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o In the:Daily Neﬁspaper Industry

< . .
N A
. PO

!

| B
|

I

d

|

|

|

Almost 20 years ago, Landau and Davenport stated thkt, "The sales price '.b

-of a newspaper, therefore, is expressed neither by the intqraction between

Supply and Demand nor by a. relationship to production costffactors.' Price

determination is'pgrely arbitrary."1 (emphaais added) Théy concluded.

~ . !

«

¥
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The forceful influence on this arbitration seems to be a

: belief that a newspaper must be sold at an insignificant price ’ *

in ordei to have mass appeal. ; | - .
- Both single copy~and home delivery prices rise slowly, are - ,:-

"rather indifferent. to currency value fluctuations, are decidedly - :

reluctant, are at’ comparatively great iﬁtervals, and in general

-rise only under pressure from spiraling costs.2 5 .
'S ' ‘ ;’ . - ; )

Durtng the early 1970's, newsst nd and subscription prices rose,v
y i

apparently in response to "pressure from spirali costs' 'compounded by an
ng

economic slump which affected advertising revenues. The increases were indeed

made reluctantly, “in spite of mounting evidence of a highly inelastic demand:
As early as l961, Gallup advised newspaper puhlishers that a majority of their
readers wvere receptive to a lSdcents-a—copy pPrice, althouih,most newspapers

then charged only 5 cents.3 Yet as recently as the-beéin:ing of 1971, only °
148 of the 1,742 daily newspapers in the United" States were chargi the pricé

H

that Gallup hsd assufef them was safe" ten years before.g It was no until 1974

that a majority of the daily newspapers finally reached the lS-ce;, price.
% . : . :
’ -3 | . -
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Mansfield Has stated:

Most businessﬁeﬁ‘inxuitifélylare aware of‘thégglastiéity‘of

demand for goods they make, although they may not -have a dbtailed,

. precise estima;e.»_Nq:gttﬁeless; some firms tend to be conservative

" and underestimate eléﬁficity of dgmand.4

4

The opposite appears to Be true of the newspaper'industry. Newspaper

managers seen to overestimate the elasticity of demand for newspaper subscriptidn

and per-copy prices. The concept of elasticity is shown in Figure .1.

M 18
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FIGURE 1 ABOUT HERE - =+ : -
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Two hypothetical demand curves are show in Figure 1, De, a relatively

Slastic demand curve, and Di, a telativg}y inelastic demand curve. With a
i ) . . .
given price of P1l, circulation would be Cl. 1If price is increased to P2, the

circulation would decrease to C2 on the inelastic demand curve, but it would
drop, to C3 1f the demand curve is relatively elastic. |

There 1s‘§ome evidence that the demand for newspaper copies is inelastic,

similar to curve D1 in Figure 1, but the evidence has been largely based on

isolated examples. In 1976, Clark reported results of ci;culétion and price

:ghaﬂées for a random sample of 202 daily‘newsbapers: He'found that in 5§.42

. .
of the cases, circulation continued to increase as subscription rate increased,

5

and in only 39.3% of ‘the .cases did circulation dec®ease. “He concluded:

N . N . - . »]' \,.‘ ’
Obviously, there is a point of'diminisﬁing_return'in increasing
. : r . j v
gubscripd’on rates, but ‘this point apparently has not been reached by

most newspapers in the*United-Stafes, pﬁrttpularly by néwspape}s with
. e - L4 )

circulations of 50,000 ‘or less.®
*

-2-
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The Problem

total daily newspaper circﬁxptiqn of 62,000,000, the gross effect of the in-

érease is more than $3,000,000 a day, or more thap $1 billion-a year. This 1is

an average of some $500,000 for each of the 1,750 or so daily newspapers in the

country. In times of economic problemé, the magnitude of "lost tevenue"\frqgﬁ

arbitrary priéing is disturbing.

The Hypothesis
- o . ¢

»

¢ This studf @as conducted as an initial étep toward determininé'the

v

elasticity of demand for newspaper circulation, gn an attempt to prbvide’more

p;ecise economic data for decisi&h—maklng in thé newspaper industry. if vas /
hypothééized that the demand curve for circulation would be highlyiinelas c;
i!g;, a given percentage increase in pricé would not lead to a cdtrésponding

gercgptage decrease in ciyculatio;.

