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Impact of the Google Tax on Competition Executive Summary

Executive Summary

The Spanish Association of Publishers of Periodiablications Asociacion Espafiola de
Editoriales de Publicaciones Peridédigasas commissioned NERA Economic Consulting to
conduct an analysis to assess the impact of thedunttion of the so-called Google Tax or
AEDE fee (article 32.2 of the Spanish Copyright)Adtis article establishes a copyright fee
to be paid by online news aggregators to publisf@rdinking their content within their
aggregation services (the so-called snippets).ishéss cannot opt out of receiving this fee,
and payments are to be made through CEDRO copyddlatcting society.

NERA’s analysis focuses on the article’s effects campetition, primarily for the news
aggregator and publication sectors, as well axdmsumers (i.e., readers of digital media)
and advertisers.

The implementation of this fee was promoted by alsgroup of publishers affiliated with
the Association of Publishers of Spanish Newspap&ssciacion de Editores de Diarios
Espafiolel despite opposition from many industry playerbe Tarticle’s main (theoretical)
motivation is that aggregators are benefiting frahe publishers’ efforts without
compensating them properly. This would be even mretevant since news aggregators
represent competition for publishers, as they wdaddreducing the number of visits from
those readers satisfied with the limited informatio the links, thus reducing the publishers’
audience and, consequently, their advertising neeen

The publishers’ inability to refuse the payment wastified to prevent what occurred in
countries such as Germany, where a similar feeinvplemented. News aggregators chose to
exclude publishers from their services in ordeatoid the fee. Once publishers noticed that
they were losing traffic, however, they asked tolinked back without demanding any
payment in return.

This suggests that, rather than damaging publishevss aggregators are beneficial in that
they drive web traffic to the publishers’ sites tha otherwise would not have consulted
those sources of information This is clearly a justification against instingi the fee,
particularly since it would be very easy for a psiteér to prevent an aggregator from linking
to its content. If this has not been the cases ltecause aggregation services really represent
a benefit for publishers. In fact, in recent yeans\ny publishers have invested substantial
technical and human resources to improve the posity of their content within the
aggregation services.

Regarding the size of the fee, in July 2016, CED&@ounced its value which amounts to
approximately € 0.05 per user, per day. In thisrégfor instance, the website Menéame has
reported that paying the fee would take it almdstihes more than its annual income, which
would force to close its business.

On the other hand, there seem to be also somds#fothe European Union level to support
such a fee. For example, in September 2016, thepgan Commission proposed to grant
copyright and neighboring rights (“related rightd9 publishers, which would make it
possible to charge news aggregators for usingdheents of the publications and to set a fee
in the whole Union.
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Impact of the Google Tax on Competition Executive Summary

In this regard, it is also worth highlighting thengplains made by various Internet
associations (and subscribed by others) beforedhgpetition authorities of the European
Union, since the fee and the way this has beeadotted would be contrary to European law,
Competition law, the Berne Convention and the CigiyrDirective, among others.

In general, our main conclusions are:

There is no justification -neither theoretical norempirical- for the existence of the
fee since aggregators bring to online publishers lzenefit rather than a harm;

With this fee, a specific model against the presseedom of the newspapers is being
imposed,;

As a result of the fee, online publishers, espedslsmall ones, stop attracting
significant advertising revenues (which can be estiated in the short term at
around € 9-18 million annually), in addition to the creation of barriers to entry
and expansion, with the consequent negative impaabn concentration and
competition;

This has led to the closure in Spain of several newaggregation services, such a
Google News, also erecting entry and expansion baers in this sector;

The fee also has a negative impact for consumersuel to the reduction in the
consumption of news and the increase in search time

This has also a negative impact for advertisers, @uto greater concentration in the
advertising market, for example, for the loss of sgcialized channels; and

Finally, it has a negative impact on innovation inall the sectors involved (news
aggregation, online press, advertising, etc.).

The impact of the Internet and agqgregators on theansumption of online news

The Internet has had a far-reaching impact on nampects of our lives, such as education
and labor; in the provision of many services; amdl@sure and entertainment activities.
There is vast empirical evidence that supportsdiaisn.

Nowadays, it is difficult to find an economic adtwthat has yet not benefited from the
advantages of the digital network. The news pulriggsindustry and related activities are not
one of these exceptions: the Internet not onlyeisoming the most popular channel for news
distribution, surpassing traditional print outlelait it is also an essential tool in producing
and editing content. This has reduced operatingscims publishers, removed barriers to
entry, and encouraged new and more efficient digitainess models.

In addition to the online versions of major newsgap the so-called “native digital
newspapers” have emerged in recent years, somae@eytly. These digital newspapers are
based on innovative business models, more efficigith low operating costs and reduced

NERA EconomicConsulting ii



Impact of the Google Tax on Competition Executive Summary

investment requirements, which foster employmentlikg traditional publications, most
native digital newspapers are distributed freehafrge, relying on advertising as the only (or
primary) source of revenue.

The lack of a well-known, consolidated brand, anthrge reader base built during the

traditional printed format era has motivated thesmpanies to pursue and implement new
ways of content editing, production, and distribatiin order to position themselves within

this competitive market.

At the same time that news information has gonéaljgontent aggregators have developed
significantly, playing a key role in reducing sdatimes and allowing editorial information
available on the Internet to be processed.

In addition to established aggregators (such asgl@oblews), there are a variety of
aggregators in Spain, including those offering oral and local content, that use highly
innovative services.

The impact of aggregators on the online press: theetical and empirical evidence

There are two primary (though opposing) argumeagsnding the impact of aggregators on
online news consumption:

= The“Market Expansion Effect”. Aggregation services reduce search times, which
allows readers to consume more news. This notiaohgases the total number of site
visits, but increases the audience of less pomaats outlets that otherwise would not
have received attention.

= The “Substitution Effect”. This argument states that news aggregators mebati
impact newspapers in that some users are satisfigd the limited information
available on the aggregator’s site and do not ¢hckugh to the original source.

Which of these two effects holds the most swayigmpirical question, the answer to which
may well depend on the specific characteristichefaggregators and publishers in question.
The available evidence (summarized in the table bmV) does suggest, however, that the
substitution effect is very small while the expansn effect is significant. Thus
aggregators are complementary vs. competing servigeand convey more benefit to
publishers than harm. This is especially true for small, relatively wakvn publications,
such as some native digital newspapers.

NERA EconomicConsulting il



Impact of the Google Tax on Competition Executive Summary

Empirical analysis of the short term impact of aggegators on the number of visits to
online publications

Net effect of
aggregators on news
website traffic

Impact of aggregators on online news
consumption

Description

Athey & As a result of Google News geo-
; Impact of Google News on the : ) ; ;
Mobius . ) location senice, 16% increase in news
consumption of local news in France .
(2012) consumption
Chiou & Impact of Google News on the news . )
K k Due to suspension for 7 weeks, relative
Tucker websites traffic, due to the suspension of decrease in trafic fom Gooale News
(2015) their senice to an agency in the USA g
o L . .
Calzada & Impact of Google News’ exit on the news 11% red_uctlon in visits to onfine t_edltors
. . . and 8% in the number of pages viewed
Gil (2016) outlets in Spain
by consumers
o R )
Athey etal. Impact of Google News’ exit on the 20% reduction in news consumptl'OQ on
. ) . the evaluated group and 10% in visits to
(2017) consumption of news in Spain ’
news editors
Yang & Chyi  Study on the use of aggregators and local 96% of websites have a complementary
(2011) news consumption in the USA relationship with aggregators
Huang et al. Assessment of the relationship between Aggregators do not compete with news
(2013) aggregators and news websites in Taiwan websites, with one exception

Google News, Yahoo! News and
Huffington Post do not compete with
other media outlets

Lee & Chyi  Study on the demand for aggregators and
(2015) other media outlets in the USA

Megsa::r:; One-week boycott in February 2014 to Boycott resulted in loss of approx.
(2014) AEDE publications by Menéame users 500,000 visits to AEDE publications
fr:gii(;.rz Analysis of Internet traffic following Google Decrease of 10-15% in traffic
(2)(;14) News closure in Spain inmediately after Google News closure

Nera Analysis of the traffic during the first few
Analysis months of 2015 after the introduction of the
(2017) new law using ComScore data

LR LR

Decrease in traffic of more than 5% on
average; 13% for small publications

ublications

“Substitution Effect” dominates: aggregators compete with publications

f “Expansion Effect” dominates: aggregators complement p

Lack of economic justification for the fee

According to economic theory, introducing legistatior a regulation that enforces certain

behavioral patterns (e.g., the obligation to bugal a product or service at a given price) on
firms is only justified under certain circumstancgsch as situations where there are “market
failures” such as negative externalities.
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Impact of the Google Tax on Competition Executive Summary

When these failures are not observed, implememtmartificial measure that runs contrary to
the wishes and actions of the agents and dictatedebfree market runs thiesk of severely
distorting competition and negatively impacting notonly the firms operating in the
industry but also consumers, thus reducing social @lfare. This well-known result is part
of the “First Fundamental Theorem” of welfare ecoinzs.

Moreover, even in markets exhibiting clear signsnwrket failure, particularly negative
externalities, the Coase Theorem establishes ithaitder to achieve the maximum social
welfare,a legal framework or State intervention is not necgsary when transaction costs
are low, since the parties can reach a private ageeent that is socially beneficial
Basically, the negotiating parties can solve thabjam of negative externalities on their own.

Thus, the argument that aggregators create a megatiernality for publishers (i.e., taking
away traffic) and that this justifies the existen¢@ fee is incorrect for two main reasons:

a) While there may be a negative externality, theralss a largepositive effect in the
opposite direction (the “Market Expansion” effect) so the net impact is positive
The fact that publishers have not imposed restnsti(even though they could have
easily done so) on aggregators for linking theimteat, nor have publishers required
any payment in return to compensate for the alledgthages, illustrates that the
benefits obtained outweigh the potential harm.

b) Even if the net effect on publications was negatimdine with the Coase Theorem,
the best approach would be & the parties negotiate freely and agree on the
terms of the fee It could be that the fee should be paid by thbliphers to the
aggregators, or could differ depending on the arstances (e.g., if they are small or
local publications, whether the impact on traffisignificant, etc.).

This argument is further supported by the fact ttie transaction costs of possible
negotiations would not be significant. This alstiscanto questions the need for a copyright
collecting society in charge of administering the.f

In addition, the other possible market failure thatuld justify the existence of a copyright
fee managed by a collecting society — the prodsiani information good, which it would be
very difficult to protect from consumption by thighrties— is not observed in this case,
especially given how easy it would be for publishéw block their content usage from
aggregators (it is enough just not to index itsk for its exclusion).

This proves that an external intervention is natessary and that solutions do exist for this
alleged problem through bilateral negotiations leetwthe parties. Indeed, this has occurred
in countries including France and Belgium, and atopgean level, where there have been
attempts to implement a similar fee and where agoes (particularly Google News) and
publishers have reached “cooperation agreements”.

Impact on competition

Article 32.2 of the Copyright Act has several pai@nmplications that affect not just news
aggregators but also the entire Internet ecosystated to the provision of content.
Moreover, the consequences of the reform wouldnevenly distributed, affecting primarily
small or lesser-known publications such as natigéal newspapers.
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The approval of this reform would be a barrier ewnbusiness models that have emerged
alongside the growth of the Internet, and woulditlithe aggregators’ future development.

This could cause many of these firms to exit theketa and could seriously jeopardize the

creation of new and innovative services and praduncthe short and longer term.

Decreasing the sources of information also impkekiced access to information and opinion,
as well as a barrier to entry for new digital iaiives.

Impact of new article 32.2

IMPACT ON AGGREGATORS

- Consolidated market players out of business

- Barriers to entry and to innovation

- Increase in market concentration and regulatory uncertainty

c
I IMPACT ON ADVERTISERS
I - Lower advertising impact

| - Lower reach in specialized and innovative
I advertising channels

‘ IMPACT ON PUBLICATIONS

- Less traffic and revenues from advertising

Eeme———

FEETO
> AGGREGATORS
IMPLEMENTATION

IMPACT ON CONSUMERS

- Less variety and consumption of news

- Barriers to the benefits of innovations - Barriers to innovation and further expansion

- Barriers to entry and higher market

- Consumer surplus reduction R
concentration

- Free enterprise curtailed

I mplications for the news aggregator sector

= Closure of aggregators The obligation of a fee implies additional codts
aggregators that threaten the financial viabilifytleese services. This has already
been observed with the exit of Google News Spaliowed by a number of other
aggregators that were founded by Spanish entrepr&m@ho have also had to close
down their businesses or make significant changebedir business models, or that
could close as soon as they would be charged Wwéhfee (as Menéame aggregator
has already declared once the amount of the febdeasknown).

= Barriers to entry and expansion, and greater marketconcentration. A fee would
impose barriers to entry for new operators, whigh ave to deal with a payment
that their competitors did not face when enterimg tnarket for the first time. A fee
could also harm other business lines that may Itedn@i news aggregation services,
such as blogs or industry association websites.

= Barriers to innovation. There are a variety of innovative news aggregatbat
compile customized services related to the usetwity on platforms such as social
networks, or that have focused on content aggm@yairojects for mobile phones,
whose development is being hindered. Other inneggtrojects, such as Menéame
(which allows users to participate and interact avitere dissent and debate are
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promoted), will no longer be able to succeed iniispRotential developments, such
as automatic source readers or algorithmic aggregatesigned to deliver dynamic
content, will also be negatively impacted.

Regulatory uncertainty and right to quote. The modification of the law has
generated regulatory uncertainty that has alreffidgtad the plans of many firms in
the sector. Though the Act has already come immefcome basic tenets such as who
exactly will be subject to the fee and in which dibions the compensation will be
implemented have not been defined. Similarly, tee hegislation infringes on the
right to use Creative Commons-licensed contentyedisas the right to quote.

Implications for news consumers

Reduction of the consumption level of news, less nety of content and
innovation penetration. The new legislation is detrimental to consumenginly
because it takes them more time to look for thespeeduces content variety and
impedes the ability of innovation to penetrate thaket. Consumers also have less
access to information, to new products and senfrtes aggregators, and to content
from media outlets.

Loss in the customer surplus Certainly, the most significant short-term impé#at
consumers is the increased search time for newsghwis one consequence of
aggregator services closing shop. Based on theigpeeiimat the cost of these “free”
products and services is related to time spent earching for and consuming
information, and that this can be quantified thioudpe monetary value of its
opportunity costs, we have applied a new analyfreahework to compute the loss in
consumer surplus. For the total number of Inteursrs in Spain, the short-term
estimate is approximatety 2.8 billion per year.

Implications for the online news market

Smaller audience and reduced advertising revenuelhe negative impact on the
newspaper sector is straightforward: the fee st in the removal of an important
method of attracting readers, which will resultiecreased advertising revenues. The
evidence available shows that the impact on traffihie short term has been negative,
and that small publications have been most affectedfic reduction attributed to

the new law is nearly 13%, on averagdn the longer term, the impact will be even
greater. The reduction in traffic threatens thebiily of some online newspapers,
particularly small ones.

Reduction in producer surplus The short-term impact on producer surplus is
estimated at approx. € 9 million per year (or aroud € 9-19 million of advertising
revenue) which will affect the sector unevenly, presumabtpre so the smaller
publishers, jeopardizing their financial viability.

Barriers to entry and expansion, and higher marketconcentration. The new fee
represents a barrier to the expansion of smallipatidns that have lesser-known
brands, and to market entry for new competitorsrédeer, in a scenario without
news aggregators, users will turn to the largedtraast popular newspapers that have
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well-established brands, therefore restricting pheality of information. This will
also negatively impact advertisers, whose prodacge will be reduced, and whose
negotiating power will be impacted, since adversiseill have to negotiate with a
more concentrated and less competitive sector.

In the longer run, the lack of innovation and thetedioration of the sector may be
more harmful, as the attractiveness of this adsiagi channel will be reduced,
eventually forcing advertisers to seek other ofgion

Impact on innovation. The amendment of the law is an obstacle to teldpment

of new business models, and will lead to the clesafrinnovative companies and
local startup generators of Internet content. Jéigpardizes development projects for
multi-platform content (particularly for mobile dees); multi-product firms with
varied content; suppliers with differentiated amdies and content; new models of
advertising and financing, and updating of contant] services that encourage user
interaction.

Freedom of Enterprise One of the most controversial points of the Agtthe
inability of the content creators to give up theympants. From an economic
standpoint, this is an attack on the freedom okmpmise as it is an unfair and
unjustified requirement that imposes a behavioiregahe interests of the publishers
themselves. It also heavily restricts the publishability to make content freely
available to third parties and is against the spfrthe Creative Commons licenses.

I mpact for advertisers

Less advertising impact and increased market concénation. The negative impact
on traffic, especially for small and little knownlgications, has an effect on the reach
of online advertising, leading to greater conceitrain the advertising market and,
consequently, higher prices for advertisers.

Loss of specialized and innovative channelAdvertisers will also be affected by the
slowdown in innovation, both from news aggregatansl online newspapers (e.qg.,
innovations related to developing new advertisiogmiats to increase effectiveness,
or for mobile devices). A lower uptake of thesevems reduces the reach of
advertising, resulting in lower advertising spemdand lower profits for advertisers.
This will be particularly relevant for advertisetbat rely on small or local
publications.

In this scenario, the position of large advertiserdl be strengthened by the
elimination of some of their competitors, leadirmghigher prices and lower quality.
In addition, the closure of certain aggregatorpuslications that target very specific
consumer profiles results in the loss of these ljigargeted groups as potential
customers for advertisers.
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Concluding remarks

This analysis concludes that there is neither theetical nor empirical justification for the
introduction of a fee to be paid by news aggregatsrto publishers for linking their
content as part of their aggregation services. Likgise, the arbitrary nature of the fee,
which prevents publishers from opting out of receiing the payments, inflicts harm on a
large number of outlets, particularly small publications.

Moreover, the introduction of such a fee has a negjge impact on competition, not just
for the aggregator segment, but also for online pulkrations and, ultimately, for
consumers, including readers and advertisers.

These effects have been already noted in just a qua of years and even in the absence (¢
a specific guideline and without the fee being chged yet. On the more distant horizon,
the negative impact will be more significant, disaaraging the development of innovative
content and platforms in the ecosystem of online mes consumption in Spain.

In light of these findings, it is clear that the réorm followed the interests of a particular
group of publishers which, given the decline of the business, sought to obtain an
additional source of income from one of the Internegiants, even to the detriment of
other publishers, to the development of the onlinenews production and aggregation
sectors in Spain and, ultimately, to consumers (imeding advertisers) and to social
welfare.
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Impact of the Google Tax on Competition Introduction

1. Introduction

This report was written by NERA Economic Consulting request from the Spanish
Association of Publishers of Periodicals (AEEPB) assess the economic impact on
competition caused by the introduction of the so-dked Google Tax or AEDE Fegarticle
32.2 of the Spanish Intellectual Property Act - ilPEpanish), approved on October 2014 by
the Congress of Deputies and in force since tisé dir January 2015.

