often buried within many newspaper Web sites.  

Denver Post and NewsGator 
Another partnership representative of progressive thinking in the industry is 
that of DenverPost.com and NewsGator, an RSS technology provider that has 
integrated a branded RSS reader known as NewsHound on the former’s news 
Web site.  

This is a monumental step forward for newspapers, which have traditionally 
been hesitant to make moves that involve sharing readers with other news 
sources. It is intended to be the means toward the general end of offering 
readers the most comprehensive news-gathering experience possible — one 
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that directs traffic away from the site at a micro level but in the long run 
bolsters the brand and drive traffic. 

“People don’t just read the Denver Post online. They go to Yahoo!. They go to a 
lot of different sources. They probably go to our competitor here in Denver, the 
Rocky Mountain News,” says Gil Asakawa, executive producer for development 
and production for DenverPost.com. “To pretend that all that stuff doesn’t exist 
is to be an ostrich sticking your head in the sand. So I think we need to be 
transparent about the fact that this is the Internet, [which] gives you the ability 
to be able to access all this information. And we’re going to help you do it.” 

Some newspaper publishers refuse to employ this strategy, believing that 
sending users to other news sites is suicide. Why provide a vehicle to send 
readers into the laps of competition, the thinking goes; this dilutes the 
newspaper’s brand. Some in this camp fail to see that users will get their fix of 
global dynamic news-gathering somehow. These content providers can either 
provide a place for readers to do it or watch them flock to My Yahoo!, as they 
are presently doing en masse. 

“I think that anything we can do to serve the intent of the user and the desire 
of the user where that user wants to go does not dilute the brand,” says Lincoln 
Millstein, senior vice president and director of digital media for Hearst 
Newspapers. “So I think that’s what this medium is about — to perfect the 
servicing of users and their intents.” But will Hearst do this at any of its online 
newspapers? “We’re looking at it,” said Millstein. “I’m very intrigued by that.”  

Asakawa of DenverPost.com would agree. “I think to be a full-service news 
provider, you have to be a gateway to everything that is on the Web,” he says. 
He asserts that readers who are directed to other news sources through such 
an RSS tool will in the long run appreciate the utility of that tool and circle back 
to the originating site — maybe even keep it as their home page.  

This is the biggest reason My Yahoo! and Google news have gained such 
popularity. What some newspapers have failed to realize is that they already 
have a competitive advantage over both Yahoo! and Google in that they can 
offer the same news aggregation fairly easily, along with their traditional local 
strengths, which outweigh those of Google and Yahoo!. These can include 
unique local content such as sports, restaurant reviews, local reader-generated 
content and classifieds. The value of such content increases when it comes 
from a strong local source. With the addition of an RSS utility, the resulting site 
offers users the best of local, national and global content delivery. To put it 
another way, it becomes the ultimate destination site.  

“Google News doesn’t have a local product right now,” said Markson of 
Topix.net at last year’s Drilling Down event. “I don’t know if they plan to have 
one but right now they don’t. If you want to find local news in Google News, 
you have to do some keyword searches and it will probably take you a long 
time to figure them all out.” 

After we spoke with Markson, Yahoo! launched a beta version of a local news 
aggregator, which indicates that the large portals do have the ability to enter 
this space and serve as a destination for local news. Combined with its local 
directory product, this could be a powerful and disruptive force in the local 
online space for Yahoo!. 



 

Newspapers 2.0    Copyright © 2006 The Kelsey Group  Page 17 

Yahoo! Local News 

 
Source: Yahoo! (2006) 

Topix.net: ‘Verticalizing’ Content  
Vertical content aggregator Topix.net is jointly owned by Gannett, Knight 
Ridder, Tribune Co. and the company’s founders. The publishers are focused on 
furthering their aggressive online content strategy to augment the newspaper 
Web sites they have launched in their local markets.  