Baumol exﬁlains&fhe demand function as follows:

The most obvious piece of information we desire qf'a demand
\ /

function is an indication of the effect on the "dependent” variable

in the value of oﬂe of the’othér variables. In the case

¥

" of a change
of the demand curve, this involves measurement of the response in

quantity .demanded which can be expected éd result from a given change

In this sfudy, ve exggined the changes in circulation that resulted as

ih the price of the commodity.7

\<\‘~—(/ price increased for newspaper copies. _ -

»

\
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( o Metgodology
v / ‘ .

.pats on changes in circulation, per-copy—price and population of thg
area in which the newspaper is pubiished were collected'for all dsily?newspspers
vpublished in tHe United States in both 1970 and 1975.8 Although home-oelivery
prices were not available,. it was assumed that there is a close relationship
between changes in per-copyﬂprice and home-delivery price. Changes in popula~-
tion were 1nc1uded as a concomitant variable, to control for populstion changes

-

as an influence on circulation changes. The raw data were converted to per-

centage changes for the snalyses

) .
The dats were subjected to both descriptive and regression analyses,
using computer program SPSS.Q' Anslyses were first made on sll newspspers, and

then seosrste runs were msae on morning; evening, Sunday. and -all-day, newspapers
‘ ' y 3

to determine if elasticity estimates varied among the various types of newspapers.

Results

. P . . )
The hypothesis received strong support. In all cases, population
changes correlated positively with circulation changes, as was expected. This °

means that as popiilation increased, circulation tended to increase. Price

changes tended to ¢orrelate negatively with circulation changes, indicating that *

1

1rcuﬁstion decreased as price increased, with population changes et//gdhstant.
Howeyer, none of the correlstions were significant at the 0 05 Ievel

More important, though, the correlation between percentage price chang®e
and percentage circulation change wss_ver; iow %n a;l.anslfses. This indicates
that a relatively large percentage increase in price resultsd in a much smaller

A3

percentage decrease in circulation. .
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All Newspapers ' 7//
: A total of 2, 104 newspapcrs published in both 1970 and 1975 were

analyzed as a group. The number 18 higher than the usual figure of about 1,750

because newspapers with the same name with morning, evening, and/or Sunday

editions were counted as separate papers fotr the analyses. The total included

290 morning newspapers or editions, l 334 evening, 546 Sunday, and 24 all-day.

A summary of changes for all newspapers is presented in Table }. :

1 S

! C

“TABLE 1 ABOUT HERE

During'the‘six-year period, circulation mean increase was 9.9Z,popu1ation

4 ' : ] .
increase wac 6.0Z and price increase was 41.1%Z. If the demand for newspaper

circulatipn had unitary elasticity, we woul? expect to find a 41.1% decrease in
circulation with 41 12 increase in price. Obviously, this was nag;she case.
Although total circulation did increase, however, when population change is
held constant, the increase in price resulted in a mingr decrease in circulation.
. Data new to ‘iple regression analysis to determine
the relationship between price change and circulation change. Results of the

. -5’

regression for all newspapers ase presented in Table 2. },J)

.

e A 8
TABLE 2 ABOQS HERE

-~

4 3

The fqrmula'for-theVregression equation can be exrrégsed:
. . ' . T ia” . » /
".Y' = A+ x1Bl 4 x2B2 . - S "

he predicted change in-circulation, A 1is a constant, x1l is the

regression oefficient for population change (Bl) and x2 is the regression

coefficient for price change (BZ) - T
T /



) . . -
< L ) |
. " The regression technique us?d in L‘fs analysis was step-wise, with the
' computer detertnining first the predictor accounting for the greater variance BN

in the criterion variable (circulation change) and ‘then the predictor variable
- W

accouhting for the _1esser variance. In every case, circulation ::hange accounted

for: the greater amount of vatiance. .
\ The variable entered in Step 1 was "percent change in population.’’

Mi ltiple R was 0. 08279 and R (variance accounted for) was only 0. 00685 With -

1 and 2192 degrees of freedom, the FP-value.of '15.12816 was not significant at

‘the \0.05 level. " | ) - : .

«

"Percent change in price" was entered in Ste{i 2. Multiple R was

0.087 ,8 with both variables entered in the equation, with an R2 .of 0. 00772. .

o

Thus, é?percent change in price" added only 0. 00087 varidnce accounned for, ?.th

an F-value of 1.919 (p} 0.05). v : ‘ (

- Values for the equation are:

— —— .
- e

e - ) \_ :
Y' = 0.10404:+ 0. 10621 (popuiation change) + <
e .
(-) 0. 027i§ (px;\ice chanée) .
. If we hold population change conatant at zero, the equation becomes.