The changes introduced by this article force onhiea/s aggregators to pay a fee to editors
for linking their content as part of their aggregatservices (the so-called snippets). This
affects the development of digital media in Spaioth with respect to network users and to
editors and news aggregators, two sectors chaisedey their high added value and their
relevance regarding innovation.

An economic analysis is carried out in the mairt p&athe report to assess the effects of the
aforementioned article. The study mainly focuseshmeffects on competition primarily
because the distortion it generates, such as #aian of entry and expansion barriers, the
concentration and price level increase, the deere&svailability in products and services
and in innovation processes, the negative impaahfonmation pluralism and on freedom of
enterprise, etc.

Although the main focus of this assessment is #m@ogicals, the report also examines the
impact on the news aggregators market (in factntdgative effects on the periodicals sector
arises from the impact on aggregator companies) aftdnately, on advertisers and
consumers, that is, the users of Internet, mainlyne news readers.

The rest of the report is structured as follows:tia 2 analyses the details of Article 32.2 on
the LPI reform, as well as some reactions fromed#ht actors. Section 3 analyzes the
significant role played by the Internet in the depenent of online press, as well as the role
by the news aggregators. Section 4 assesses thretibal justification (or rather the absence
of it) for the existence of such a fee, based anemic theory. Finally, Section 5 assesses
the impact on competition of news aggregators,oeslitadvertisers and consumers. At the
end of the document, the bibliography and referemeeployed in this report are shown.
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2. Article 32.2 of the LPI Reform: Some Reactions

On the first day of January 2015 most of the LHbnma came into force, including the
introduction of the new Article 32.2. This artiadliges onlinenews aggregators (such as
Google News or Menéame) to pay an "equitable remunation” to editors (newspapers,
periodicals, news agencies, etcfdr making editors’ content (or fragments of it)adable,
while making reference to them within their aggtegaservices.

According to the act reform, it is analienable right of the editors, that is, they have to
charge the fee even if they do not want to. Thenmayt will be managed through a copyright
colleting society, CEDRO (Spanish Reproduction Rigbentre)-

In the absence of a guideline, which had to beiplbtl before September 2015, the new
regulation has risen many questions, for examptesuch basic issues as what will the
amount of the fee be and who will be affected dyace., only traditional news media or
private web sites as well.

Although Ministerial Order ECD / 2574/20%5yhich approved the methodology for the
determination of the tariffs to be imposed on aggters, was published in December 2015,
by the date of this study basic issues over théfipation for the amount of the fee
established by CEDRO remain unknown. However, gnse clear that Internet search
engines (such as Google) will not be subject te the and the government has also made
clear that social networks, such as Facebook aritieFywvill not be affected eithér.

More specifically, the new Article 32.2 of the Lieform states the following:

“For content aggregation electronic service provisdeto make non-significant

fragments of content available to the public, wiseich content is made public in
periodicals or in regularly updated Web sites ahdhas the purpose of informing,

creating a public opinion or entertain, there wilbt require authorisation, without

prejudice to the right of the editar, where appropriate, of other rights holders, to
receive fair compensation. This right cannot bewsdi and will be made effective
through the copyright colleting societies...”

The introduction of this fee as part of the acbref, was promoted by a certain segment of
the publishing companies group, mainly by severaimimers of the Spanish Association of
Daily Newspaper Editors (AEDE)who had been demanding it to the government foreso

1 In May 2015 the Ministry of Education and Cultumkmowledged that CEDRO would be in charge of colferthe
fee, according to eldiario.es. Source: http://wweliagio.es/turing/propiedad_intejero/CEDRO-cobrargd-a
Google_0_390561469.html

2 source: https:/iwww.boe.es/boe/dias/2015/12/G4/BOE-A-2015-13139.pdf

The legislation also states that web sites agdbieith a non-content aggregation purpose, mayaosgent provided
that its availability does not have a commerciajpse; but an informative one.

The AEDE is a private organization that bringgetiier the leading editors of Spanish newspapegdidiGroups such
as Godo, Vocento, Grupo Prisa, Grupo Zeta or Uniglditbrial, among others, are some of its majotras.
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time, despite the opposition from other editorsagsations, such as the AEEPP and several
publications, including some affiliated to the AED&elf? such as PRISA.

The main theoretical motivation used by legislataral the fee promoters is that news
aggregators benefit from the creative efforts ofoed without rewarding them appropriately.
Consequently, this results in a reduction of theeimive to create content and, therefore, a
lower overall amount of what would be socially dabkle, thereby harming the public
interest. In other words, news aggregators wouldtdleng advantage of the content
generated by editors, which has an associated gtiodicost, so they should be compensated
for the damages this would cause them in ordertmaeduce the incentives for creating
editorial content.

This would be even clearer, as argued by some redibecause news aggregators would
represent some competition for periodicals, as thkg away the visits of those readers who
just read the headlines and the little informatewailable about the news next to the
aggregators’ links, rather than visiting the webgf the original source. The publications
audience and therefore their advertising incomelavoonsequently drop.

The justification of the inalienable nature of tee for the editors apparently seems to be
preventing what happened in some countries sucheasiany, where news aggregators, at
the prospect of having to pay for linking to canmtanedia, preferred to exclude them from
their serviceS.However, when these editors noticed the amourtadfic they were losing
for not being linked by aggregators, they requesigidg indexed again without demanding
any retribution in return.

Both news aggregators and several publishing corepafor example, those grouped in the
AEEPP, precisely have pointed out this effect &rtfain argument against the inalienable
nature of the fee. That i8)e fact that news aggregators, rather than (or iraddition to) a
possible damage for editors, implies a benefit fothem since by only providing very
limited information on the link, they encouragedess to visit the web page of the original

5 Evenin July 2015, the president of PISA Groufili@ed to AEDE) declared that none of his grosimiedia would
charge the fee, according to Vozpopuli. Sourcg:fww.vozpopuli.com/medios/AEDE-Tasa_Google-
Canon_AEDE-Juan_Luis_Cebrian-canon_AEDE_0_879512#B.h

In fact, very recently (March 2017) newspapers i Pais (an AEDE affiliate) have voiced their ogition to the fee.
Source: http://elpais.com/elpais/2017/03/23/opifid80295040 130405.html

In Germany, after a legislative battle that geanthe German media rights to charge Google fodigsemination of
content, the company decided to get rid of the saryrand photos of the reviews. In the end, howedhermedia
themselves asked Google News to index them agngifiing up the rights payment. Thus, in Germ@&wopgle
simply converted Google News into a voluntary sex\that required editors waiving their rights tonpensation,
which allows avoiding the payment.

Furthermore, when some editors in Belgium came hegeb protest against Google News because halvéig t
contents indexed was allegedly harming them, Goalgle decided to leave them out of its servicawil&ily, the
Belgian editors realised the damages caused by beitsgle Google News and asked the aggregatochadia them
back into the news portal.

NERA Economic Consulting 3



Impact of the Google Tax on Competition Article 32.2 of the LPI Reform: Some Reactions

publication to access the full contérihcreasing the number of visits of these publaragi
and, thus, their advertising income by having gdaaudience base.

In this regard, it has also been repeatedly arghed it would be very simple for a
publication to prevent its linking in a news aggrey, for example, by selectively blocking
the aggregator'dot® with a simple HTML tag or completely with the rabaxt file® A
measure, however, that has not been taken by aigr,edontradicting any statement
indicating that aggregators cause them harm.

Quite the opposite, many media have invested teahand human resources in recent years
to streamline their web pages, in order to gettgebgositioning within the aggregatdfsin
fact, last decade, large Spanish communicationpgrotade technical changes and contacted
Google to get support in order to register theibwates in search engines and news
aggregators! Particularly, since 2011, several AEDE membersyragrother Spanish media,
signed a special agreement with Google so thatrtbst original and engaging content of
each of their publications came up in an imporfaate in Google News, thereby obtaining
greater visibility and traffi¢? Moreover, the AEEPP, which has over one thousart w
pages of digital media, reached an agreement wibg(@ to create a working group to
analyse new advertising solutions and give morigility to their online publications®

So it seems quite clear that many editors pay apattention to how the code of their web
page is configured, through SEO and SEM activilitts attract more visitors to the media

For example, Google News only publishes ten wofdhe headline of the news, and part of the fiestagraph or the

opening paragraph of the news consisting of tis¢ @ words. Each headline has a direct link tarikedia or blog for

its full reading so that, at least in some cagsés \Mery clear that Google News sends traffidi® media thanks to this
service.

Thebotis a piece of software that performs tracking $askthe Internet automatically.

This text file is in the root of each web pade first page of a web site, and instructsttbsson which sections can be
indexed and which cannot.

10 For example, some media include buttons in theivs for users to send their contents directlyésé aggregators. In

particular, the robots.txt of the Spanish media “AEC, not only did it not block the Google News Hmit had lines to
allow the entrance from other Google bots, inclgdime one responsible of showing advertising rdlédethe news
through the AdSense program. A program of whiclséreame media are also customers of. Source:
http://www.antonio-delgado.com/2014/02/desmontafevaede

Other local media, such as ldeal of Granada, ovayedocento and partner of AEDE, publishes news tbhatain the
headline, the opening paragraph and a text appafenished but that only makes sense if it is régda bot like
Google’s. In fact, many of these news have littifi@imative value but are intended to appear orGihegle News
results web pages in order to get a better positiothe media in the search results. Source:
http://www.eldiario.es/turing/propiedad_intelectiddsmontando-Fee-AEDE_0_229927794.html

1 Pparticularly, many media changed the way of aoting theUniform Resource Locatof§JRLs) with the aim of

becoming optimized for the search engine. Sourtp:/mww.eldiario.es/turing/propiedad_intelectiz@smontando-
Fee-AEDE_0_229927794.html

12 source: http://googleespana.blogspot.com.es/2@idéstacado-por-los-medios-una-nueva.html

13 Source: http://www.europapress.es/nacional/reditores-agrupados-aeepp-llegan-acuerdo-googieafegrupo-

trabajo-conjunto-20140109172427 .html

14 “search Engine Optimizatiordnd“Search Engine Marketing’are digital marketing strategies aimed at atmacti

quality traffic through visibility in search engimeuch as Google, Yahoo! or Bing.

NERA Economic Consulting 4



Impact of the Google Tax on Competition Article 32.2 of the LPI Reform: Some Reactions

coming from search engines, aggregators and soedlorks (as indicated by Garcia-
Santamaria and Gomez-Borrero (2014)).

Thus, it is highly questionable that some editoosistder news aggregators as direct
competitors, whorather than reducing the number of visits to theirweb sites, seem to be
increasing them*®

In this regard, aggregators would be rather likecaanplementary service for online
publications that generate additional benefits floem, as pointed out by the CNMC
(National Commission for Markets and Competency):

"In this regard, besides not using the robots.ild, fthe substantial investments of
several content editors to improve the positionimgearch engines would be another
indication that, at least for some editors, the @ggtor is a complement and not a
competitor of its product or service.

...the Competition Authority is aware of the existe of editors who unambiguously
consider the aggregation beneficial to their in@se or their distribution licences
provide for the absence of financial compensatioif..

Regarding the value of the fee, in July 2016, CEDRDIlished the corresponding tariffs
indicating that the amount would be approximatelyO& per active user and per day for
providers of electronic content aggregation sesciche fee applied from July “15f that
year!” Nevertheless, the tariff was not effectively enémt, which resulted in CEDRO
engaging in talks with news aggregators since Feprior actual collectior®

In this respect, the site Menéame has informeduhder the current tariff scheme it would
have to pay €2.56 million, an amount which is al@utimes the size of its yearly revenue,
which would force it to suspend operatidfis.

In this regard, it should also be noted that th®RD tariff has not been accompanied by the
Economic Report of Justification required by Mieisal Order ECD/2574/2015, from
December 2, which approved the methodology fordétermination of the general tariffs in

In fact, some editors have recognized that caratiggregation is beneficial and their distributimenses provide for
the absence of financial compensation (as it happesome open licenses suchCasative Commonsstating that fair
compensation should never be seen with an inaliemeatiure. Source:
http://www.elmundo.es/tecnologia/2014/05/28/5385%81a31 74 1ff748b456e.html

16 “proposal regarding the amendment of Article 3 .the bill amending the revised text of the Iletefual Property

Act”. CNMC. 16" May 2014,

17 Source: http://www.cedro.org/docs/default-soutglfas/tarifas.pdf?sfvrsn=16

18 Source: http://www.elconfidencial.com/tecnologizl 7-02-07/canon-aede-meneame-internet-facebook-

agregadores_1327333/

19 Source: http://www.elconfidencial.com/tecnologzl 7-02-07/canon-aede-meneame-internet-facebook-

agregadores_1327333/
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relation to the remuneration payable by the ush®ftepertoire of intellectual property rights
collecting societies.

In fact, according to Menéame's informatidmg rates set by CEDRO would not respect
even the most basic equity criteria established bwrticle 157.1 b) of the LPI (Law
21/2014, of November 4), and in particular, thet fdxat the amount of the tariff is to be
established following reasonable conditions, takimg account the economic value of the
rights utilisation in the user activity, seeking thight balance between both parties. It is clear
that a fee that requires a user to pay more thatin®s the value generated by his entire
business is totally disproportionate and inequéabl

Following the announcement of CEDRO, the Assoamtb Internet Users (UAI) and the
Association of Internauts (Aenounced the fee before the competition authoritgeof the
European Union

According to AUI and Al,'the 'fees' permanently act in a way contrary tadpean law."In

the document presented to the European Commisienassociations denounce that the
Spanish ruléis imposing on all publishers in Spain the exemutdf a horizontal agreement”
that has as its objectiviéhe assignment of an ancillary rightd a particular management
entity (CEDRO), which will receive the fee. Theyalpoint out that the measure seeks to
"align the conduct of all publishers with respect the fee"and, ultimately, restricts
competition. According to these associations, #&"dims to prevent each publisher from
deciding its own commercial policy in this regarthus ensuring the acquisition of
supracompetitive level incomes, on the one hand, laniting competition from smaller
publishers in size or popularity, on the othé?".

The associations also point out in their claim thatfee had not been included in the original
draft sent to Brussels (last minute introductioml gherefore its approval would constitute an
infringement of Article 8 of Directive 98/34 andtide 4.3 of TUE.

These complaints have been endorsed by other aisosi, such as AEEPP itself, the
Internet Society Spain (ISOC-ES) and the Assoaiattd Computer Technicians (ATI),
requesting that the corresponding procedure biated as a result of infringement of EU law
by the Kingdom of Spain.

Other elements highlighted in these demands arag&ment of the Copyright Directive, the
fact that there is no harm to publishers (and foeeeno equitable compensation applies) as
well as the harm caused to small publishers.

20 source : http://www.elconfidencial.com/ultima-heen-vivo/2017-02-23/asociaciones-de-internautasnieian-ante-

la-ce-la-tasa-google_1147626/
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In the absence of a document that justifies thif,ténere is still uncertainty as to how the
payment will be made and which aggregators shoald p situation that has affected the
market, hampering the generation of income andvation by new aggregators.

However, very recently, it is also true that therr@an giant Axel Springer, owner of Bild
(Europe's biggest newspaper) and the US site Bssihesider, has announced that it is
finalizing the landing of Upday in Spain, a new @1 aggregator accessible only from
mobile phones, and that is in the process of nagog tariff rates with CEDRO, although it
has made it very clear that in no way the fee béllthe excessive five cents per active daily
user?

Moreover, in March 2016, the European Commissioaned a public consultation on the
possible granting of copyright-related rights (4teld rights”) to editor& Subsequently, in
September 2016, the Commission made a proposahtn these rights to publishers of news
content?® which opens the possibility of charging news aggters for the use of the content
of press publications, and even the establishmieatEuropean Union-wide fee, in spite of
the associated adverse effects.

2L Source: http://www.elconfidencial.com/tecnologzd 7-02-16/axel-springer-canon-aede-meneame_1381768

2 gource: https://ec.europa.eu/digital-single-meek#news/public-consultation-role-publishers-caglyr-value-chain-
and-panorama-exception

2 Source: https:/lec.europa.eu/digital-single-meekenews/proposal-directive-european-parliament-esuncil-
copyright-digital-single-market
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3. Impact of Internet and Aggregators on the Online News
Consumption

It is largely unnecessary to repeat what has baghrsany times before about the growing
use of the Internet and its effect on our moddm ks well as to provide any evidence that
confirms it**

Undoubtedly the digital network is widely and ingsengly utilised and has had a profound
impact on various aspects of our life, such asatedemic and the professional spheres, the
provision of services and leisure and entertainmkrtas significantly contributed to the
exchange of information and to the expansion ofkmawledge. Thanks to the web, millions
of people have easy and immediate access to aawmasdiverse amount of information,
breaking many of the physical barriers that existecommunication up to a few years ago.

The “Estudio General de Medios 2016ihdicates (see graph below) that the only media
whose audience has grown significantly in Spaimthe Internet, augmenting its penetration
in 42 percentage points during the last 8 yeaosnf80% in 2008 (with a daily consumption
41.7 minutes up to 72% in 2016 (with a daily consumption of I0Tinutesy’ Other
media such as radio, cinema and television havaired largely stable, while newspapers,
magazines and supplements have seen their peaetditp by 18, 16, and 12 percentage
points over the same period. The Internet ranks thiterms of media audience, only behind
the television and exterior publicif§.

24 By way of illustration, for example, it can beted that the information available in the digitabmork has grown
exponentially since the first web page was desidregk in 1991. In 2001 the number of web sitesdsttaaround 30
million, while in 2014 it exceeded for the firstriie the figure of 1,000 million. Source:
http://www.Internetlivestats.com

% |tis important to note that despite the fact #adernal formats showed an increase of 24 peagernpoints in their
penetration rate during the last 8 years, thisbeamainly attributed to a change in methodologyf2015, when
views during the last week began to be considerst@ad of the last day, according Estudio General de Medios
20186.

% According to théMarco General de los Medios en Espafia 2017”.

27 According to th&Marco General de los Medios en Espafia 2017".

2 Exterior formats, such as posters, banners, signishillboards are, among others, the channets fas exterior
publicity.
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Graph 1. General Audience of Media in Spain. Penedition (%)
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Source: “Estudio General de Medios 2016”

According to this same source, the percentage ahi@pls who used the Internet “the day
before” in 2016 reached 73.6%, while in 2008 it \Wdohave been only 30%. Furthermore,
according to thé¢'Encuesta sobre Equipamiento y Uso de Tecnologi@dnfiormacion y
Comunicacion en los Hogares 20163ublished by the INE (National Statistics Ing&fy
81.9% of Spanish households had Internet accassistthree percentage points higher than
in 2015 and 32 points above the figure recorde@®008.?° Moreover, according to the
“Estudio de Medios de Comunicacién On-line 2016%Ver 96% of Internet users surf the
Internet 6 or 7 days a week; 88.2% of them dotitldast sometimes) through the mobile
telephone®

One area where the Internet has had a particuagygificant impact is in commercial
relations. The digital network has become one efrttain channels for suppliers (producers
or distributors) and demanders (users and cons)yinoéra wide range of products and
services to contact each other. This change haaidgrhad positive effects for sellers and
buyers, as well as for the competition processimegal.