“At the end of the day, what they saw us as is a technology company, and what 
we do with that technology is reach users in a different way than they are used 
to reaching users,” Markson said of the publishers, which acquired a 75 percent 
stake in Topix in March 2005. “Newspapers by definition are horizontal 
mediums. They are centered around a particular locality, [and] they have 
articles related to that locality as well as other topics. Topix is more of a 
vertical experience. It’s people looking for a particular subject or particular 
topic or particular locality and drilling deep into that and seeing everything on 
the Web.” 

The value lies in drawing readers different from those whom newspapers are 
already attracting. Topix.net also effectively monetizes the distribution of 
information by developing technology that categorizes news and supplies 
contextual advertising throughout its 300,000 topic-specific pages.  

“So when you take a look at what we’re doing in developing cutting-edge 
technologies and reaching users in a different way, monetizing those users very 
effectively, and then you look at what [Gannett, Knight Ridder and Tribune Co.] 
bring to the table — which again is strong local brands, strong sales and 
marketing assets, and strong financial backing — then you can see this whole 
deal really makes sense,” Markson said. 
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Topix.net 

 
Source: Topix.net (2006) 

Fifty percent of traffic to Topix.net’s home page is locally oriented, or in search 
of local information, according to Markson. The site has more than 32,500 local 
news pages for the U.S. and continues to grow. 

“We go well beyond city level or geography level, and it’s really down to the 
ZIP code level,” he said. “The idea is really to provide micro-targeted news for 
people about where they live — not 10 miles down the road from where they 
live but actually where they live — see what is going on in their neighborhood.” 
This includes traditional media, such as newspapers’ community reports, but 
also primary sources of information like Coast Guard reports and police 
blotters.  

“We continue to improve our technology and make sure we’re always adding 
more sources,” said Markson. “[We’re] always adding more articles from those 
sources that are related to particular towns and communities and trying to 
improve that as more sources come online.” 

To do this, Topix relies on partnerships with local media channels as well as 
online channels such as local business-listing service Citysearch, Google, and 
individual advertisers and classifieds users through its self-service ad and 
classified system, which creates custom ads and listings.  

“We’re always looking to expand these partnerships,” said Markson. “Now that 
we have investors in the newspaper world who obviously have strong assets in 
the classifieds side, we’re looking at interesting ways to get that piece 
humming as well.”  

Backfence.com: Drilling Down to the Hyper-Local Level 
A new entrant in 2005 was a Web site called Backfence.com that purports to 
drill down even further by supplying local news at the neighborhood level, 
drawing upon user-generated content or the embryonic field of “citizen 
journalism.” 
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“The daily newspapers do a very good job of covering a large area. The 
weeklies do a good job of covering local news, but they cover it once a week on 
a noninteractive basis,” says cofounder Susan DeFife. “Both of these models 
are top down, and they are what an editor or a reporter chooses to cover at a 
particular event or about a particular community. We’ve turned this totally 
upside down and said this is going to be what the community deems important, 
what the community wants to talk about, and it will be information that the 
community will create and exchange with each other.” 

Backfence.com Community Site for Reston, Virginia 

 
Source: Backfence.com (2006) 

The company is reaching out to the rural soccer mom with a place to get and 
share information about schools, local causes, events, babysitters, dog sitters, 
youth sports — you name it.  

“We want to be a full multimedia experience. We want this to be as rich an 
experience about local news as any other site is about national,” says 
cofounder Mark Potts. The site has an interesting revenue model that, like 
Topix, utilizes a self-service tool that advertisers use to create their own ads. It 
also includes a free classified offering that the company is hoping will incite 
local commerce driven by hyper-local content. 

“We believe by putting local news in that you can’t get anywhere else we create 
something that is a regular visit — a daily if not multi-times daily visit that 
creates a huge amount of stickiness and a huge amount of regular traffic that 
in turn drives people to the classifieds and Yellow Pages and other things that 
we have,” says Potts.  