Y' = 0.10406 - 0.02718 (price change) ‘ _ -

- Solving for a 50% increase in price, we obtain a predicte: circulation
change‘of only 1.25% decrease. - } L _. - | L

4 *  Applyi is formula to a. hy'pothetical ;ewspaper with 100,000 circula-

2

tion and a price of 10 cents per copy, we, would find that raising the prig

50% to 15 cents(would result in a 1.25% decrease in eirculation, or 1,250. ':'3 T .

With 100,000 circuldfion at 10 cents per copy, daily gross revenue from circula- .
o tion wouid be $10,000. At 15 cents a cop‘y and a circulation of 98,750, daily

;groes revenue from circulation would be $14 ,812.50, or an ,incréase of

. $4,812.50 per day. On the basis of 312 issues per year, this amounts to ’ . ,
. ) . S,

/>8
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“$1 304'940. In addition, of course, there would be some reduction in newsprint

‘and other costs, further increasin° economic benefits. o , .

R : The demand,curve.derivEd from these aa;a is Shown in Figure 2, o ,
- o . - '
' : M
‘ ‘ \ ' | - . - ,.v N j!i-" 4
S ' - FIGURE 2 ABOUT HERE - R
4 ’ “ 4
ﬂ& Changes by Type of Newspaper T . ! s

) In terms of circqlation change during the 1970 to 1975 period, Sunday

c

~ newspapers had the géiatest circulation gatn (12. .6%Z). followed by morning news-

. papers (+10. 72), evening newspapers (+8. 82) ahd all-day newspapers (-3. 9%)

Although all-day newspapers had_the greatest change in price (+52.0%), for the .

other three typep of newspapers circulation change was inwersly related to-
/
price change, 1. e., Sunday newspapers, which hsd the greatest circulation growth
¢ .
also had the greatest price increase (+48 02), followed by morning newspapers y

6+40%8Z) and evening newspapers (+38.172). ’ - .’ -
A summar& of changes by type of newspaper is pred@nted in Table 3.

- . . . .
- - .
- . . L v . 1
. . C - ' ’
. : .

- ..  TABLE 3 ABOUT HERE" ~ . .

\ . b4 . . «
X . . .
-
ae

3 . in the multiple regression analy s, a11-day newspapers actually had a

“

positive regression coefficient for p rcentage price change (+0.12536), indi-

cating that price increase clearly was ndt associated with circulation decrease. }‘
o [V - . s .
- The,other regreasion coefficients fot price chaage were' morning newspapers e
' ~ "‘“\ i)
(-0 01976),,evening newspapqrs (= -0. 028:39 Sunday newspapers (-0.04145).
: p» .
\;) The multiple R, R2, z-change, and regression coefficients by type of»_*'
newspaper are summarized in Table 4. S _’ : \
. . . - . . . .; % . . N . ) . "
N . - 9" - , | o "lli}-
- . . - '. . . -7- _) ) . - -~ . ' -_.; .
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TABLE 4 ABOUT 'HERE:

v R . 7 CoT o ' S

‘
N x

The regression equations by type of newspaper were as follows: B '%J
Mmmg Q-OIMMAOlW%(mmmtmwhdmcMmQ+

N\ ~— (=)o 01976 (percent price change) < |
Evening: Y''= 0.0939l:¥ 0.06841 {percent population change) +
/7 -) 0.02823‘(percent'price-change) |

R Sunday: Y' = 0.12777 #+ 0,35618 (percent-popolation-change) + .
P . A T

(-) 0. 04145 (percent price change?"///

o

All-Day: Y' = 0.01074 + 0 03963 (percent population change)} +
. o ) _’_S / v
0 12536 (percent pqice change)

e

o Sblving for a 50% price: ihcrease and. holding percentage population

) . change constant at zero, we derive the ﬁollowing elasticity estimates..‘?ﬁ.'
.. \ . .. - .

i ) Morning: -0.88% circulation decrease. .

g
"o

[

Evening: -1.32% circulation decrease ¢

. » . -~ Sunday: 1.95% circulation decrease.
- "+ All-Day: 6.29% circulation ircrease.

‘This does' not suggest-that raising the price on‘an all-day newspaper

> @

. would cause a circulation increage, but 1t¢does demonstrate dramatically that
the price increases duringlfhe 1970-1975 period. were not related to the actual

_ circulation declines. We must search for deeper, more complextexplanations
Jan r
' of circulatidh changes than price and population changes, either -alone or in’

“.—,.~_ ]
combination. . J‘f ?'&

The fidg% phagﬁlof the study involved comparing circulation'changesxpf .
- those daily neuspapers which increased pricaei_gm/la to 15 cents with those -

which remained constant at 10 cents during the l970-l975 pe iod.