For consumers, the Internet has significantly redute time spent on searching information
about different products and services availablethe market, enabling a much deeper
knowledge of their features and, therefore, makimg choice easier. In fact, in a large

2% The“Marco General de los Medios En Espafia 201@tlicates that this figure reached 77.0% in 2GB55% in 2015;

and 42.0% in 2008.
30 According to théEncuesta sobre Equipamiento y Uso de Tecnologéamtbrmacion y Comunicacién en los Hogares

2016".
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number of cases, the Internet has enabled seargheh would otherwise have been
impossible®

Likewise, increasing the number of choices avadatd consumers has led to a greater
competitive pressure amongst the now larger nurabsuppliers, which in the medium and
long term boosts the supply of goods and servitéggber quality at lower prices, as well as
the diversity and innovation.

In that sense, it is also obvious that there isagked tendency to obtain news via the Internet,
in detriment of traditional print media. Accordintp the recent survey "Standard
Eurobarometer 84", the number of Europeans who indethet as a source of information on
national politics increased by 9 percentage paihisng the 2011-2015 period, while the
written press decreased 9 points during that sared

Within this context of changes and advancementhef demand of information via the
Internet, there is wide empirical evidence on tffeceé that this has had on the consumers.
For example, according to the survey “European Bé&bnsumer Survey 2013 over 60%

of consumers in nine countries of the European knises the Internet to get information
that is not available anywhere else. The surplasdhline media consumption has generated
for these users (benefits over cotsjood at an average of € 1,077 per year, abovefthe
line consumption surplus. Out of this amount, agpnately one third came from the
consumption of newspapers and digital magazines.twh graphs below show these results,
broken down by country.

81 with respect to that, we can consider, for exampPheret al (2013) who analyze how much time online search

engines save researchers who employ them foritifermation needs and the degree in which onliredes affect
experiences and results. Taking into account infbion on searches available in the “Internet Pulilicary” (IPL)
they conclude, among other things, that answersarh likelier to be found on the Internet thamffiine sources and
that search time is significantly lower.

%2 The Boston Consulting Group. “European Media CotesuSurvey”, in “Follow the Surplus: European Conetsn

Embrace On-line Media”.

33 That s, the value that that information hastfe consumer (the maximum price he/she is willmgay) minus what

the cost of the information has been. Consumer gsiipla measure widely used in economics that mestiue net
benefit (of costs) of enjoying a good or service.
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Graph 2. Consumers accessing online services to gafiormation that cannot be
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Graph 3. Offline and online media average consumpin surplus, specifically, of online
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In the case of suppliers (producer and distributompanies), there is no doubt that the
Internet has also had a very positive effect fenthwhich has allowed them, for example, to
increase their customer base, as well as to fa@licommunication, reducing transaction
costs. Moreover, the Internet has emerged as adegrtising channel for many companies
within their business strategies, allowing themraater promotion and visibility of their
products through a wide variety of advertising fatg) including not only text and images
but also sound, video, animation, links, etc.
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The following graph shows that the Internet in 8plaas the second highest share on the
overall advertising investment in conventional naedainly behind television, but surpassing
newspapers since 2012 and, for a number of yemat®) and magazines. In fact, the Internet
is the only media for which advertising investmbas grown steadily in recent years (105%
between 2008 and 2015), sharply contrasting wil2% drop in advertising investment for
the rest of the conventional media in the sameopéfi

Graph 4. Advertising investment participation in Spain for conventional media
according to channel (%)
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Source:“Estudio de la Inversién Publicitaria en Eg@a (2014-2016)"

On the other hand, the report titled “Entertainmamd Media Outlook 2016-2020. Spain.”
confirms that advertising investment on the Intermas been growing over the last years
(77.7% between 2011 and 2016), having the secagtteki share on advertising investment
within the entertainment and media sector, reptesp8.9% of it.

3 We must take notice that the report “Advertisingestment in Digital Media: 2015 Results” preserdsivalent

numbers on advertising investment for conventiomadiia in 2015, with the exception of the Interfi@t,which this
report shows a number that is 3% higher.

NERA Economic Consulting 12



Impact of the Google Tax on Competition Impact of Internet and Aggregators on the Online News Consumption

Graph 5. Advertising investment participation in Spain for entertainment and media
sector, according to channel* (%)
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In this context of huge online information demanal aupply, search engine services for
information and web pagés,including price comparators and content aggregatbave
played a key role. This not just because they Bagmtly reduce the searching times for
consumers, but because they allow them to performchnmore extensive information
searches, besides representing a unique tool tegsdcategorise) and prioritise (sort and
filter) the massive amount of information availabighe Internet.

In the case of suppliers, search engines and doatgregators also represent very useful
platforms to give greater visibility to their pratta and services over those of their
competitors, while being an additional advertisohgnnel.

In absence of instruments such as these, it woeilsiaply impossible to take advantage of
the enormous amount of information available in ltiternet, leading to the loss of much of
its value as a mean of communication between sengpknd buyer and therefore, as a
promoter of competition, efficiency gains, innowatiand, ultimately, social welfare.

Nowadays, it is very difficult to find a single eetion of an economic activity that has not
benefited from the advantages offered by the leterfiihe news publishing industry and its
related activities are certainly not one of thesseptions.

% Asearch engine is a computer system that indiessstored on web servers when information éopéc is requested.

An exploration is performed using keywords andgbarch engine displays a list of addresses withetlaged topics.
There are different ways of classifying search eegiaccording to the probing they perform. The mosimon
classification groups them into thematic indiceslioectories; search engines and meta-search engine
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Internet not only is on the way to establish itsalfthe most popular news distribution media,
surpassing the traditional paper format, but culyehhas become an indispensable tool in
producing and editing content, helping to reduceration costs in publishing companies and
removing entry barriers. This has encouraged thergion of new business models that are
more efficient and oriented towards the digitaltegs

In the same vein, for example, thdarco General de los Medios en Espafia 201iddicates
that 53.8% of Internet users in Spain have usedniteenet to read “information on current
affairs” in the previous month, only behind “instamessaging” (93.5%), “search of
information” (83.2%), “e-mail” (71.8%), “social neorks” (63.0%), and “video watching”
(59.5%); but above “use of applications”, “musicnsomption”, “banking operations”,
“viewing of series and movies”, and “purchase abd®and services”, etc.

Likewise, according to th Estudio de Medios de Comunicacion On-line 2014#.8% of
Internet users in Spain surf online newspapery datile 21.8% do so at least once a week.
Of those who surf daily, 57.4% do it for an houmnaore.

Thus, it is not at all strange that almost all péicals, including large groups that
traditionally distributed their products in paperrhat (printed), as well as new publishing
companies;-many of them focused only on the Internéiave made very significant efforts
to adapt to this new digital age, developing onlieesions of their products.

In this context, news aggregators have helped teecbthe negative effects of information
overload of this type of content, providing a distive and differentiated added value
compared to traditional search engines. These cervare not limited solely to provide
references on news as a result of a user seardhthby actively offer information
categorisation, selection and filtering servicasdioline news readers.

As stated by Lee and Chy (2015):

“The Internet has brought about revolutionary clgas to the contemporary media
landscape, disrupting existing supply-and-demanaaadyics, leading to new ways of
consuming news that threaten most traditional miedmaarket share. One major
change is the rise of content aggregators—instdatiraing to specific news media
outlets for news of the day, news audiences areasingly turning to aggregators as
a one stop shop for news from a wide array of sesifc

3.1. The development of online press in Spain

The percentage of digital press (only) readerspairshas increased in the last twelve years,
from 1.1% in 2001 up to 32.0% in 2015, reachingye® 3 million readers? In contrast, in

2001, 96.8% of the press readers did it on pripigoer; while in 2015 this percentage had
fallen down to 49.9%. In addition, the percentageeaders who combine both options has

% According to théLibro Blanco de la Prensa 2016”
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increased 16 percentage points compared to 20@thirgy 18.1% in 2018’ Currently,
Spaniards spend on average 83 minutes a day regeimegal information newspapers on the
digital network, compared with the nearly 40 mirsu$@ent in 2012.

In this new era of the Internet, almost all publighcompanies (both Spanish and foreign)
have been forced to make significant investmenthéir editions not to be outdone in this
technology race. This has affected not only the veagistribute and present contents (for
example, from the traditional text and image tarfats with video, sound, animation, links,
interaction with the reader, etc.), but also theteot production and edition processes.

The need to maintain online traffic is importanteevfor traditional publishers with a
consolidated readership. According to the repotie Tmpact of web traffic on traditional
newspaper publishers”, revenues from the onlingioadi traffic of traditional Spanish
newspapers accounted for more than 10% of theit tevenues®

The effects of digitalisation have allowed the egeeice of new business models with
renewed professional profiles and innovative anfitieht techniques of production and
distribution of information, granting great imparte to the Internet as a broadcasting
medium.

Thus, in addition to the online editions of majeference newspapers in Spain (El Pais, El
Mundo, ABC, La Razoén, La Vanguardia, etc.), in recgears the so-called “digital native
newspapers” have risen (for example, 20minuotsert#inl Digital, Periodista Digital, El
Imparcial, ElI Confidencial, El Independiente, Elpg&ol y lainformacion.com) and they
have attracted a significant base of readers. Othegntly created digital native general
newspapers have been added to these, such asoeddiamfoLibre, ZoomNews, La Marea,
teinteresa.es and vozpodpuli, in addition to webssitf companies that do not properly belong
to the publishing industry but add informationahtamt, such as television and radio stations.

The emergence of these new journalistic projectargely based on a new business model
with low operating costs -both related to persorenadl production technology- and with
modest investment requiremeniSeveral of these are led by journalists who haa to
reinvent themselves after the human capital cuferea by the publishing industry in these
years of crisig?

37 According to the “Reuters Institute Digital Newsget 2016”, 86% of Spaniards with Internet accesald/ use online

platforms to obtain news, while 56% uses printedfptms, not excluding the possibility of using tbtypes of
platforms.

% For the sample considered in the report, it vedsutated that out of the total revenue of tradisionewspapers, 160

million euros can be attributed to online traffic.

% |tis estimated that less than half a milliomo=suare needed for the development of a new pubtjgiroject on the

Internet, as well as an available capital of apjnaxely 700-800 thousand euros to consolidaterindtthe first year
of operation. SourcéEl Negocio de la Prensa Digital 2014".

40 “Since 2008 the Press Association of Madrid (knowpanish as APM) has recorded a total of 300 memnplistic

projects until the end of 2013, some with originalgosals and intended to be an alternative capabletopping the
loss of jobs that affects a sector that, in thevamoentioned period of time, has seen the destruofialmost 9,500
jobs. Among the layoffs carried out, the ones paréal in the following newspapers stand out ABC, EldduiEl Pais
and Publico, as well as the disappearance of a hdraffdigital and print publications, some as redet as Soitu. A
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The lower operating costs are not only the restiithe development of new information
technologies, but of new organisational formulaghvlatter business structures (“less bosses
and more teams”), with teams comprising a minimuntical mass of editors, with
polyvalent journalists that adapt to different ftions and external collaborators.

Unlike the major newspapers of reference, whosenmeccomes both from advertising and
subscriptions and the sales of printed newspaperst digital native newspapers are free and
rely on advertising as the only (or main) sourcéirdncing, except for a few isolated efforts
trying to include mixed models of advertising ancrovdfunding™* or advertising and
subscriptiond? Thus, since the emergence of “El Confidencial’e-af the digital native
newspapers with the largest audience- publishetisese journalistic projects opted for a free
distribution to achieve a critical mass of readbeg enable them to enter the plans of the big
advertising agencies.

In this regard, the management of advertising amaketing of advertising spaces have
become a cornerstone for the strategic developwofahiese companies. To achieve this, the
development of their own brand and good reputasanucial, especially taking into account

that most of these new publishers started fromtatydorced to create a strong branding
from the beginning.

Certainly, this is a barrier that traditional refece newspapers have not had to face, or at
least not to the same extent, which is a competitisadvantage for these new market
“players”. More for their benefit, in their transib to the digital world, traditional media
have inherited the reputation of an establisheddthat often gives them greater credibility,
so they do not need to invest great efforts to ensertain audience leveldThis is in
addition to the preconceptions that “second clgmsinalists operate in the Internet and that
free newspapers are of lower quality.

To some extent and because of these disadvantagas, free or online newspapers failed to
survive this race. Newspapers such as ADN.es and #wed many difficulties to achieve

number of these professionals have participatatein projects or are even running new online newspa(ireicLibre,
eldiario.es, lamarea, ZoomNews, teinteresa.es), teptti an explosion of new digital media

SourceEl Negocio de la Prensa Digital 2014".

“These digital native succeses may be driven bytigoing loss of human capital at all levels of m#maditional
newsrooms and the users’ desire for a broader spetof views and news.”

Source: “Reuters Institute Digital News Report 2016".

41 For example, the new digital newspaper “El Espaitill under development, has raised over €rilion from

almost 5,600 people in a crowdfunding campaigis & world record for the newspaper industry. Seurc
http://www.elespanol.com/proyecto/ultimas-horasaplaacerse-accionista-de-el-espanol/

42 For example, eldiario.es and infolibre and thea@at newspaper Vilaweb have readers who voluntpsfya

membership fee, which gives them certain benediisl{ as “previews”). Source: “Reuters Institute igNews
Report 2014".

4 For example, developing SEO activities or the afsa “Community Manager” (a person in charge direg)

streamlining and enhancing content or brands ameegs and potential consumers, for example, threogtal
networks).
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an important reader base and advertising incSitteys being particularly affected by the
economic crisis that Spain suffered in recent yeatsch has had a negative impact on
advertising investment volumes in this country.

However, the emergence of new publishing modele@ent years, along with that of other
digital projects already established, has led & dfeation of new spaces and has helped a
handful of online newspapers to reach certain awdielevels, removing part of the
concentration around the major newspapers of neéerébasically, El Pais and EI Mundo).
However, it is also true that a good part of theders and the online advertising of digital
media continues concentrated on just a few m&dia.

In this regard, small publishing groups who havevilg bet on the Internet and on a free
distribution model, are considering some additiagmlrces of income (for example, payment
for content or subscriptions/donations) as a meam sfirvival.*® However, their main
objective has been focused on the technologic lesdership, searching and implementing
new innovative forms of production, edition andtudlmition of content that allow them a
better position within this competitive market. Bhicompetition and market situation, as
well as being a risk, have offered them additianaéntives to innovate and to operate their
business efficiently, unlike large publishers, whitave been slow in responding to these
new circumstances.

3.1.1. Innovations in the online press

According to “El Negocio de la Prensa Digital 2014tecent developments and/or the
innovation needs in this sector point in the folilmgvdirections:

=  Multi-platftorm media, compatible with computers, tablets and mainly
smartphoned’ There is a need for the web pages design to d@daydrious screen
sizes, either using a unique responsive designs{iBesive Web Design” or RWD) or
adaptive designs intended for different devicesdgptive Web Design” or AWD).
The latter design has encouraged the creation plications for specific mobile
phones for Apple and Android, and although seveudlishing groups have focused
on developing their owff this does not seem to be a solution in the long ru

It is estimated that a number of unique montlsigra below two million can prevent or seriouslyd@nthe survival of
journalistic projects, since their inclusion in thevertising plans of large advertising agenciakiffcult. SourceEl
Negocio de la Prensa Digital 2014".

4 Source“El Negocio de la Prensa Digital 20144nd ComScore.

% Itis expected that the payment for online conbstomes an increasingly present option in theiared its different

formulas will adapt to readers’ willingness to gayinformation. SourceEstrategias de Pago en Diarios Digitales en
el Mundo 2014".

47 As highlighted by Carvajalt al. (2013), the unstoppable evolution of telephorg iew challenge for the digital

media: the multiplatform convergence. The medialrteeadapt themselves to the demand of readerswighoto
access information through multiple distributioatfidlrms, including mobile devices.

4 The heads of Eldiario.es were the first to aneeuthat they are going to implement the RWD on tive page.

SourceEl Disefio se Adapta al Tamario de la Pantalla 2014”
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The need for this technological adaptation is palérly relevant taking into
consideration the results of several studies, asdhe one from th#&sociacion para
la Investigacion de Medios de ComunicacidiMedia Research Association), which
confirms that Internet browsing from mobiles clgadxceeds that from desktop
computers and laptof$ Moreover, a high percentage of online news reagdsestwo
or more platforms to access the néls.

More specifically for the online pres¥| Negocio de la Prensa Digital 20145tates
that 55% of users use mobile phones to be inforwhile tablets continue to grow,
although not at the initially expected pace (cuityeid.5 million). This source also
states that 57% of the readers of the top 10 digitdia read the news through the
mobile phone and 47.25% of “pure players” reademsvaently consulted them
though the mobile phone.

Additionally, the“l Estudio de Medios de Comunicacion Online 201d8ints out
that 16.5% of Internet users who consult the onpness use a tablet (6.4%) or a
smartphone (10.1%).

These results are consistent with those from tpertéReuters Institute Digital News
Report 2014,” which states thdThis year we find more compelling evidence about
the pace of the multi-platform revolution and thereasing use of smartphones and
tablets for news” According to this study, 22% of online news reader Spain use
the mobile phone as a primary access platform,end#b use tablets.

On the other hand, the "Reuters Institute Digitaldd Report" of 2016, ratifies itself
by stating that'We continue to see rapid adoption of smartphooesiéws in all the
main countries we have been monitoring since 283y3contrast, computer usage is
Falling and growth in tablet usage has slowed tirigl back in countries like the UK
and Japan. ®

= Multi-product media offering additional products to news or at leastider variety
of content. Some examples of these initiatives @dad the British newspapdihe
Guardian which also offers a dating web pa@nulmatesor the debate web page
“Espacio Publico”, launched by this same newspaper.

= Media with sharply differentiated content and audieicesas consumers are moving
further away from cloned services and products ¢xétemely homogeneous. In this
sense, the development of proprietary and resplentbhnologies and media with
more computer skills will be very relevant. That &though the technology has

49

50

51

52

The“Marco General de los Medios en Espafia 201@bints out that 93.6% of Internet users used atghone to
access the Internet (at least once) during the mangiceding the study, while 53.3% used a laptdplrank, 36.2% a
desktop computer and 29.1% a tablet.

According to “Reuters Institute Digital News Rep2otl4™, 43% of readers access online news thrawghdifferent
digital platforms and 14% through three or more.

These percentages increase to 44% and 21%ufsthef mobile phones or tablets to access online ieconsidered,
although not as primary access platforms.

The same report states that 58% of Spanish onémesreaders use their mobile phones to accessathiient.