Most users have come in to look at news content, according to DeFife, followed 
by Yellow Pages listings. “The theory was that if you have this user-generated 
content that people are contributing 24/7, then people will gravitate toward the 
areas that will allow you to monetize. But we didn’t expect it to happen as 
quickly as it did,” she says.  
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Like Topix, Backfence.com also relies on media partnerships. But it is at an 
earlier stage of growth, having launched in early May 2005 in the Virginia 
suburbs of Arlington, McLean and Reston and the neighboring community of 
Bethesda, Maryland.  

“We are talking to major media companies about partnering with them. I think 
the key is that we think we are not competitive with those companies and that 
we can help them reach the last mile, which they are not doing,” says DeFife. 
“And as part of that partnership, we have talked about the possibility of doing 
RSS feeds for getting your national news feeds here, but to start with us as 
your local portal. These are all items that are certainly possibilities for the 
future.” 

The company is set to launch in Silver Springs, Maryland, in the next month, in 
a second metro market in 30 to 60 days and then in a third roughly 90 days 
after that. It hopes to be in four major metro markets by year-end, including 
Washington, D.C.    

Digg 
The social networking concept that has flourished on the Internet over the past 
year, thanks to MySpace, has also been integrated into online news. Most 
notably, upstart Digg.com organizes news content based on how its users are 
reading and reacting to stories. Users can post links to articles and online 
sources they find useful, and then anyone can vote, or “digg,” for the best or 
most useful stories. Articles that receive the most diggs get priority placement 
on the site’s front page. So far the site only has technology news, but it plans 
to expand to other topic areas soon. It has shown the most resonance among 
15- to 25-year-old males interested in tech gadgets and video games, and it 
receives more than 2,000 diggs per day. 

Digg.com 

 
Source: Digg.com (2006) 

The Sun and MySpace 
And in the social networking realm itself, News Corp.-owned British tabloid The 
Sun is planning to integrate modules from the hugely successful MySpace on its 
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site. It will launch a function for users known as MySun, which will let readers 
network with each other about topics, locations and events covered in the 
paper. It will also let Sun readers do many of the things that can be done on 
MySpace, such as create their own Web pages and blogs and share video and 
pictures. This is hoped to gain the stickiness that has proved to work with 
social networking and to attract more 16- to 34-year-olds, who are desired 
advertising targets and the biggest users of MySpace.  

What’s Stopping Them? 
So what is preventing some publishers from devising and executing online 
strategies that involve these technologies? And what are the potential 
downsides that may be scaring them away? 

One reason some companies haven’t been aggressive is the fear of 
cannibalizing their own readership and ad revenues. In other words, if they 
provide a free product online, they will exacerbate the already accelerating 
erosion of their print circulation and ad revenues — or so the thinking goes.  

Part of some publishers’ reluctance to embrace an online business is also a 
product of the “big iron” print publishing sensibility introduced by Hearst’s 
Millstein at last year’s Drilling Down conference.  

“I go in and create content. [It’s] very expensive content. And I create an 
expensing infrastructure, and I publish it and sell advertising against that very 
proprietary content,” said Millstein, describing the attitude behind this model, 
which has held back many publishers from serving their readers in truly 
innovative ways online. 

The “big iron” publishing model is predicated on the pursuit of ad revenues. It 
is, however, inapplicable to successful online content distribution, because the 
latter must involve spreading advertising further and contextualizing it more 
closely to content, which sometimes requires sharing ad revenues with other 
channels. An online advertising distribution model, therefore, can benefit 
greatly from the growth in volume and fragmentation of content wrought by 
the aforementioned user-generated content initiatives.  

In other words, more content means more ad page inventory, which, if it can 
be harnessed correctly and economically, offers new horizons of valuable ad 
space. This has been shown to work by Google, which was driven to reach out 
after it could not deliver enough quality inventory on its own site to meet the 
demand for certain words; there are only about 10 slots for text ads on a 
search results page. Google had to get creative, so it launched its AdSense 
publisher network, which utilizes the unlimited inventory throughout the Web. 
This distribution strategy contributed to the company’s dramatic revenue 
increase during 2005.  