NERA Economic Consulting 18



Impact of the Google Tax on Competition Impact of Internet and Aggregators on the Online News Consumption

turned into a “commodity” with the consequent costiuction, those media that
intended to lead the online media industry musehaeir own technologies allowing
them to qualitatively differentiate their produchi®m those of their immediate
competitors, in addition to conducting more dethilenalysis of audiences. The
distinction through quality (as highlighted by Jeand Nasr (2016)) or through
different approaches (for example, eldiario.es emsfdes the “effect of the news
content on the people®could be other relevant alternativés.

Renewed commercial strategy for advertising and fiancing sources that
counteracts the overwhelming dominance of the loiggrhet “players”, such as
Google and Facebook that include capillarity andience segmentation. A relevant
example in this sense is the Finnish newsp&fssingin Sanomatwhich modified
the design of its edition for tablets, so that atisimg was less intrusive while
capturing the attention of readers even more. Tuwepled the number of advertising
campaigns between 2012 and 2613.

As for new financing models, for example, some m@pers have resorted to new
formulas, like crowdfunding ifiEl Espafiol” andDe Correspondentor through its
own workers, like eldiario.e3’

Message dissemination and readers participation ora real time basis for
example, as moderators or content generators. éessful example of immediacy is
theFinancial Timesand itsfastFT service, which sends headlines often customised, t
mobile devices throughout the whole day. With rdgao the participation of users, it
is worth mentioning the case of eldiario.es whietien though it has a system of
“metamoderation”, in practice the readers themselet as moderators, assigning
negative votes and hiding comments deemed offen$ive Spanish version dthe
Huffington Poshas also opted for user participation in the maiilem, establishing a
series of social rewards (“medals”) to recognise r@ward these roles.

In fact, the interaction with users is one of thstidguishing features of the online
media, as highlighted by Steensen (2009 a andhx),also notes that these media are
more likely to use multimedia and interactive tealogy in journalistic production.
Therefore, innovations in this area are very imgoatrt

Innovation in this market has been and will corgino be central and has been led mainly by
digital native newspapers, as highlighted in theutrs Institute Digital News Report 2014”:

“Across the world we are seeing the rising impaicpore players that are bringing a
new tone of voice and innovations in format andiress models. Some are now
international players creating new disruption in myaof our surveyed countries. The

Source: http://www.eldiario.es/que_es/

In this context, to maintain and to further devetplity journalism, it is necessary to have jolists, newsrooms, etc.,
which necessarily involves a significant investmiartraining and development.

Source: http://www.inma.org/blogs/ideas/post.tfegingin-sanomat-revolutionalises-tablet-advertjsi

Source: http://www.eldiario.es/que_es/
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Huffington Post operates 11 international editionmany of which are joint
enterprises with traditional news groups such asviande in France and L’Espresso
group in Italy. Buzzfeed runs sites in the UK ararzany and has recently launched
versions in French, Spanish, and Portuguese.

These sites attract younger audiences and genematdh of their traffic from mobile
and social media. They have also been experimemiitignew ‘native’ advertising
formats where sponsored messages appear as péwe gbntent itself.”

In that sense, as reaffirmed in the "Reuters bmstiDigital News Report 2016" for the
specific case of Spain, digital native newspapersstitute a strong competition in the online
press market:

"(...) newspapers increasingly find audiences anlimhere they face strong
competition from a mix of new and long-running @ignatives."

3.1.2. Advertising in the online press

Just as publications have seen an opportunity deease their reader base in the Internet,
advertisers have found a new channel to publi¢cisg products and services in the online
press. In 2015, the digital media achieved 8 mmllamlvertising inserts, representing 9 times
more inserts than the ones obtained in 2012; digitannels now account for 21% of
advertising investment in newspapafs.

According to the reportindice de Inversién Publicitaria 2015"advertising investment in
digital media increased between 2014 and 201mgigsom € 154.6 million (20.1% of total
newspaper expenditure in digital and non-digitadiagto € 180.9 million (22.7%} As
shown in the figure below, this implies that thdim® press advertising investment came to
represent 41.6% of all Internet advertising in 20dlEnost two percentage points more than
in 2014.

57 According to théLibro Blanco de la Prensa 2016”.

%8 The report “Entertainment and Media Outlook 2@080. Espafia” presents a figure of €187 million20t5.
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Graph 6. Advertising investment in online press vdotal spending in the Internet (%)
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Source:“indice de Inversién Publicitaria 2015”

Likewise, according to the report "Entertainmend dedia Outlook 2016-2020. Spain” there
are positive growth prospects for online advergjsinvestment, forecasting an average
annual growth rate of 7.8% during the 2015-2020iogerwith which the advertising
investment in this segment would amount to € 272lioni In contrast, advertising
investment in the printed media would decline byaarerage of 2.3% per year during the
same period, so that advertising spending in tHe@press would represent 33.1% of total
spending on digital and non-digital media.

Tariff structures for online press advertisers offaultiple formats. Among the main ones
are:

= Cost per Mille (CPM). It consists in paying a fee for each viewing obanner
regardless of whether the user activates the all avitclick” or not. The contract
conditions and the fee of the CPM formula dependaables such as the ad format,
the advertiser prestige and its volume capacityrayst others;

= Cost per Click (CPC). A payment is provided for each ad where the ukeksc The
rates of this model increase with respect to thé1@Rd depend on several factors,
including the amount of clicks, the advertisemené @nd features, the platform, the
reputation of the seller, etc.;

= Cost per Lead (CPL).In this case, the advertiser pays for each usgy fitom an ad,
fills out a form with his/her personal details. $imodel increases the value because it
involves the user, so the rates are usually highée amount of information
introduced in the form determines the pricing, adlvas the sector to which the
company requesting the information belongs, theluskaty of the platform, the
contracting volume, the value of the advertisingnal; etc.;
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= Pay per sale (PPS)In this case the aid receives a commission foh esde the
advertiser makes. The pricing for this contract el@so depends on several factors;
it is recommended, amongst others, when the phatigged is focused on sales, the
advertising company is widely known and the abitifythe platform public to accept
a campaign of this type; and

= TheCost per Acquisition (CPA)is a combination of the CPL and the PPS.

Other pricing formats include?ay per Download (where the rate is set depending on the
downloads made by the userBhy per View (which depends on whether the viewing of a
video occurs); and theffective Cost per Mille andEffective Cost per Click (where prices
are set depending on the effectiveness or prdiitabichieved by the advertiser).

Despite the efforts to change the pricing modethhbo display and search investment, the
main type of marketing is the CPMFor display investment some sources set it at $5%.

According to thé‘lnversion Publicitaria en Medios Digitales: Resattos 2015; the main
pricing method in digital media (not just onlineeps) is also the CPM, followed by the CPC,
as shown in the following graph.

Graph 7. Pricing method in digital media (%)
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= Cost per Mille (CPM) = Cost per Click (CPC) = Cost per Mille (CPM) = Cost per Click (CPC)
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m Others m Others

Source: “Inversion Publicitaria en Medios DigitatleResultados 2015”

% In “search” advertising the user performs anvacsiearch (for example, in a search engine suGvagle), so that
when the ad is shown there are greater chanceththaser will be interested. On the other hantdisplay”
advertising, the intention is to call the attentadrthe user via generic ads when visiting web pafgr example, news
media.

80 “E] Negocio de la Prensa Digital 2014”.
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3.2. Content aggregators

In parallel with the Internet growth and the ingieg availability of a greater amount of
online material, particularly by news editors whe,noted earlier, are especially prone to use
multimedia technology, content aggregators have @éseloped very significantly, playing a
key role within this process.

These aggregators have mainly developed due talithedance of information available in
the Internet, often overwhelming for the news consu(Dellaroca®t al (2016); Holton and
Chyi (2012)). As explained earlier, the news aggtes are information services that do not
generate original contéfibut add and display part of the editors news, iging links to
their web pages with full original news. Generathey only include the title of the news (or
part thereof) and a fragment of the text, or aflaescription of the news or content, so in
order to get more information the readers haveottoghe editors’ web sites.

Aggregators are of great practical use and addie wnce they combine a huge diversity of
sources of information, in some cases with the ipdisg of interaction on the part of the
users (such as comments and discussions) and svemaan to select news (for example,
allowing users to insert the links and/or votetfarse links they deem more relevant).

The news aggregator role emerged almost 20 yearsStafewas one of the pioneers with
the webToday's Paperswhich analysed the stories in the front page haf tive most
important newspapers in the United States. In thelgvof David Plotz, one of its founders:

“Today's Papers showed what Web news aggregatamsmpposed to be: It captured
the media zeitgeist, it condensed everything yeded to know into a few paragraphs,

and it was fast®?

One of the first major aggregators as we knowdajowas Google News. It is an aggregator
with an automated news search system that congtaattks information from the main
online media. It was released in April 2002 andrenily has over 40 regional editions in
different languages (each one customized to sah eauntry’s readers), in addition to local
versions for over 40 countries. It is mainly chaeased by:

= Being an automated aggregation system using amithligothat creates a ranking of
importance as to how many times and in what weds sit story comes up on the
Internet, amongst other criteria. Consequently, rtbes is chosen regardless of the
ideology;

= Providing links and excerpts from various artictegarding the same piece of news
so that a user can quickly access the article forariety of media on the same issue.
This is extremely useful if the user wants to coregifferent points of view;

51 Although there are some aggregators that, evamgththey link external content, they also prodinegr own content

as theHuffington Post

52 Source:

http://www.slate.com/articles/news_and_politicsésldare/2009/08/introducing_the_slatest_a_bettavsnaggregator.
html
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= Showing news on topics previously chosen by the ssdhat if a reader only wants
to see news related, for example, with the enviremtad, he/she simply has to check
the option in his/her personal section;

= Incorporating, since 2006, the extension Google NAavechive, which allows the user
to search in news archives, previously scannethglaaick up to more than 200 years.

Google News has grown by leaps and bounds, so riatho this day it brings together
headlines from over 4,500 sources of informationdiameworldwide and has almost 80
localised versions. It is a service that does restegate direct revenues since it does not
display advertising on the web site. It sends d@&000 million visits to newspaper editors
every month.

3.2.1. Innovations in content aggregators

Beyond the more firmly based aggregators, theedsis a variety of aggregators that include
highly innovative services, bringing together mpesonalised content or that build on the
activity of users on other platforms, such as dongworks. This content shows the
importance of innovation in line with the changesnformation consumption.

Currently and amongst others, some of the optidiesenl by some of these most innovative
aggregators are:

= Aggregation of content based on more personalisedrgierences Innovations
focus on active management of consumer preferesael,as in Newsvine, where the
information is based on selected users (based @t af favourites) and is built on
content that they publish or read. There are algorithmic aggregators specially
designed to provide dynamic content, so the corgbotvn to each user is refined
based on the type of articles the user reads, vinpyoas the user uses its product;
such as the case of Zite, later acquired by Fliphbh

= Aggregation based on activities in social networksSocial networks have become
an important platform to access content and agtwegare not alien to them. There
are aggregators, such as News360, that offer paised content according to the
user activity on social networks such as FacebaoKvatter. Another category is
services build on social networks to gather contemd information using the most
relevant tweets on specific news, such as Prismatic

= Aggregation of content specially designed for portale devices (such as tablets or
smartphones).With the changes in content consumption and adoeise Internet,
aggregators specially designed for mobile enviramsidhave emerged. There are
news aggregators like Flipboard, which presentscimtent tailored to consumer
preferences designed as if it was a magazine, s naggregators such as
NetNewsWire, offering a very simplistic design anwtiose application needs very
few resources (less than 1 MB), suitable for thetwuaajority of smartphones.

83 Zite was closed in December 2015, after havirenteequired by Flipboard in 2014.
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Another recent example is Upday, a mobile news egggor that emerged in late
2015 as an alliance between Samsung and Axel Sprid the moment, it only

operates in the United Kingdom, France, Germany RBaothnd but will soon be

launched in 12 other countries, such as Spairy, IRbrtugal, the Netherlands and
Austria, among others.

3.2.2. Content aggregators in Spain

There is diversity of content aggregators formatsSpain, both on single and multiple
subjects. Sometimes aggregation goes beyond pegss some aggregators also attach other
type of content such as scientific articles or lpogts.

One of the most important Spanish aggregatorseamtbment is Menéame. It was created in
200765)y Ricardo Galli; and reached an average 6fth8usand unique daily users during
2016.

Menéame is an aggregator that does have advertisihgenerates revenues. Its main source
of funding is the advertising income, although théysave been considering the
implementation of a micropayment system so thatrsusmnate small amounts and a
‘premium’ option that removes the ads from the plagea certain period of time.

Its main differentiating factor is the high degofauser interaction:

"It is a web site that allows sending a story thall be reviewed by everybody and
will be ungraded, or not, to the home page. Whese submits a news, it remains in
the waiting queue until it gathers enough votels@g@romoted to the home pada”.

Menéame uses a format that already existed in cthantries (particularly used by Digg and

Redditf® where the user community itself is responsiblettiercontent appearing on the web
site by sending links to news believed to be ofegahinterest. When other readers think that
this is the case, they vote favourably so thatpieee of news climbs up to the first page of
the website.

The other differentiating feature of this type efws aggregators, like Menéame, is the ability
to interact with other users by posting commentdearthe news and allowing the exchange
of ideas and the observation of different pointsiefv, for example, from readers in different
geographical areas.

Other news aggregation services in Spain haverdiftefeatures. For example, some just
show articles as they appear in the original squsceh as Yahoo! News, while others
include their own content, whether in the form efms or columns such as The Huffington
Post. Some aggregators focus on content on a gpéegic like multifriki.com, which

% source : http://www.elconfidencial.com/tecnoldgil 7-02-07/canon-aede-meneame-internet-facebook-

agregadores_1327333/

% Source: https://lwww.meneame.net/fag-es

% Two of the first news aggregators sustaimedser interaction.
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focuses on “alternative entertainment” activitiessonply collect links to news of Spanish
speaking countries, like minutonoventa.com.

In the Spanish case, other specific examples obitapt aggregators are Bitacoras and
Divoblogger, aggregators of blogs and links to eahfor bloggers, as well as Divilgame, an
aggregator dedicated to the dissemination of sGieikhowledge and research.

Within the contents of the so-calledcial marketingthe aggregators Mktfan and Marketer
Top stand out, where content related to the areasosfal networks and Community
Management are added.

Some of these aggregators have led to importamvations in the Spanish market, often
taking innovative models from other countries. Fexample, Menéame introduced
successfully the active participation of users dhd different weight in news voting
depending on the degree of user participation.

Some other examples of innovative operating mold@le been Karmacracy, a tool designed
to share content that combines elements of aggnegahd social networks allowing users to
be paid for their reputation by means of advenjstampaign$’ or Barrapunto, one of the
first monothematic aggregators of computer sciesmmoe technology; or Niagarank which
used the contents of social networks as sourcggregatiort’

The graph below summarises the mostly used typesmient aggregation services in the
Spanish market.

57 The top rated users can be selected by markesimpaigns so that they publish a “sponsored” lifilese users are

paid for every click on that link.

%  Closed down as a result of the reform of the Botirce: http://niagarank.es/cierre/
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Graph 8. Content aggregators in Spain
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Finally, in addition to all these news aggregatiwsre are foreign aggregators that can be
accessed by any Internet user who lives in SpdirirTonly limitation is that many of them
are written in another language and they do ndudeclinks to content generated by Spanish
publications®®

3.3. Impact of aggregators on the online press
3.3.1. Effect of aggregators on news consumption

The arguments concerning the effect of aggregatorthie news consumption of online press
Is mainly focused on the impact of two opposingetfs:

= The"Market Expansion” effect; and

= The"“Business Substitution” effect.

8 Such as Drudge Report, CityFALCON. Fark, Zero Hedligaysvine, etc.
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Graph 9. The effect of aggregators on news consum@i
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Market Expansion

Possibly, the greatest effect of aggregatotsasreduction of news searching time, which
increases consumptionThat is to say, the reduction in searching timd affort allows
readers to read more news or to seek more infoomatnaking it possible to discover news
that without aggregators would not have been plessibfind (Calzada and Gil (2016)), or to
continue reading information related to the topieew the main piece of news is already
indexed (Chowdhury and Landoni (2006)), thus insirgg the number of visits to online
newspapers.

In addition, when users are eager for variety @frimation, the costs imposed by the search
may limit the number of media they visit (Georgel afogendorn (2012)), being searching
costs the main factor that improves consumer welfar

However, some editors also argued that aggregatassreduce the news qualiyHaving
greater access to lower quality editor contentsaarers’ preferences would end up changing,
they would appreciate less the high-quality contexd would be less willing to pay for it,
thus discouraging its creation and the investmettéir generation

" For example, Rupert Murdoch, executive director maéh shareholder of News Corporation, has stated‘then
this work is misappropriated without regard to theéstment made, it destroys the economics of progumgh-
quality content”.Source: speech before the US Federal Trade Commissaworkshop on the future of journalism in
the Internet age, December 2009, available ap:/Mtwvw.dailyfinance.com/2009/12/01/murdoch-to-wiagfon-stay-
out-of-the-way-but-please-help/

L Discussion Article in the “Tiger Forum”, availatéé http://www.tiger-forum.com/content/news-aggtegs:-drive-

newspapers-provide-better-content-impact-profitseutain
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There is literature that points in the oppositedion though, suggesting that the appearance
of news aggregators and, therefore, the greatempetition amongst publications, would
motivate editors to produce higher quality news li@ecas et al. (2013)). Moreover,
irrespective of the publication quality or repudatibefore the appearance of the aggregator,
newspapers have incentives to create ties withaggregator and to increase the product
quality with the intention to get as much traffic @ossible from these (Jeon and Nasr (2016)).
Similarly, other authors have also asserted thagsnesaders using aggregators find it
essential that they contain articles from highlputed media (Chowdhury and Landoni
(2006); Chiou and Tucker (2015)).

Regardless of the impact on quality, it seems gadliéar that aggregators increase news
consumption, largely due to the increase of tinwvidled to the reader for news consumption
by reducing searching times. Moreover, this dodgsomdy contribute to the increase in the

number of news visited, or the number of visits eday Internet users to a specific

newspaper, but it allows less known and consoldlamwvspapers to receive views that they
would otherwise be less likely to receive. This éfégnvould not necessarily be exclusive of

small or unknown publications, but also larger ogesld attract additional readers who

possibly would have not got to their web siteshéyt had not been redirected by an
aggregator.

Furthermore, the effect of market expansion doé®nky benefit editors by allowing readers
to spend more time reading news and redirect ¢raffithem through their links, but they
could expand the base of potential audience bwyaiig users which without aggregators
would not possibly read news, or at least, notughothe Internef?

Business Substitution

In addition, through the Business Substitutionaffaews aggregators could have an adverse
effect on online publications, inasmuch ssme users may be content with the little
information available next to the link provided by the aggregator and therefore they
may not visit the original source In this sense, the aggregator could have a negetfect

on traffic, reducing the number of visits that alpation could receive, compared to a
situation where there were no aggregators and re&de to visit the original source.

This negative effect on editors could also be augsetk by the direct competition from
advertisers. In other words, aggregators couldamty be capturing readers from editors,
reducing the potential to generate advertising nmeo but advertisers could be using
aggregators as alternative advertising channedsltertise their products. Thus, competition
by advertisers would not only be indirect throulgla audience, but direct as a substitute of an
advertising service. This effect has also beenligigted in the literature when it has been
noted that, for example:

“Our work on brands (section 1) shows that audesiconsume the majority of their
on-line news from familiar and trusted brands, tvat can also see that they are using
increasingly varied ways to find that content. e fprocess, Google, Facebook, and

2 For example, readers of written newspapers asubat get information through other media suchad or television.
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Twitter have become — to a greater or lesser extemtermediaries for a large
proportion of news journeys on-line. As a resudtng publishers complain that they
have been able to take a significant share of trelable advertising revenue around
news, thereby making the funding of trusted cortere uncertain.*

It is in this sense that some editors consider #ggfregators imply an unfair competition
because they use news generated by them to “takieneand advertisers away from them”
and get direct (for example, advertising income)nalirect benefits, but without generating
any added value to the news and without paying ftinus taking advantage of their creation,
as noted by Rupert Murdoch:

“Producing journalism is expensive. We invest trafoas resources in our project
from tgfhnology to our salaries. To aggregate &®is not fair use. To be impolite, it is
theft”

In fact, this argumerns the main justification of the fee defenders intoduced by the new
Article 32.2 of the LPI reform.

Thus, besides the positive externality resultirgrfrthe market expansion effect, there could
be a negative externality of aggregators on orpiess editors.

The existence of these two effects has been higielyin the economic literature. For
example, Dellarocagt al (2013) argue that the existence of aggregatoss ahpositive
impact on the overall online traffic flow (web pagef editors and aggregators) and part of
that audience are readers of print publicationscansumers of other media, such as
traditional radio and television. However, these¢hats also indicate that aggregators are
taking over part of the market advertising incose the net effect on editors would only be
positive if this traffic expansion offset the lagfsincome.

In the same vein, for example, Larson (2014) nthett

“Traditional news organizations argue that aggreéges deflect traffic from their
web sites because users who read news on aggregjasroften fail to follow links to
full articles after reading the headlines and sumies Aggregators, in their defense,
have insisted that they aid traditional news sibgsincreasing story exposure and
driving users to the original web sites.

Although both arguments appear to have at leastesomarit, whether aggregators
drive traffic to web sites or deflect users fronerthis a contested matter, and the
answer likely varies based on a multitude of fagtor

These two opposing effects have also been higlelighy Calzada and Ordéfiez (2014):

7 “Reuters Institute Digital News Report 2014".

" Rupert Murdoch, speech before the US Federal T€auemission in a workshop on the future of jourmalia the

Internet age, December 2009, available at: httpw.dailyfinance.com/2009/12/01/murdoch-to-washamgstay-out-
of-the-way-but-please-help/
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“In recent years, blogs, search engines, and naggregators have come to occupy
the top positions in audience rankings of newsssithile traditional publishers
accuse these entrants of stealing their contents r@venues, they argue that they
expand the market by improving accessibility to spapers and their contents. This
claim might be justified given that aggregators uee consumers search costs by
offering links to many news sites and/or by editmgcontents originated by others”

Which of these two effects dominates is really ampieical question that could have a
different answer depending on the case, that &,sgecific features of the aggregator and
editor in question, as well as the specific market.

For example, for small, little know editors withigcal presence, aggregators increase their
visibility and help them generate traffic besideveloping a loyal and stable readers’ base,
increasing their advertising income and subschisti@s suggested by some researth@s.

the other hand, in the absence of aggregatorsergaday end up resorting more intensively
to the web pages of the most popular and well-knowvedlia, increasing their traffic, due to
the lack of easy access to the contents of smali@dess well-known newspapers.

The magnitude of the effects could depend as welthe amount of information that the

aggregator displays. If the information shown by #ygregator on the content of the original
source is very extensive, the probability that tiser looks up the original source is low, as
highlighted by Dellaorcast al (2016).

In this sense, Isbell (2010) stresses the needkafig into account the different features of
each aggregator category before assessing thecatiphs on the other agents.

3.3.2. Empirical evidence on aggregators net effect ~ on online publications
traffic

Although it is very difficult to estimate the magnie of each effect separatéfithere is
some empirical evidence on the net effect of aggorg on the traffic of periodicals, apart
from some isolated assertioffs.

For example, “Reuters Institute Digital News Rep®@l6” indicates that the amount of
online traffic received by editors from news agg@tegs is relatively low, compared with that
received from other sources. The following grapbvehthe percentage of online readers that
access a piece of news depending on the sourgeain.S

S Athey, S. (2015).

8 Largely due to the absence of statistical daaahow carrying out, for example, an economarialysis, as well as

the limited number of “market tests” (situationses aggregators ceased operations for a periochefih order to
measure their impact).

" For example, according to sources from Google Névesr service sends around 1,000 million cliakeditors’ web

sites each month through their aggregation ser@oarce: Cohen, Joshua (December 2, 2009), "Saotedet, More
Options for News Publishers”, Google News's Blog.
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Graph 10. Percentage of online readers accessinglioe news according to the channel
in Spain*
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* Note that the percentages do not add to 100%esgmme readers access the news in more than one way
Source: “Reuters Institute Digital News Report 2016

Although this indicates that only 10% of Spanisliren press readers access news through
aggregators, it does not provide a direct meastitheoeffects of business substitution and
market expansion, due to the following reasons:

= From this information it is not possible to estim#te number of readers that stopped
visiting the original source being content with timeited information provided by the
aggregator, that is, on a direct measure of thetgution effect.

= It does not offer information on a situation whereaggregators existed, not only in
terms of newspapers visits, but in terms of adsidi income or editors’ profits,
measures that would better capture the economiadgtndhat is, even though this
information seems to suggest that the effect ofegggors on editors is small, since
they generate little traffic, this is not necedgatrue. No one questions that
aggregators redirect a certain number of visiteribne publications. However, the
key question is whether these readers (or even mhare these or less than these)
would end up visiting newspapers web pages if rgyegators existed.

= It does not offer information on readers who digeatcess the publications, but who
are doing so because they knew the publicatiohamptst for the first time thanks to
a link in an aggregator. This could be particulartevant for local or small
publications. That s, the market expansion effeoukl not only be measured through
the traffic that accesses a publication coming feomaggregator, but also through the
readers who have become faithful to a publicatitat they discovered thanks to an
aggregator.
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= Finally, nor should it be forgotten that aggregstare not only important for the
direct traffic they generate to publications, asedan the case of Google News, but
they often affect the traffic generated from oti@atforms. For example, the
importance that Google News has in the Google beargine results has been
argued’® Similarly, new forms of content consumption, s@shthose made through
links that are shared on social netwofkspuld have been originally detected through
an aggregation service to be shared later.

All this highlights the symbiotic nature of aggréiga services?

Besides this type of indirect evidence, some rebeas have tried to measure the importance
of aggregators in generating traffic for online [pcdtions, taking advantage of some specific
events to carry out a “market test”. They also tvydetermine which of both effects of
aggregators’ activity is dominant.

For example, Athey and Mobius (2012), by their wagalyzed the impact of aggregators,
and in particular Google News, on the amount amdpmsition of Internet news consumption
in France, for users adopting a “location” applimatfrom the aggregator. These authors
found that users visited more frequently and féoreger time the local media sites that they
came to know thanks to the aggregator and thathtads a lasting effect. The researchers
found that, eight weeks after the change, the aopson of local news was 16% higher than
at the beginning. However, the researchers alsodftiiat over time the consumption of local
news was derived from an increased use of GooghesNe

Chiou and Tucker (2015) analysed a natural expertimging traffic data from Google News
to other web sites. After a break-up of the negiotis between Google News and Associated

8 “In terms of direct traffic the home page of Goodlews is irrelevant. Its traffic is not very high quamed to what

major media may have on the Internet. However,ritimoitance of Google News sits in the related news laddat
appears on the Google search engine. Thus, wheerasaarches for words on a topic, in the first reshie/she sees
related news that come from media. This action, ating to Article 32.2, is not subject to authoripat or
remuneration.”Source: http://www.eldiario.es/turing/propiedadelattual/Desmontando-Fee-
AEDE_0_229927794.html

®  Also by aggregators that draw on content pubtisbn social networks themselves such as News3B@ismatic.

8 In this regard, for example, it is possible ttgua ruling by the Berlin District Tribunal withsgect to a claim by 41
news editors against the Google search engineruling says:

“The search engine provides a combination of valnd money flows as well as non-monetary benefitalfor
parties and this constitutes a win-win situation.sTiill-balanced system is disturbed by the neighiaights,
under which the press publishers now demand thadéfiendant, as the operator of the search engiags p
remuneration for something that is also in the exoit interest of the website operator.”

Original text in German:

“Die Suchmaschine erweist sich insgesamt als Komiginaton Leistungs- und Geldstrémen sowie der
Erbringung geldwerter Leistungen fiir alle Beteiligtend entspricht damit fir diese einer Win-Win-&titn.
Dieses ausballancierte System wird durch das Lejstschutzrecht aus dem Gleichgewicht gebracht, indiem
Presseverleger nunmehr verlangen, dass die BekédgtBetreiberin der Suchmaschine etwas vergites,diese
im wirtschaftlichen Interesse auch der Webseitemfistr erbringt. ”

Landgericht Berlin, Case 92 O 5/14 kart, 19 de Fel26d.6, opinién p. 19. Available in:
https://europeancopyrightsocietydotorg.files.woedsrcom/2016/06/ecs-answer-to-ec-consultation-ghais-role-
junel6.pdf

NERA Economic Consulting 33



Impact of the Google Tax on Competition Impact of Internet and Aggregators on the Online News Consumption

Press (one of the more relevant news agenciesfoimer stopped publishing contents of the
latter and this situation lasted for seven weekse @uthors compared the visits of users to
web pages from Google News before and after thisida¢c compared to the traffic generated
from Yahoo! News (a news aggregator that continbesting AP content during the seven
weeks). These authors found that, during the pesioen Google News did not provide the
service to the agency, the traffic to news webssitem Google News dropped in relative
terms to Yahoo! News. This negative impact on icaffould have affected local or national
well-known and prestigious media. Similarly, thethas did not find any evidence on a
possible substitution effect for online publicasoand, instead, they found evidence on a
“traffic effect” or market expansion.

Calzada and Gil (2016) assess the impact of aggnesgan news agencies by analysing two
major events in Spain and Germany: the closureaafgl® News in Spain and the decision by
more than 200 news editors of not allowing theinteats to be listed by Google News in
Germany, as indicated in Section 2 of this documé&né authors rely on aggregate data on
newspapers from Spain, Germany and France, usiogetifrom the latter country as a
reference group (control). They also take into aotohe existence of the “market expansion
and “substitution” effects, while trying to detemai which is predominant and how they
modify consumer behavior. Their results, for theecaf Spainshow a reduction of 11% in
the number of visits to online publishers, as welhs an 8% decrease in the number of
pages viewed by consumerdn the case of Germany, they define a reductior? in the
number of daily visits to the publications of thgeh Springer publishing house. In both cases
the predominance of the market expansion effecbrbes evident, so the news aggregators
will allow the expansion of the audiences of onlnublishers.

Very recently, Atheet al. (2017) evaluatethe effects of the Google News exit from Spain
on the consumption of newsThe authors used a sample of navigation everit®foonore
than 100 thousand Spanish users, constructingresditand control groups depending on
whether news consumers used Google News beforetpraspectively, and they found that
the consumption of news by the treatment group @God\News visitors before their
departure) fell by 20% from October 2014 to Mar@i12 The authors found that, as a result
of the closure, users were only able to replaceodiogm of the total news types they
previously read, so that Google News's exit woukb dave negatively impacted on the
variety of contentLikewise, the number of visits to news publishers as reduced by
around 10%. This drop in traffic was mainly concentated in small publishers, while
large ones did not show a significant reduction

Some other sources mention, for example, the sesfltan investigation by “Microsoft
Research New England”, suggesting that news aggmsgauch as Google News increase
visits to news pages provided they highlight lauals®*

This evidence does not support the fact that tleeeesignificant substitution effect showing
that aggregators compete directly with the onliresg.

81 Source: http://www.technologyreview.com/news/4266&0oglenews-friend-or-foe-for-local-news-services/
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In the same vein, some other authors have triedntdyse possible competition between
aggregators and online publications.

Yang and Chyi (2011) used a survey carried out wetiders of different web sites of US
local newspapers to establish the relationship &etwthese web pages and the news
aggregators. Their results show that 26 of the 2B pages included in the survegve a
“‘complementary” rather than “substitutive” relation ship with news aggregators.

Similarly, Huanget al (2013) developed a study to examine the competitelationship
between news aggregators and web sites of newa®d@ith or without printed edition) in
the Taiwanese market. The authors found that amdlyseb pages did not compete against
each other, with the exception of Yahoo News! (i with news content with the highest
market share), which showed a competitive relatignwith Apple Daily web page.

Recently, Lee and Chyi (2015) analysed the relatign between the demand for news
aggregators and the different types of media (nepas, television, news web sites and
social networks) in the US. The results obtainedwshhat together, the three analysed
aggregators (Google News, Yahoo! News and Huffingtost) are not competitors of the
other media. Broken down, aggregators demand datesompete either with the rest of the
media. In addition, Google News and Yahoo! Newsasho relationship with the demand of
local newspapers (printed and digital edition tbget, concluding that they do not compete
effectively.

In short,the empirical evidence suggests that the “Market Bxansion” effect is much
more important than the “Business Substitution” efiect so that, together, aggregators
benefit publishers more than harm them. Moreover, lhe net positive effect seems to be
higher for local, small and little-known publications.

However, this does not imply that the payment diea by aggregators to consolidated
publications (but not to small ones) is justifisthce the net effect could well be positive in
both cases. That is, while the Business Substitukffect may be greater for large and
known publications (compared to small ones) andvhaeet Expansion Effect lower, in both
cases the first effect (Substitution) appears terballer than the second (Expansion).
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4. (Lack of) Economic Justification for the Fee

The new Article 32.2 of the LPI reform has genetateuch controversy and debate on the
justification, both theoretical and empirical.

According to the economic theory, the introductmnan external legislation or regulation
that imposes a certain pattern of behaviour on eta&tors (such as the obligation to buy or
sell a product or service at a certain price teeptigent) is only justified in very specific
circumstances, particularly when the so-cafledrket failures” exist.

If these are not observed, the implementation o&rificial measure that goes against the
wishes and actions of economic actors and dictatethe behaviour of the free market,
implies a seriousisk of introducing distortions to competition, with a negative effect not
only for companies but for consumers and the gémesifare too.

4.1. Economic theory on market failures

In economics, a market failure is a term used tecidlee a situation that occurs when the
supply made by a market under free competitionoisefficient, that is, a situation where
there is a possibility that social welfare could e maximised, in particular, because a
smaller amount of goods service is provided compared to what would teeegal interest
would be.

The most common situations that cause market &slare:

= Imperfect competition (such as monopoly power)lt arises when a company holds
significant market power. This can occur, for exéanmwhen there are economies of
scale that in some cases, may even lead to theeegesof a single supplier (natural
monopoly). As a result of this failure, consumend @p paying a very high price and
consume a low amount of the goods or service, mpavison with a situation with
effective competition.

=  Markets with asymmetric information. In this case, some of the economic actors
have privileged information and may take advantaigene lack of information about
certain facts by other actor in order to, for exmnpet very high prices or restrict the

supply.

= Negative (or positive) externalitiesThese occur when an actor receives damages (or
a profit) resulting from the economic activity ofpeoducer or a consumer that is not
directly related to him/her, reducing (or increagirthe individual or collective
welfare®?

= Public goods Public goods are defined as a product or sethiaeis a “non-rival”,
that is to say, that the consumption by one pexmes not impair or prevent the

82 A classic example of a negative externality & piollution produced by cars or factories. In thesses, competition

and markets bring an overstated amount of goodsnegative externalities because the producereousler does not
consider the cost or damage caused to other aghms performing his/her activities.
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consumption by other individuald and “not exclusive”, that is, it cannot preverdtth
the person who does not pay for it consumé8 When there are public goods, there
is a risk that the market does not provide thendaes it in insufficient quantities,
mainly because some consumers or users, followiagi@nal behaviour, will try not
to pay for them, taking advantage of the fact tbtters have produced it. In
economics this problem is called the “free rideSigem and is the reason why many
private companies, under free market normal cir¢antes, would not be willing to
produce these goods.

= Information goods. These are goods whose main market value is defroen the

information they contain. Typical examples inclupiece of news, a song or a film.
Information assets contain very similar featureshtmse of public goods so they are
often subject to the same market failures. Thabisay, they are usually also non-
rival goods (the fact that a consumer reads a pécews does not prevent another
reader to do the same) and not exclusive (it isossjble or very difficult to prevent
certain individuals from consuming them). Anotheeryw common feature of
information assets is the uncertainty existing keetbeir consumption with regards to
the profitability they will provide, as well as thdow reproduction and distribution
costs, especially when they are contained in difptanats.

When a sector is suffering a market failure, thizmal intervention, for example as public or
regulated companies or by competition policy oeliettual property acts, could be justified.
In these cases the government can intervene taeetise social interest, for example, by
providing information or ensuring its flow amond alarket agents, fighting externalities
with the introduction of laws, dealing with the pision of public goods, or regulating

natural monopolies and penalising anticompetitiglbdviours.

On the other hand, when an economic sector isuigést to market failures, an intervention
can lead to creating distortions against the saotatest. This is a well-known result within
the economic literature that can be drawn from ‘thiest Fundamental Theorem” of
Welfare Economics This theorem states that, under certain conditiamongst them the
absence of market failures), any competitive elilim will lead to an efficient allocation of
economic resources. That is, private companiegjregéheir own individual benefits, reach
a market result that is efficient and can be ogpitiineen a social point of view.

The First Theorem of Welfare was originally demoaistd by Abba Lerner by geometric
arguments. More formal demonstrations come fromettenomists Harold Hotelling, Oskar
Lange and Maurice Allais, but especially from Arr@amd Debreu (1954) and McKenzie
(1959).

Thus,a government intervention in a market free of failues is not only unnecessary but
Inevitably leads to an inefficient outcomeIn fact, since the 60’s the renowned economist
Ronald Coase coined the term “Government Failuresrefer to situations where a
government creates inefficiencies in an efficierdrket through its intervention, or when,

8 For example, a radio or television signal.

84 One example is the lighting of a city; once atisd, all citizens benefit from it.
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although the market is not efficient, the governtmgimould have intervened in a different
way to avoid creating distortions detrimental obeemic efficiency and social welfare.