New Ways to Monetize Content 
In the same way (but on a much smaller scale) the user-generated content 
embraced by newspapers can expand their inventory of usable ad space in a 
smart, contextualized way. Utilizing this content is an example of monetizing 
“the long tail” — the capacious section of any media market whose products 
are characterized by low volume and low-cost production. Along with this 
generally come low margin unit sales, which is why traditional media channels 
have ignored the long tail. But with advertising contextualization methodology 
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and technology Google has proved successful, the long tail represents enough 
volume in an online advertising context to make it worthwhile. 

“The important part of the strategy has to do with distribution. You go out 
there and harness the knowledge shared by the community on a particular 
subject and go out and create the environment for them to give you that 
knowledge in the shape of blogs or whatever,” said Millstein during his keynote 
address last year. “So you create a concentric circle of users creating content 
and also in that community becoming your best distribution system, and it’s 
the user serving us, us serving the user. And I believe that Yellow Pages and 
newspapers have a huge opportunity to create this marketplace.” 

Without utilizing the long tail in an online advertising context, Web sites can’t 
scale to the degree of their analog counterparts, according to Millstein. Perhaps 
this is another reason some publishers have been reluctant to embrace their 
online businesses. “This is where growth is going to have to occur. It can’t 
occur within our own self-contained platforms,” he said. 

Millstein dubbed this the “paradox of the growth imperative.” Some of the 
largest vertical Web sites don’t approach the nine-digit sales figures of some 
newspapers because of this issue of ad inventory scalability. He cited a major 
Web site vertical and a leader in its space, MarketWatch, which Dow Jones 
acquired for US$485 million. Its 2004 revenues were only US$35 million and its 
EBITDA was US$8 million, while many community newspapers dwarf this with 
more than US$100 million in revenues. 

Another example of the shortage of ad space is ESPN Motion, the sports 
network’s free video feed Web site, which sold out of ad space the day it was 
launched. The New York Times On the Web also frequently sells out of article 
page inventory. On the other side of coin, an advertising executive of Weight 
Watchers shared with Millstein that he could not buy enough ad inventory that 
delivered the word “diet” on the Internet. To make up for the reach required for 
his ad campaign, he had to buy television ad space. This is not an uncommon 
problem for national marketers that would be more than willing to add 
incremental online search budget were there a reasonable place to park that 
money.   

As mentioned above, Topix.net has gotten in front of this concept with its own 
ad contextualization technology that categorizes news and supplies targeted 
ads throughout its 300,000 pages. This markedly broadens the company’s 
available advertising inventory.  

“Commercial information can actually ad value to a page,” said Topix.net’s 
Markson. “Our diabetes page has ads for insulin pumps and blood sugar tests. 
Those ads aren’t intrusive; they actually become part of the content of the 
page. As a result they perform really well.” 

Utilizing the unlimited ad space in Topix’s crawl and in Google’s AdSense 
partner program are good examples of monetizing the long tail. Making money 
in online advertising involves sharing content and ad revenues and, therefore, 
will likely face inertia from publishers in the “big iron” camp. This, however, will 
be the only way to overcome Millstein’s paradox of the growth imperative and 
scale to meet the demand for quality ad page inventory, which will be a key 
source of revenues for online newspapers and content distributors. Another key 
source will be online classifieds, where there are a whole separate set of 
market dynamics and levels of competition.  
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Stay Tuned 
The second installment of this report will start with a discussion of classifieds 
and the many challenges posed by newly launched online competitors. 
Newspapers have a long way to go to compete in this space, and looming 
cannibalization fears make it harder for them to move with the swiftness that 
the online space requires. The next installment will also shift from a survey of 
the newspaper space to a hard look at what is being done right and wrong in 
online news and in classifieds. It will also provide our conclusions and 
recommendations to the industry on matters of innovation, collaboration and 
new directions both online and off.   