Even in markets where there are certain failurestiqularly negative externalities, Coase
(1960) also demonstrated that the/ernment intervention would be unnecessary or ene
harmful. More specifically, in his famous “Coase Theorenfi# established that when
transaction costs are low and property rights at defined, a legal framework or the state’s
intervention is not necessary to achieve the maminsocial welfare, even when there are
negative externalities, since the parties can reacprivate agreement that is socially
beneficial, specifically when the voluntary excharajlows shifting the resources from less
valued uses to the most valued uses, so thatrthkdilocation is as good as possible or more
efficient.

In other words, the Coase Theorem states thateifpidrties can negotiate without facing
significant costs, the allocation of resources Itasy from the negotiations, can solve the
externalities problem by itself.

The justification of the Coase Theorem can be tiied by a widely cited example in the
economic literature: aircraft seats. When a travetlecides to recline his/her seat, his/her
own welfare increases but can harm that of theetlawvsitting behind him (he/she imposes a
negative externality on the other traveller). Tiagitional solution would be the introduction
of a legislation prohibiting airlines from instal§ reclining seats. The problem is that it
would not be efficient if the pleasure resultingrfr reclining the seat for the traveller seating
in front is greater than the harm it causes toothe sitting behind. To correct the externality
it is sufficient to let the parties negotiate ardah an agreement. For example, if the pleasure
of reclining the seat was € 100 while the sufferighe passenger siting behind was € 80,
the front passenger could offer , let’'s say, €®€he one sitting behind to let him/her recline
his/her seat. In that case, both passengers weuiid & win-win situation as they would both
achieve a net profit of € 10: a situation socigltgferable as opposed to banning reclining the
seat (which generates a profit of zero to eaclhefpassengers). Therefore, both sides reach
an agreement and with it, a social optimum.

The Coase Theorem has more important implicatibrstates that the socially optimal result
will be achieved regardless of what the initialgedy rights are. That is, and using the same
example, regardless of whether the passengergsiighind has the right to prohibit the front
passenger from reclining the seat or the frontgragsr has the right to recline it even against
the wishes of the back passenger. Therefore, tbialsgptimum is achieved in each case,
regardless of how the property rights are disteduthis only changes who pays and who
collects (for example, if the front passenger hael right to recline the seat, the passenger
sitting behind could be the one offering moneyhe bne sitting in front for not doing so),
but it does not change the fact that the privateeagent between the parties ends up
achieving the socially desirable result.

Coase’s result, however, does depend on the péridiag it easy to reach an agreement or
not. Using economic jargon, it says that transactiosts should be small. In this example it
would not seem that the costs of agreeing were kigty, but it could be the case in other
situations, for example when a company that pallidewhole neighbourhood had to sign
individual contracts with each of the residentsthis sense, it would seem more reasonable
that the government or the laws should be rathgotdd to remove the obstacles to the
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negotiation, facilitating the exchange of properghts (that is, reducing the transaction
costs) rather than directly intervening in the neark

Thus, for example, and as explained beltw, fact that the transaction costs are high is
what justifies the existence of copyright collectig societies, although it does not justify
setting a fee or a defined fee in advance or by axternal actor, and let alone a different
one from those that the parties would be willing tagree

4.2. Lack of economic justification for the fee

As pointed out above, the legislators and promaiéthe new Article 32.2 have argued that
the existing market failure, that would justify ti@roduction of a fee, ishe negative
externality that news aggregators are generating oonline publications since they are
taking traffic away from them and, therefore, redudng their advertising income

However, and as it has already been highlightedvebohis argument contains two
fundamental errors:

a) First, while it is true that there may be a negative exterality, there is also a
positive effect in the opposite directior(the “Market Expansion” effect discussed in
the previous section), which entails more trafiic publications. So the net effect
may well be zero or even positive, as noted byethdence discussed above, in which
case the editors would have to be the ones whothiguhy aggregators for that
“service”. If this has not been observed so fae, plarties probably consider that, in
general, the two effects balance each other seadsHould exist, in line with what
has been observed empirically,

Thus, the market situation before the amendmethieofaw suggests that the benefits
of content creators as a result of being “aggretjaee generally positive. The main

evidence of this benefit is that periodicals hatveatime prevented aggregators from
using their news, even when there are technicatisok to do so. Thus, even if it was
true that aggregators benefit from the use of a&rn@tthat is not theirs, and even if it

was true that they are important competitors ofgghiklications, the latter have done
nothing to prevent it, nor seem to have demandepgayment in exchange to

compensate for that damage, which clearly demaesttaat the benefits obtained by
publications are higher (or at least equal) than gbtential damages. This is clear
proof that the substitution effect is smaller thia@ expansion effect.

Additional evidence in this regard are the editwito have explicitly waived their
intellectual property rights over their contentohgh “Creative Commons” licenc8s.

8 The Creative Commons are licenses granted by autliavorks protected by intellectual property right favour of

users, allowing these users to use these work®frelearges, provided certain conditions are methss,
acknowledging and mentioning the author.

An example is theEl Diario” case, an online newspaper which has chosen tiishuts work under a Creative
Commons license. (http://www.eldiario.es/licencia/).
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b) Second, even accepting that the net effect on gatins could be negative, in line
with the Coase Theorerthe best option is to let the parties freely negaite and
agree the fee that best suits them, which could ldifferent depending on the
circumstances, for example if they are small or lad publications, if the effect on
traffic is significant or not, etc.

This is even clearer when one considers tthatiransaction costs of possible negotiations
would not be high Indeed, unlike other cases where the number efsuand content
creators are very significant and they are widespersed, the number of aggregators and
periodicals is limited and easily identifiable.fact, the most important aggregators in Spain
(those with the higher number of users) are orfigvg like publishing titles that concentrate
most of the audience. As if this were not enough, gublishing groups are associated (for
example, in AEDE or in AEEPP) so that negotiationsld be carried out through a sector
association.

The low transaction costs that exist in this casé #hat imply an easy negotiation and
management of payments (in whichever sense thaé tveref° alsocall into question the
need of a copyright collective society to be in chge of managing the fee collectionSo,
unlike other cases, such as the copyright for mugiere the number of users (radio stations,
concert organisers, background music companies) atw the number of authors are
significant and are very dispersed (so that thatlon, negotiation, control of the use and
management of a collection in an individual way lobe impossible)ihis would not be
the case here

The other possible market failure that is oftenduse justify the existence of a fee for
intellectual property rights, possibly managed bgo#ective society, is that the product in
guestion is an information good whose use or copsiom by a user or consumer is very
difficult to prevent. Indeed, as pointed out aba¥e production process of a piece of news
involves relatively high sunk or fixed codfshut with reproduction and distribution marginal
costs practically null. In other words, once theveeare drafted, the additional cost of
producing and distributing a copy is very low. Thigs become especially true nowadays,
where current models of reproduction and distrdoutof information over the Internet are
based on the availability of information as a dedligital data that can be transmitted online
between virtually any two points in the world. Thesodels undoubtedly strengthen the non-
exclusive nature of these goods, so that theirtarear owners have become even more
vulnerable to third parties accessing their creatizvithout an authorisation or economic
compensation. Thus, to the extent that the linkvbet producing a piece of news and getting
paid for its consumption could be broken, if arelletictual property system that protected the
editors or owners of these rights is not estabtistieere would be a risk that the lack of

8  That is, from the aggregators to the editorsamfthe editors to the aggregators, depending aetheh the net

externality is negative or positive.

8 For example, investment in human capital in thining of journalists; the time and resourcescaited to research, the

editorial process, etc.
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compensation for the effort and creativity resulteda reduction of the incentives for its
creation in the long ruff

However,this problem does not exist in this case, aswould be very easy for an editor

to prevent an aggregator from using a piece of neywas already explained above, thus
reducing to zero the risk of using this piece ofveavithout compensation. In other cases,
such as music, an author preventing a user (fompbkg a city council in a town that
organises a concert) from using a musical pieceldvoe virtually impossible, especially for
little known authors and without physical or ecomomeans to do so. This is not the case for
online news editors.

In short,while the costs of search, negotiation, managemeand control of the use of the
goods (news) by users (news aggregators) are lowg mtellectual property system is
justified through a copyright collecting society ttat ensures remuneration for the use of
such goods if rights holders choose to do.so

In addition, the government introduction of anfauial fee, which has not been the result of a
free market negotiation, is unjustified, either dgse the intended market failures do not exist
(or if there are externalities, these work in diffiet directions, so they are cancelled out), or
because the market itself can correct them.

Thus, the introduction of a fee would necessarilyrgail distortions to the detriment of
social welfare and economic efficiency

Proof that this intervention is unnecessary and tthere have been solutions to this alleged
problem through bilateral negotiations betweenpheies is what happened in countries such
as France and Belgium, where the implementatianfet was tried.

In France, for example, the media and Google rehemeagreement in 2013, worth € 100
million (Google contributed with € 60 million antde media with € 40 million), to create a
relief fund for the French media with the aim otifgating their transition to the digital
environment and to encourage innovation and theldpment of web projects. In addition,
Google would also give the media training to betie its tools.

On the other hand, in Belgium, when a court bartaedgle in 2011 from disseminating texts
and photographs of some Belgian newspapers, théaraed Google reached an agreement
to return to Google News in exchange for signingpawation agreements that, amongst other
aspects, allowed the Belgian press to better usmglédools, as well as “a wide range of
business initiatives” to promote their productsetibgr.

In Germany, with some of the most restrictive ilgetual property laws in Europe, when the
government passed a law forcing aggregators (péatly Google News) to pay a fee to
editors, Google News became a volunteer servicenwhditors had to waive the

8 In economic terms it is said that a problem afatyic efficiency is generated. So, to ensure aa#ipciptimal level of

production of information goods both at present iantthe future, a system of intellectual propeigits is required
that grants the creators an economic compensatiahling them to recover their investment/fixedts@nd
encouraging the creation and production of goods.
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compensation in order to be included. A conditibattalmost all publications accepted
without asking anything in return, just for the b&haggregators were generating for them.
Nowadays in Germany, aggregators like Upday haveaip7.2% of their revenue as a fee
(11.2% if they are also a search engine).

Finally, Google and eight major European news eslitannounced in 2015 a broad
agreement to promote “high-quality journalism thgbutechnology and innovation” and
consequently increase audience and profits in ¢aos The initiative which included the
creation by Google of a €150 million fund in thyggars “for projects that show new ways of
thinking in the practice of digital journalism” ir@d the creation of an alliance called
Digital News Initiative (DNI). The founding partreerare EL PAIS (Spain), Les Echos
(France), FAZ (Germany), The Financial Times (UKhe Guardian (UK), NRC Media
(Netherlands), La Stampa (ltaly) and Die Zeit (Gamny), together with organisations of the
newspaper industry such as the European Journ@emre (EJC), Global Editors Network
(GEN) and International News Media Association (IN)Mwith the intention to include in
their scope other European editors and other gairtilved in the digital news industry in
Europe.

The agreement has three main parts:

a) The development of products.Google and news editors will establish a working
group so that the editors can “increase their regentraffic and the participation of
audience groups” focused on innovation in advegigvideo, apps, knowledge and
analysis of data, etc.) and paid journalism.

b) Support and stimulation of innovationin digital news journalism for three years.

c) Investment of an undetermined amount in “new resouces” for training and
development of journalists and newsrooms in Eurdjes will include specialised
personnel based in Paris, Hamburg and London td& with newsrooms on digital
skills.

In addition, it was proposed to establish allianegth news organisations and financing
studies on the changing environment of the medigially including an expanded report of

Reuters Institute Digital on consumer behaviour #reduse of news in Europe, covering 20
countries. It will also extend th&bogle Journalism Fellowshipgd Europe®®

To the present date, DNI has conducted two rouhdpmications for financing, with a total
of 252 projects obtaining funds in 27 European toesm and a total sum of over €50 million,
with a third round scheduled for April 201%.

8 A training grant for students of all disciplinesdrested in the use of technology as a way dftefitories in innovative

and dynamic ways. It includes training in data jalist, new applications, online free expressiod i&flection on the
business of journalism, plus stays in Google ahérannovative companies in content creation. Saurc
http://www.google.com/get/journalismfellowship

% Source: https:/iwww.digitalnewsinitiative.com/flin
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5. Impact of the New Article 32.2 of the LPI on Com  petition

Putting into force the new Article 32.2 of the LiRds several implications which, together
with the lack of regulation or an economic memostablishing the methodology and
justification for determining the amount of the f@ed defining who exactly will have to pay
it, make it clear that it directly or indirectlyfatts not only news aggregators but the entire
Internet ecosystem related to the provision of @ont

The impacts mainly affect aggregators, news endsuwoers and the online publication
market, including advertisers.

Graph 11. Impact of the new Atrticle 32.2

IMPACT ON AGGREGATORS

- Consolidated market players out of business

- Barriers to entry and to innovation

- Increase in market concentration and regulatory uncertainty

c
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- Lower reach in specialized and innovative
| advertising channels
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IMPACT ON CONSUMERS ‘ IMPACT ON PUBLICATIONS

. . - Less traffic and revenues from advertising
- Less variety and consumption of news

e D L B et e s - Barriers to innovation and further expansion

- Barriers to entry and higher market

- Consumer surplus reduction )
concentration

- Free enterprise curtailed
Source: Personal compilation by the author
In general two types of effects can be differertiat

a) Static or short-term effects: closing down of some aggregators with the consgique
loss of visits to online newspapers, searching timesase, loss of income and reach
of advertising.

b) Dynamic or long term effects increased market concentration and higher prices,
barriers to innovation, entry barriers for new fetfirms, regulatory uncertainty, etc.

The related economic literature, analysed in thevipus section, suggests that the
consequences of the reform would be distributedremiyg, damaging more significantly
the content generators or smaller or less establisd publications, such as digital native
newspapers which are the ones who could most benefit frogragators.

For example, in addition to the articles listedSection 3, other researches, such as the one

carried out by Susan Athey of the Stanford Grad&atleool of Business, show thatws
aggregators generate a redistribution of news congiption towards smaller editors
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These researches also make it clear that aggregaitnease the overall consumption of
news, so the cessation of their activity affectsSphnish creators of content and, ultimately,
readers:

“In a series of studies, we explore the ways inclvtaggregators and intermediaries
affect the consumption of news on the Internet. &dalyze several natural

experiments involving the Google News aggregatbpwing that Google News

redistributes news consumption away from largeeatsitand towards small outlets,
and decreases user loyalty to their favorite ostlaVe find evidence that Google
News increases overall news consumption, consistghtthe theory that it reduces
search costs and helps users discover stories atldts that interest thent”

The approval of this part of the act reform is tbaek to new business models that have
emerged in line with the Internet boom and liméitHuture in terms of creating new services
and products that allow enhancing their existingtent. It is very clear that within a decade
the media will be very different from today; thewneact implies an obstacle to the

development of new business models and severedgtafinnovative companies and local
Internet start-ups.

Two years after the entry into force of the new kaere is still uncertainty about who and
how the fee will be paid, and it is, thereforel] gliemature to assess the full scope of the new
legislation, to a certain extent because the astioh some agents (for example, some
aggregators such as Menéame) is still pending itlefin awaiting the establishment of key
aspects such as the form and final amount of ta&*fe that sense, the postponement in the
collection of the fee limits the analysis of itsgatt on the relevant variables that since 2015
have been affected by the approval of the new law.

That is to saythe data available points towards the closing dowof aggregators and a
particularly important effect on the latest digital media (small digital natives) that
managed to enter the market mainly thanks to thifidrobtained from aggregators. These
data confirm the reduction in sources of informatior citizens, with less diversity in access
to information and opinion, and a barrier for newitdl initiatives. Thus, the business
development of innovative companies in the Intergetvice and application developers,
bloggers, content authors, media, educational titgtns, organisations, and in general
companies that disseminate content on the Inteametat risk, which will necessarily have
significant implications for all actors in thesenkets in the medium and long term.

The following sections detail more specifically theost important consequences for the
affected groups, both in the short and long term,waell as their consequences for
competition.

9 Athey (2015).

92 As was mentioned in Section 2, Menéame businassneity in Spain would be unviable in case the determined by

CEDRO was effectively enforced
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5.1. Consequences in the news aggregators market

The new Article 32.2 of the LPI has the followingnsequences for aggregators:

Closing down of aggregators;

Barriers to the entry of new operators;

Barriers to innovation; and

Regulatory uncertainty and elimination of the right to quote.
5.1.1. Closing down of aggregators

The imposition of a fee for aggregators impliesthia first place, additional costs that put the
economic viability of some of these services atoser risk, leading to the closing down of
most of them.

This has already been apparent with the closingndow Spain of one the main news
aggregator in the world, Google News, in Decemi®d”2 Amongst other arguments, Google
News stated that the service they offered did eoegate advertising revenues, as they were
not showing advertisements on their web site, gornw approach was unsustainable for
them® Google News also pointed out that all they did wallect the news from the most
prestigious media and show a headline and a sumimarwith the minimum information to
encourage the reader to visit the original web ghge published the news, in addition, they
did not force any media to be linked to their segvi

With the closing down of Google News, the Spaniskdia are no longer present in any
editions of the aggregator, not only in Spain Ibubther countries too.

A number of other content aggregators joined Godigevs, for example the ones on the
following list, and they also had to close dowmuake significant changes to their business
model due to the new regulation:

= Planeta Ludico stated that they did not know whether they haday the fee and if
Sso, ngt would be the resulting amounts. Givendlwsubts they preferred to close
down:.

= Planet Ubuntu, a news aggregator related to the distributiohiotix Ubuntu (and
others), withdrew the content of Spanish media ftbeir services>

= NiagaRank ignoring the extent, quantity and methods followedetermine whether
they should pay the fee, they preferred to closendd his case is remarkable because

% Most of Google's revenues come from advertisimgf@search engine and other services.

9 Source: http://planetaludico.es/2014/12/23/hastero-y-gracias-por-el-pescado/

% Source: http://planetubuntu.es/post/planet-ubetitninara-contenido-de-sources-espanolas
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NiagaRank was not a “traditional” aggregator, banalysed social networks to draw
up lists with the most relevant news (“active Instey”, as they used to call it).
However, it is an example of the legal uncertathigt the lack of definition of key
aspects of the act caused. While their web sitebkas closed down, they still offer
some services privately to their custoni&rs.

Multifriki , which defined itself as a “social platform forasimg freaky favourite
links” closed almost two years ago until furthetice®’

InfoAliment, a news aggregator related to the field of foodtrimon and food
distribution with nearly fourteen years of existendecided to turn around its free
service model, and closed down its web site dubked.PI reform™

Astrofisica y Fisicg a popular blog on these issues, stated that itimgilclear what
services will be subject to the payment of the fisearticles will not include any link,
headline or text from any Spanish web $ite.

Beegeeinfo,a portal specialised in the music of the Bee Gees, forced to close
down because they “would find it impossible to pagy fee for displaying
information that in the opinion of third partiesutd breach any right”. In their
statement Beegeeinfo also clarified that their “weglye has never contained any
advertisements and has tried to show informatioewarything related to the Gibb
Brothers and their world in the most current pdssisay” and that the only purpose
of their web site had been to help and enterft&in.

There are other groups of aggregators and dowmlgageb pages that, whilst waiting for the
regulation, have not yet made any changes. For giearivlenéame even announced that if
the fee affects them, they will appeal the law atated that the site is in a critical moment
and if the legal text is finally adopted as promhstney will be forced to leave Spdift.
Indeed, Menéame wrapped up its latest fiscal yéidwr&/10,000 in losses. Furthermore, with
the introduction of CEDRO's tariffs, for which theyould have to pay €2.56 million per year,
against €125 thousand of annual revenue, the fiomavsimply have to close dowf}

With the development of the regulation setting final amount of the fee, more closures or
relocations of aggregators will occur, especiatiysidering that the introduction of the fee
has pushed some of the most consolidated servivegrds closure or suspension of the
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Source: http://niagarank.es/cierre/

Source: http://multifriki.blogspot.com.es/ 2012/thultifrikicom-cierra.html

Source: http://www.internautas.org/html/8714.html

Source: http://www.astrofisicayfisica.com/2014f#a-informativa-sobre-la-entrada-en.html
Source: http://beegeesinfo.besaba.com/index®@P.ht

Source: http://lwww.elconfidencial.com/tecnologial4-07-01/galli-si-se-aprueba-la-tasa-google-teatke-que-caigan-
twitter-y-facebook 154670/

Source : http://www.elconfidencial.com/tecnoldg@l7-02-07/canon-aede-meneame-internet-facebook-
agregadores_1327333/
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aggregation service. Thus, the effect on more ntaglsices will be even more damaging,
particularly for some aggregators that have no cemoial purposes and do not have any type
of income.

5.1.2. Barriers to the entry and the expansion and increased concentration
of the market

Indirectly, the amendment has dynamic implicatiemsthe operation of the aggregators

market in Spain. On the one hand, it imposes drdryiers for new operators that will have

to meet a payment that their competitors did neeha pay at the time in order to position

themselves in the market originally, besides regrsg a barrier to the expansion of small

aggregators. The evidence available to date cértanpports these statements: if the

introduction of the fee has caused a significamhiper of aggregators to leave as a result of
the damage it causes them, this is a clear signtlieaentry in the market or the business
expansion is no longer attractive, discouraging basiness projects.

All this not only damages clearly the intereststlod aggregators, for example, because it
damages other business lines that could be bemgefiom news aggregation services (a more
pronounced effect in the case of small blogs or paaipes of sector or business organisations
that were offering links to news on their web siéssa complementary service, such as the
aforementioned InfoAliment), but it also has a negaconsequences on competition,
especially because it increases the concentratitirei market.

This not only has a direct impact on advertisers wbed these aggregators as an advertising
channel, inasmuch as they now face a more contedtraarket, but in the longer term the
incentives to innovate are reduced, especiallysioall businesses that could have been
positioned in the market through technological wat®mns.

In this context, it is possible that only a few sggation services, backed up by large business
groups (such as Upday, which belongs to Axel Sernngwner of Bild, Europe’s biggest
newspaper, and the American web Business Insid@n)face this fee, to the disadvantage of
smaller ones, a development which poses a ridket@dmpetition process in the sector.

5.1.3. Impact on innovation

The barriers to innovation will surely affect thetiee Internet ecosystem in Spain, both the
aggregators themselves as well as the rest ofoim@anies in the digital system.

Section 3.2 already stressed that, beyond the tidasad aggregators, there is a variety of
very innovative aggregators that, for example, dotvgether customised services or relate to
the activity of users on other platforms, such @dga networks. All these projects are being
threatened.

For example, and as already pointed out, curreéhtlye are several services focused on the
aggregation of content for mobile phones, suchhasmobile application Flipboard. The
amendment to the act will discourage the introaunctif this sort of services in Spain, as well
as the potential development of new models. A cee@mple of this situation is the portal
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NiagaRank'>* an innovative aggregator based on the analysthefcontent published on
social networks (similar to News360 or Prismatidjieta, as mentioned before, also closed
down as a direct result of the law amendment.

Eventually, projects like Menéeame will not bear fruit in Spain Menéame succeeded
because it became an aggregator in Spanish ateawiinere there were no consolidated
references in this language. It disassociatedf itsmh the prevailing models in the Anglo-
Saxon market from which it had adapted its openafissing, for example, the dynamics of
positive and negative votes of Reddit and the gcapbpect of Digg) to evolve towards a
public place where the dissent and the debatedmnéttad. This has led Menéame to become
one of the main sources of information in Spani€fearly, the fact of paying a fee
discourages the emergence of similar innovatiosise@ally taking into account that many of
these companies have business models that use imardeants of resources and that their
financial viability has always been complicated.

The payment of a fee also discourages potentiaMviaions in applications such as automatic
source readers and any other innovative servieesohilar nature.

The potential for other existing and future pragectuch as content aggregation based on
personal preferences (where the information is dase selected users that draw upon
content that they publish or read, such as New¥wnether types of algorithmic aggregators
designed to provide dynamic content, would alsodrapromised.

5.1.4. Regulatory uncertainty and elimination of th e right to quote

Finally, it is worth highlighting the regulatory certainty generated by the law amendment,
which came into force two years ago but withouegutation that specifies who shall be
subject to the fee and the conditions under whehcompensation will occur. In addition, in
spite of the amount of the fee having already Is=trby CEDRO, the evidence suggests that
this amount is excessive and also lacks an economimory that justifies its value, as is
required by the corresponding Ministerial Order.

Similarly, the wording of the amendment to the mn raises questions from a legal point
of view, primarily on issues related to the scopapplication’®* There is a broad consensus
in the economic literature on the impact that thgufatory stability generates on investment
and innovation, in such a way that an uncertaiméaork is a disincentive for R&D&i
activities!®®

In fact, this uncertainty has been the reason whpyraggregators have decided to close
down their services due to the fear of being sulfie@ payment of an amount that seems
excessive, as is the case of Multifriki, Planetalicd or NiagaRank (aggregators of diverse
themes), as well as Google News itself.

193 source: http://niagarank.es/cierre/

104 source: http://www.gomezacebo-pombo.com/mediati@hments/puntos-clave-de-la-reforma-de-la-ley-de
propiedad-intelectual-por-medio-de-la-ley-21-2084.p

105 gee Jalonen (2012) for a literature analysis.
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Some media whose essence is the aggregation, sulkh anline newspapetuffington Post
are also being damaged as a result of limitingrthéure growth potential in terms of
creating new services and products that enable toemmprove their current content offer
associated with aggregation.

The compulsory and undeniable payment that aggyegaiould have to pay also violates the

right to use content witGreative Commonkcenses° That is to say, aggregators with non-

commercial purposes that used content from sowvidbshese licenses will be forced to pay

a fee for content, even though due to the naturtheflicenses, they should not pay any
remuneration. This not only goes against the lieesmrit and implies an important hindrance

to the use of content under this scheme, butat elisninates the right to quote, recognised as
compulsory by Article 10 of the Berne Conventiorhieir Spain has ratified, as well as the

concept of link: the essence of the Internet.

With regard to the latter points, it should alsormed that recently there have also been
other authors who have analysed the legal imptioatiof the reform of article 32.2 of the
new LPI, for example:

= Bercovitz (2015), who examines possible breacheth@fBerne Convention, of the
Directive 2001/29/EC, of the fundamental right néormation and of the principle of
proportionality recognized by the European UnioheTauthor also argues that the
aggregation of citations does not produce any damd#gat should be compensated,
that collective management is not justified by acgical unfeasibility of individual
management, that the irrevocable character is ustified either, and that this
constitutes a discrimination regarding “ off lingfess reviews, among others; and

= Xalabarder (2015), who carries out a valuation ba effect of the fee in the
aggregation and search of online news for educaltiamd research purposes, as well
as on its mismatch with the European Union Law.

5.2. Consequences for news consumers
The new Article 32.2 of the LPI entails the followgi disadvantages to readers:

= Reduction in news consumption, less variety of coamt and less enjoyment of
technological innovations; and

= Loss of consumer surplus for a value of € 2,800 rhdn.

5.2.1. Reduction in news consumption, less variety of content and less
enjoyment of innovations

The fee impact causes damage to consumers, masbciated to higher search time for
news, and also in the form of less variety of sigospland technological innovations and less

106 These licenses, with some variations dependindpemlifferent modalities, offer the possibility fiiird parties to use
the contents without compensation, under certamlitions.
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access to information and other products and sswdfered by aggregators (and by online
press).

This is not only due to the disincentive to the sgeace and implementation of innovations
in Spain but also to a greater difficulty to accesstent produced in this country.

With regard to the reduction of news consumptioalz&€da and Gil (2016) have evaluated
the impact of the closing down of Google News owsiagencies in Spain. The authors rely
on aggregated data of Spanish and French newspagarg those from the latter country as
a reference group (controlJheir results point to an 8% reduction in the numbe of
pages viewed by consumers

On the other hand, as has already been mentiortedy At al. (2017) evaluatethe effects

of the Google News exit from Spain on the news camaption, as a result of the fee
implementation. The authors used a sample of web browsing ewemsisting of more than
100 thousand Spanish users, building treatmentcanttol groups depending on whether
consumers used Google News or not, respectivelgy Tbund that the consumption of news
by the treatment group (Google News visitors befwrexit) fell by 20% from October 2014
to March 2015. Likewise, these authors point thaits to news publishers were in general
reduced around 10%, with small publishers sufferingthe most

Indeed, Graph 12 shows that the treatment grouprdd line) had a higher level of
consumption of news than the control group (in Bine). That is, consumers using Google
News had more page views for news sites than tiwbeedid not use Google News. Thus,
after the aggregator's exit, the treatment grougredesed its news consumption, matching the
control group.

Graph 12. Impact of the closing of Google News orews consumption

10.0 -

average number of pageviews

treatment = control

Source: Athey et al. (2017)

The authors also found that because of the closisers were only able to replace a portion
of the total news types they previously read, reduthe number of recent news stories they
consumed, so Google News’s exit would also haveatnegly impacted on the variety of
content.
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This is reinforced by the case of Astrofisica yidgdswvhich, as already mentioned, is a blog
with content related to the Astrophysics and Plsyaieas. As a result of the fee, the contents
from Spanish sources have been removed, thus regtie@ offer to their users.

This demonstrates, as already highlighted, th&te imposed to aggregators discourages
the emergence of innovative services associated hvitontent produced in Spain
Naturally, consumers will be affected since theyl wiot be able to enjoy the same
innovations they would have had access to if this law did not exist.

5.2.2. Loss of consumer surplus

Surely, the most important impact for the consumethe short term is the increase in the
time spent searching for news that will resultrafie closing down of aggregators.

Even though the quantification of this damage i$ dioect, the economic literature has
recently developed some methodologies for its egton. The proliferation of “free” digital
products and services through the Internet, suankse press, led to considering new ways
to estimate the value of these kind of innovatifmisconsumers since, due to lack of a price
or direct cost associated with the product or servit is difficult to define a “demand
function” and, therefore, the net surplus or profihsumers receive from their use.

The idea behind these new analytical framework¢gh& the cost of these products and
services is related to the time spent in its useamsumption. That is to say, inasmuch as
these are “free” services, the main associated ighe time spent in searching and
consumption. A monetary amount can be easily asdigo this value, considering the
opportunity cost of this time spent measured thhodlge average wage of users for
example'®’

Based on this idea, Brynjolfsson and Oh J. H. (2@kZmated that the increase in profits (or
surplus) of consumers due to free online servicas mvore than 100 billion dollars per year,
in the US alone.

Additionally, Goolsbee and Klenow (2006) estimagdnodel to quantify the consumer
surplus of online products that require spendingng time, taking into account their direct
cost and the time required for their consumptiaoluding the searching time. These authors
estimate that the increase in consumer surplukshianthe Internet would be approximately
2% of the average income of a user, that is, abdbusand dollars per year, for each user.

This analytical framework fits very well in this s\ inasmuch as the searching and news
reading time seems to be the main cost associatbdfree” consumption of these assets. In
this regard, news aggregators are playing a key irolconsumer welfare by significantly
reducing searching time and, consequently, inangasbnsumption.

Using this approach, the following graph showsribers “demand function” for a user. As it
can be seen, the higher the price (longer searchimd reading time), the lower the
consumption of news, so fewer visits to online neapers.

197 Thus, Internet users with a job or high wagesld/auprinciple spend less time connected to theriret (for non-work
reasons), which seems to be quite intuitive.
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Graph 13. News demand (visits) depending on “price{consumption time, including
searching and reading time)

t (consumption time
per visit)

N

Consumer surplus

fo

. >V (visits)
Vo
Source: Personal compilation by the author

PointA, (Vo, to) represents a specific pair of a certain numbeisifs made to newspapers by
a consumer, given the searching and reading tiopngrel for it. Consumer surplus, as in any
demand function, is represented by the shadedgtrian area (in light blue) between the
demand function and the “pricety). It is constructed as the sum of the differerfoetsveen
the maximum time that a consumer would be williogspend to consume every piece of
news (the value that that piece of news has) minedime actually spent. The fact that the
demand function is decreasing necessarily imphas the first piece of news (or visit) has a
very high value (the consumer is willing to invesibt of time to find it), whilst the value of
the second piece of news would be lower; and so on.

As shown in the following graph, if the searchimglaonsumption time is increased fragn
to t; (for example, due to the closing down of aggrega&s a result of the new Article 32.2
of the LPI), the number of visits (consumption)regluced fromV, to V;: the consumer
moves from poinf, to pointA;. In this case, the consumer surplus is reduceahbgmount
equal to the dark brown shaded atgaxA—A;—t1—1,) in Graph 14.
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Graph 14. Change in consumer surplus in case of ancrease of the “price” of visits
(searching time increase)

t (consumption time
per visit)

A

Loss in consumer surplus

f1

to

>V (visits)
Source: Personal compilation by the author

To estimate the fall in consumer surplus in casemfincrease in searching time, it is
necessary to define explicitly the demand functasyell as the increase in the consumption
time (or the fall in the number of visits).

The demand function can be approximated by a styiisodel where it is assumed that a user
spends a fixed amount of time (per day) on newsswmption T), which includes the
searching and reading time or visits to the newsmapveb sites. This seems a quite
reasonable assumption, to the extent that theadoilitiy of users’ time is not unlimited. It
also means that the more time is spent in sear@ndgeading the less time will be spent in
visits. In addition, this is an assumption suppbite the economic literature, as previously
highlighted (for example, by Calzada and Gil (2Q16yho state that the reduction in
searching time, thanks to aggregators, allows resaeread more news or to look for more
information, as part of the market expansion effedtich is the dominant effect in Spain
according to the evidence found by the same authors

Thus, the demand function can be defined as:
txV=T,

wheret is the searching and consumption time per visdt(ts, the unit price per visit), and
is the total number of visit§®

198 Thjs function can be expressed in logarithmaptiag a functional form of demand much more idédiwith models
used in the economic literature:

InV=C-Int

whereln is the logarithm functionan@ =In T.
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Using a basic integral calculation, the area tledings the change in consumer surplus when
passing from a consumption time per visit frrto t; can be estimated directly:

Change in consumer surpls;sftt1 vdt = f:lgdt =T X [In(t,) — In(t,)].
Taking into account thdt = T/V;, and that, = T/V, and applying some of the properties of
logarithms, it follows that:

Change in consumer surplusT=x In (?)
1

If the number of visits is reduced kyercent (that i¥; = (1-x)xV,), then:
Change in consumer surplusT=x Iln (ﬁ)

So just by knowing two parameters, the total tipens consuming online press (including
searching and reading time) and the percentagensutnption fall (visits), it is possible to
estimate the drop in a consumer surplus.

Online press users spend an average of 77 mineteday to read newspapers on the web,
making approximately a total of 468.4 hours perry&50n the other hand, according to

ComScore data (see section 5.3.1), the fall imtiaber of visits to online newspapers, due
to the introduction of the new law (and the conserexit of several aggregators), can be
estimated in the short term as 5.5%.

Excluding the hours of non-working days to refldwt fact that their opportunity cost is not
equal to the salary but much lower, the total “etife” annual hours are reduced to 31%70.
Using this data, the change in consumer surplus year, for each user, would be valued
(still in hours) at approximately

Change in consumer surplus = 31X0n (1_01053)
Given that there are about 21.2 million online neayser readet¥ and the opportunity cost,
expressed in terms of the average weighted sala®pain is about € 7.65/hotif the change
in consumer surplus monetary value for the totalntérnet users in Spain reaches around
€2,800 million per year.

109 Average for the years 2014 and 2015. SouekLibro Blanco de la Prensa 2016".

10 This value is very conservative when comparedbioexample, the 10% found by Atheyal (2017).

11 Excluding weekends and holidays (assuming 14 pam)y&he number of hours utilized is lower but elos the one

calculated in AFI (2014).

112 source“Encuesta sobre Equipamiento y Uso de Tecnologéamtbrmacion y Comunicacion en los Hogares 2015”.

113 Note that only an opportunity cost for employedragabout 12.6 million people), of approximatel§Z82 per hour,

is considered. SourcEncuesta de Poblacion Activa 2015"nstituto Nacional de Estadistica’For all other users
(unemployed, inactive/students, doing housewotkiees, early retirees and others, about 8.5 milliototal), we
assume that their opportunity cost is zero, althangeality it will be a little higher.

NERA Economic Consulting 54



Impact of the Google Tax on Competition Impact of the New Article 32.2 of the LPI on Competition

5.3. Consequences for online news publications

The new Article 32.2 of the LPI entails the followgi disadvantages for editors in the short
term:

= Lower advertising income as a result of the lowerraffic;
= Entry and expansion barriers, and higher concentraon;

= Reduction in short-term producer surplus of approximately € 10 million per year
and between € 9 and € 18 million in advertising reanue per year,;

= Slowdown of innovation and entry and expansion ofrsall publications; and
= Reducing entrepreneurial freedom.

5.3.1. Lower audience, lower advertising income and higher entry and
expansion barriers

The negative impact on the online press sectolsis @ery clear, since a very important
channel to attract readers disappears, resultifguar revenues from advertising. In addition,
the new fee is also a barrier to the expansiomlspublications with little-known brands,
and an entry barrier for new competitors, sinceythgll be unable to count on these
platforms to increase their readers’ base.

The evidence available so far shows tifi&t impact on traffic has been negative (with a
drop of around 10% according to data presented by #ey et al. (2017) and around
5.3% according to ComScore data; much more for themall newspapers segment) and
that less consolidated publishing titles, such adgital native newspapers, have been the
worst affected This is not only because the total number of jgalibn readers has been
reduced but, in the case of online readers thatdMo attracted anyway (that is, who would
visit the publications web sites in some other waygy will surely end up visiting known
publications with established brands, to the dedntrof small and new publications, in line
with the evidence in the literature analysed above.

For example, projects such as eldiario.es, whideives a very substantial part of their
readers through Menéatéand other newspapers, such as cuartopoder.esedreisly
affected.

Moreover, in a scenario without content aggregatengre the user visits the traditional
names of the largest and most consolidated pubdstiiles, the plurality of information is

restricted, since the sources of information thiat @gften more appropriate are limited (for
example, when relevant news appear in a specifierea region, in the first instance, by
local media), etc.

114 From Menéame, eldiario.es received over 3.6 onilliisits in 2013. Source:
http://blog.meneame.net/2013/12/31/algunos-numeéed2013-en-meneame/

NERA Economic Consulting 55



Impact of the Google Tax on Competition Impact of the New Article 32.2 of the LPI on Competition

Besides the impact on readers as a result of thectien in the sources of information and
competition in the news consumer market (affectelgvant variables such as price, quality
and innovation), there is a negative impact also ddvertisers as the reach of their
advertising is reduced and they need to deal withoae concentrated sector with limited
competition.

The introduction of the fee also affects visibilignd, ultimately, traffic of national
publications outside Spain. For media in Spanisith & potential audience of almost 500
million readers outside Spalfr, this implies a major barrier for both consolidapelishing
titles and to potential new entrants, which maydléa relocations of content generators. In
this sense it is worth highlighting the aforemenéd cases of Planet Ubuntu and Astrofisica
y Fisica.

Besides the quoted sources, other empirical evel@wailable so far confirms a drop in
traffic in the short term for online publicationsllbwing the introduction of the new Article
32.2 of the LPI.

In a pioneering way, Menéame portal users promatdabycott during February 2014 to
media associated to the AEDE, as a protest agdiestnnouncement of the act amendment.
Before the boycott, Menéame users visited the maigpages of media associated to this
organisation 17.6 times on average for every 18{isvio this aggregator® This boycott
resulted in a decline of visits to original sourt@$evels of just 0.2 times. That is, as a result
of the boycott, the traffic generated from Menéamehe web sites associated to AEDE
media was reduced by 99%. By way of illustraticonsidering that Menéame had more than
113 million visits in 2013} this would imply, ceteris paribug*®a loss of more than 20
million annual visits to AEDE publications.

115 According to the Cervantes Institute in 2014, ¢hame 548 million people who speak Spanish, 47homispeak

Spanish as their mother tongue. Source: El Espéfi@:Lengua Viva. Informe 2014. Instituto Cervantes.

118 Source: http://blog.meneame.net/2014/02/27/efeds-boicot-de-usuarios-a-sitios-de-aede

17 Source: http://blog.meneame.net/2013/12/31/alguimoneros-del-2013-en-meneame/

118 Assuming that consumer habits would not changetta® boycott continued.
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Graph 15. Impact on traffic of the Menéame boycotto AEDE
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Source: Personal compilation by the author usingiéteme datd®

Similarly, the web analytics service Chartbeat pites evidence published by the portal
GigaOm**°on the impact on traffic immediately after thesitm down of Google News in
Spain. The study has some limitations as it is rapda restricted to 50 online Spanish
newspapers (from small media points to large medmpanies) and for a short period of
time. However, it leads to conclusions in line wtihat is suggested by the literature for
events of a similar nature in other countries, @ttireed in section 3.3.2. That i$je external
traffic of the Spanish information web sites fell letween 10 and 15% in the first hours

without Google News as shown in the following graph.

119 Source: http://blog.meneame.net/2014/02/27/e$edtd-boicot-de-usuarios-a-sitios-de-aede

120 gource: https://gigaom.com/2014/12/16/trafficspnish-news-publishers-plummets-after-google-move/
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Graph 16. Impact of the closing down of Google Newen digital daily traffic

Spanish sites: all links traffic (excluding search and social) over past 15 hours
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Source: Gigaom2*

On the other hand, according to the Calzada and2Gi6) study, previously discussede
closing down of Google News in Spain generated ai% reduction in the number of
visits to online news publishersAlso, according to Athegt al. (2017),the Google News’
exit from Spain generated a drop in the number of sits to online publishers of around
10% in this country. This drop in traffic was mainly concentrated in #pablishers, while
the large ones did not show a significant reduditotmaffic.

A simple traffic analysis of Spanish digital newspes?in the first three months of 2015
based on data from ComScore also suggests reaulisei with the aforementioned. The
impact of the closing down of Google News and satieer aggregators has generated a
decline of visitors to the 84 major Spanish onl@svspapers, with an average drop in three
months, compared to the data of the previous ydaapproximately 2.9%, reaching around
4.5% in January 2015.

In a context of increasing Internet access andnentiress reading, this decline in traffic
suggests that the entry into force of the act ammamd, and the subsequent closing down of
some aggregators, has had a significant impact i$hthese data should be interpreted with
caution since they underestimate the effect oficraf the closing down of aggregators, due
to the trend of growing consumption observed inmmmedia news. If traffic is adjusted by

121 source: https://gigaom2.files.wordpress.com/2024pain-links.png?w=804

122 gjngle visitors.
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removing the increase that has taken place asudt dsthe upward trend in online news
consumption in Spaitf> the decline in visits would stand at around 5.3%, m average

A more detailed analysis, breaking down traffic eleging on the newspaper size, also
confirms that the effect has been uneven. Thughlosample of online newspapers in Spain,
it appears that smaller newspapers have been the vab affected ones So, taking the
number of visits in 2015 as reference and dividimgsample into three groups of equal size,
that is, 28 (= 84/3) newspapers, it is observet fivathe group with the 28 most important
publishing titles, the traffic drop was 2.5%, whilee following 28 publishing titles in the
sample show a 3.9% decrease. For the 28 leaspredidhing titles in the sample, the result
is a decrease of 10.2%.

Once again, these results are underestimated éosdme reasons discussed above. If we
adjusted the traffic taking into account the inse@ online news consumption, so that the
effect of the closing downs can be isolated from tiend of growing Internet usage and
consumption of digital newshe results would show an approximate decrease of% 6.3;

and 12.6% for the three groupg(big, medium, and small newspapers), respectively

These results are summarised in the following table

Table 1: Comparison of online press traffic in Spai before and after the reform
Var. % Total

January-March 2014 to 2015

Top 28 Top 29-56 Top 57-84 Total
Single Visits -2,5% -3,9% -10,2% -2,9%
Single Visits - adjus ted* -4,9% -6,3% -12,6% -5,3%

*Taking into account the growing use of the Intéraed newspapers reading
Source: Personal compilation by the author usingnSaore data

It is reasonable to expect that the fall in traificthe long run could be higher, particularly for

small digital newspapers, once other aggregatite, Menéame, close down and readers
begin to focus on much better-known big newspapeven start to turn to other different

information media, given the deterioration of thgitdl media with regards to innovations,

variety of information, difficulty in locating coant, etc.

The drop in traffic threatens the viability of soraeline newspapers, particularly those of
lower implantationt?*

123 |n a conservative fashion, the adjustment is ndgiscounting 2.4% which corresponds to the ayeennual

percentage increase value in the consumption of meming the years before the fee implementatietwieen 2001
and 2014). SourcéEl Libro Blanco de la Prensa 2016".

124 n this line, for example, it is worth noting teale of the newspaper 20 Minutos to Grupo Heraideansaction that

was accompanied by a reduction of the workforce Main explanation given by Schibsted (the fornvemer) was
that it wanted to get rid of this newspaper duigstinability to make it profitable. The newspapas accumulated
cumulative losses of almost € 20 million since 28%%k result of the acute crisis affecting the fnass, caused by the
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5.3.2.  Reduction in producer surplus and in adverti  sing revenue

Using the analytical framework developed in SectmR.2, it is possible to estimate
approximately the damage implied in the very skenn for the digital media by the decline
in traffic, and, consequently, the lower advertisincome. So, in addition to considering the
demand function to estimate the change in conswsumius, the supply function can be
added to estimate the producer surplus.

While this may be a too stylised model for thisezasallows making a rough estimate of this
value.

A company supply curve indicates the amount of @gbat a producer is willing to sell at a
given price; usually it matches the marginal caste.'?* The reason is that a company is
willing to sell a unit of its product provided thés production costs are covered. The
difference between the sale price and the produaast of each unit is the surplus or unit
benefit the producer receives from its sale.

This is illustrated in the following graph whichgrfease of understanding, uses a linear
supply curve originating from the source, thatas,zero price editors are not willing to
produce news, a quite reasonable assumption.

Graph 17. Supply and demand functions of news (vis)

t (consumption time
per visit)
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Supply curve
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: > V (visits,
v (visits)
Source: Personal compilation by the author
The “price” on the vertical axis, i.e., the consuimp time of each unit, must be interpreted
with caution in this case and differently than émnsumers, since it does not correspond to

the opportunity cost (wages) but with income (fradvertisement) obtained by publications
per unit time (one hour) that a reader dedicatesdd news.

drastic drop in advertising revenues. Source: Mitpiw.elconfidencial.com/comunicacion/2015-06-09#4iéo-de-
aragon-compra-el-diario-20-minutos_876057/

125 The cost associated with producing one additianilof the product.
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One way to interpret the fee introduction effect fwoducers (digital publications) is to
consider that the closing down of aggregators metluce the number of news or publications
available, therefore restricting supply, so that tlumber of news (or visits) at a given price
is reduced. That is, going from\g to aV; consumption is the result of a contraction in the
supply function, as illustrated by the followingagh.

Graph 18. Supply and demand functions of news (Vi)
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Source: Personal compilation by the author

The producer surplus is reduced from the large ésleawn in light blue) to the small area
(dark brown).

The producer surplus at the baseline (that is, wkf consumption) is clearly equal t¥
to) / 2. Taking into account that=T / \,, then:

Producer surplus before =T/ 2.

There are several ways to estimate the producefusuafter a fall in the number of visits,
that is, with aV; consumption. Perhaps the easiest way is to obgkatehe two triangles
representing the consumer surplus are similar, #reytwo triangles whose sides show the
same proportion (in this casd / V, = (1-x)). Any geometry student knows that the ratio
between the areas of two geometric figures whodesshave a certain proportion, it is the
square of this value. Thus, the area of the smaifidle is:

Producer surplus after = (T / 2) x @x)
Using basic algebra it turns out that:
. x2
Change in the producer surplusT=x (x — 7).
As noted above, in order to convert this expressibo monetary terms it is necessary to

estimate the advertising revenue generated by andiogeading of a user. This can be easily
estimated as the total annual revenue per advegtisi online press (IP) divided by the
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number of online newspaper readers (NL) dividedum, by the number of hours spent by
each reader (T). Thus, the change in producersiiplmonetary terms for all readers is:
xZ

xTx(x—?)xNLzlPx(x—xz—z).

P
X T

Change in the producer surplusN-LI

Note that for small values af the second term of this expression is negligibtethe fall in
advertising income when visits are reducedx®f, can be approximated by estimating a
similar decline (in percentage terms) in the toé@lenues per advertising. This makes perfect
sense when considering that the advertising incdepends directly on the number of visits
to online newspapers, as it can be deduced frorfatitehat the most common tariff scheme
is that of the CPM. However, in theory the aboveresgsion is a bit more accurate as it
reflects the drop in profits from publications amat just the revenues.

Taking into account that the revenues from onlinesp advertising are approximately €
180.9 million per yeal?°the profit reduction for online press can be estimeed at more
than € 9.3 million (considering a value of = 5.3%), and this affects the sector unevenly,
that is, some companies more than othpressumably the smaller ones more strongly
according to the evidence analysed.

Although this may not seem much, there are digitddlications with very small profits, as
noted previously, so a small drop in advertisingome can mean the difference between
continuing the business operations or closing down.

In the long run, the lack of innovation and thettier deterioration of the sector will do more
harm since the attractiveness of this channel aadaertising medium for advertisers will

diminish, and they will eventually seek other opspfurther strengthening the control of the
big Internet operators.

As for the impact on online newspaper revenuesingakor granted a proportional
relationship between advertising revenue and traffvhich seems quite reasonable
considering the pricing structures of online nevpgpaadvertisers (see section 3.1.2), a drop
in traffic of around 5-10% (according to the sogr@malysed and the analysis performed)
implies a fall in advertising revenue for the sectoof between € 9 and € 18 million per
year.

5.3.3. Impact on innovation

The media themselves will also be damaged as dt rebuhe limitations that the fee
represents for the creation of new products andceesr that would allow the improvement of
its content offering.

Given the changing nature of the Internet ecosystaedia within a decade will be very
different from today’s. However, the act reformais obstacle to the development of new

126 According ta‘indice de Inversién Publicitaria 2015"Likewise, according to th#Entertainment Media Outlook
(2016-2020). Espanathis number would have been 187 million for 2015.
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business models and will necessarily lead to tbeimj down of innovative companies and
local start-ups of content generation for the imggr

The impact on innovation could also generate damégéhe online press in a more indirect
way. For example, there are projections suggestiag the growth in mobile devices
advertising would be twice as large as total Ireeamvertising in 2028 If online press is
less present in new media through innovations gregators and in the digital media itself as
a result of the fee, they will withess how a grogvsource of advertising income is reduced.

In general, the innovations mentioned in sectioh.13.will also be severely affected,

especially considering that many of them have Hednby digital native newspapers, the
media most affected by the drop in traffic. Thusdvations to promote multi-platform

media, amongst others, are being seriously comgenias well as the development of
multiproduct media with a wider variety of contentedia with differentiated content and

audiences, new advertising and funding models,camdent updating, as well as media that
promote user interaction.

5.3.4. Entrepreneurial Freedom

Finally, perhaps one of the most controversial {gowf the act is the inability of content
creators to waive the collection of the fee (in tcast to the situation in, for example,
Germany), demonstrating the arbitrary nature ofattemodification. Thus, part of the sector
has arguetf®that it is a decision that rallies against therepreneurial freedom as it has a
binding nature that unfairly and unjustifiably, fincan economic point of view (as outlined in
Section 4), imposes a series of conditions: thengay of a fee which impairs the economic
activity of many editors who benefit from the sees of aggregators.

Additionally, for digital media that give away th&ontent under Creative Commons licenses
that authorise to use the information fre€R/provided the source is mentioned, the
imposition of not being allowed to waive the cotlen for the content link completely
clashes against their wishes, as creators, to thakecontent available to third parties.

5.4. Consequences for advertisers

Finally, in the case of advertisers, the new Aeti@2.3 of the LPI entails at least two
significant effects:

= Lower advertising impact; and

= Loss of specialised and innovative channels.

127 Source: “Entertainment Media Outlook (2016-20Fpafia.”
128 source: http://www.eldiario.es/escolar/tasa-Geo§| 229987027.html

129 For example, eldiario.es or 20 minutos amongderst
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5.4.1. Less impact of advertising and increased mar ket concentration

Obviously, the negative impact on traffic, espdgiér small and little known publishing
titles, has an effect on the reach of online adsiad, leading to greater concentration of the
advertising market and, consequently, higher priceadvertisers.

This is particularly true considering that it wile very difficult to replace this advertising
through other media, such as offline media, siheeanline advertising market is considered
a distinct market®® Furthermore, some sources also suggest that vifthionline advertising
market, a distinction should be made between “tBaand “non-search” (or “display”)
advertising, so not all companies that offer onlalvertising services would be alternatives
for advertisers®!

5.4.2. Loss of reach in specialized and innovative channels

Similarly, these advertisers will also be affected the curbs to innovation, both of
aggregators and online press, for example thosatetklto the development of new
advertising formats that allows their ads to beereffective.

Graph 19: Innovation impact on online press adversing

Fewer innovations

EETS

. channels
investment on

advertising

Source: Personal compilation by the author

130 This has been the conclusion in several invetitigs on competition. See, for example, the Nafi@wmpetition

Commission, Report and Draft Resolution of File C/0432ANTENA 3 - LA SEXTA, or Brockhofgt al. (2008).

181 See for example, “Case No COMP/M.5727 — Microsdditioo! Search Business Notification of 15 Januar}(20
pursuant to Article 4 of Council Regulation No 13920 2010. European Commission.
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Another clear example is advertising in mobile desi As noted above, a substantial part of
innovations in the aggregators and online pres&eh&ave taken place on this platform, as a
result of the generalised access to the Internetugh these mobile devices. A lower
implementation of these services would reduce #aeh of advertising, resulting in lower
advertising investment and lower profit for advests.

Both in the medium and long term, the deterioratordisappearance of these advertising
channels for advertisers will necessarily affeeifithevenues, as they will be losing a channel
through which their products and services are ptechand gain more visibility. This will be
particularly relevant for those advertisers wheonfuse small publications of local nature for
their advertising, and who will have to turn to gtial substitutes. In this situation, large
companies who capture a significant share of thveriding market will be strengthened by
the disappearance of those competitors, resultitnggher prices.

In addition, the closing down of certain aggregator publications for specific audiences or

market niches, implies the loss of that group dkepbtal customers for advertisers; as they
will not be a target of their advertising throughyather channels, or at least not in the same
way, as these consumers are very susceptible tgebhan formats and ad types that do not
easily accept other kind of advertising. For exampenéame tries to keep advertising not
very intrusive in order not to lose the uséfs.

This is particularly relevant when taking into agob that online advertising is mainly
addressed to advertisers with very specific pragtargeting a specific audience, while other
advertising is addressed to advertisers of widelysamed products who want to reach the
greatest number of consumers in the shortest'fifne.

132 |n an interview with Ricardo Galli, founder of M&ame, it was also mentioned thefé don't do well in the

advertising business because we cannot includertbetmt is commonly used: interstitial and the alik we start
doing those things we will lose everyone. We are eagful in this regard.”

(Interstitial is the least popular format among users. It cemsisan ad that comes up before loading the wegk)pa
133 Source: National Competition Commission, Repod Braft Resolution in case C/0432/12 ANTENA 3 - LASEA.
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Report qualifications/assumptions and limiting conditions

This report is for the exclusive use of the NERABR@mMic Consulting client named herein.
The opinions expressed herein do not necessaphesent the views of NERA Economic
Consulting or any other NERA consultant. Thererarehird party beneficiaries with respect
to this report, and NERA Economic Consulting doesatcept any liability to any third party.

Information furnished by others, upon which all portions of this report are based, is
believed to be reliable but has not been indepdhdearified, unless otherwise expressly
indicated. Public information and industry andistatal data are from sources we deem to be
reliable; however, we make no representation athdoaccuracy or completeness of such
information. The findings contained in this reporay contain predictions based on current
data and historical trends. Any such predictiomssaibject to inherent risks and uncertainties.
NERA Economic Consulting accepts no responsibidtyactual results or future events.

The opinions expressed in this report are valig éol the purpose stated herein and as of the
date of this report. No obligation is assumed toseethis report to reflect changes, events or
conditions, which occur subsequent to the datedfiere

All decisions in connection with the implementationuse of advice or recommendations
contained in this report are the sole responsydlitthe client. This report does not represent
investment advice nor does it provide an opiniagarding the fairness of any transaction to
any and all parties.
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