-

’

> ' 10 D e
- ; //f . LY. - » C o ge : o | B
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. . ’ : . . ) L o ) . a ’ . QS’-
SR . " A total of 942 newspipers increased prige from:10 to 15 cents during. ’

this pericj. For ‘these newspapers, the S0% price increase.waa.scconpanieg'by an .

8.32 circulation increase. . The 536 newspapers which maintained the'lo-cent;price_'

throughout the period experienced a 12.1% increase in circulatiOnﬁ.AThus, the ' . )
. . '\ . . ¢ u
S~ constant price resulted in a 3.8% greater increase in circulatiOn.¢ o 7
Y/ - .
/_.\

These data were subjected to SPSS subprogram PEARSON CORRELATION. For the
combined 1,478 newspapers, mean‘percentage price increase was 31. 87% and mean
circulstiOn increase was 9.68%. The,correlatiOn coefficient between percentage
price change and percentage circulation change was. -0 0568, which was signigicant
at the 0.03 ievel The negative correlatiOn indicstes that n*wspapers which _
increased c0py\price 50% did have a slightly loter percentage circ:istiOn T :

p :
\\ . increase, as we would expect.v However, the difference of only 3.8% meaQs.that

thd demand curve still was highly inelagtic arid that the price increase would

o

lead substantially higher total revehue.ﬁor‘the newspapers which increased

. . V7 . Ta‘ . v ! ) : ".' @
price. . . o . S e e .
. . ) . & . T . . Lt
"It is revealing to speculate on th tentiai}differences in revepug for

the two grodps'of~newspspers. For - the newspapers which increased price from o

’

10 to 15 cents, the mean circulatiOn in 1975 was 38,781. 7 + Jhe additional

P
e 4

Szcents, ignoring c: rier,percentage,of the incf%age; amounts to $1, 939.08 bér,’i
day,'or,.on the bas::\ZE\E\Q;g!§;§\EEiindar year for‘aasix-day daily newspaper,

increased revenue of $604, 994 52 fof’the year Ewpn recogqizing that the news- f

I8 stand price is not identical to subscriptié% price, thethntrast is striking.

- g

Csrr ng the compariSOn one step farther, the newspapers which remained %
g

constant at 10 cents, circulation for the average newspaper was 25,728.2 in
¢ a .
, 1970 and 26, 841 9 in 1975. At a full 10 cents per copy per day gross circula-

tion re‘enue would have gone from ssoz 719.84 : ;n 1970 to $837 467 28 4in 1975 .

an {ncrease of 4.37 in gross circulation revenue. Fbr the newspapers which
T o : P | S -

’ N o ]'1 . v

]

. v -9- & <




FYORN

[4

increased prige from 10 to.15 céhts}. efgrossvcirculation revenue would have
e : : S S
risen for the aéerage'newspapér from' §$1,195,880.40 in 1970 to $1,814,983.56, or
“J )

. - - an increase of 51.7% in'gross—circulation-rev nue. © ~ oo y L j e

The contrast between anrincrease of 4.3% and an increase of 5L.7Z in gross

v circulation revenué vividly demdﬂstrates the economic penalty of overestimating

-
" ’ v ’ . . - - -
© - o . ‘ LR

the elasticity'of demand for newspaper circulation. . -, o o

' ' « » . . o o
) : Summagy and/éonclusions .
; . . o ]
P ’ . e 1Y

ﬂEsults oﬁ this study of fer . strong support for the hyppthesis that the
* demand for newspaper e;rculation from 1970 to 1975 was highly inelastic. Al-

"~ though per-copy prices rose 41.1% during the six-year period, total circulation Y

-

N
actually increased 9. 92. Controlling for changes in population, -the correlatlon ) <:

between circulation and price change ‘was slightly negative, indicating a smsll

~

decrease in circulation'withba much greater increase -in price. o SO

"It can be conc}uded that at least during this time period, newspapersjf?;«."

" ‘ ¥, : : T
tevenue. Although we cannot predict with Confidénce"that futyre price incredses
o , , . " ‘ e N
will continue to remain inelastic, there is no euidence,that’newspapers have

' yet approached a point of diminishing return from price increases. .

) wzzgégrossly underpwiced and newspapers lost a treméndous . amount of potential

=t E

It is possible, of course, that there might be a kink in the demand

curve, perhaps a psychological barrier that would‘result in greatet elnsddcity
g

beyo%d some point. Indeed some newspaper managers have specualted that S A
- further price increases will lead‘to greater decreases in ciréhlation.

K\) . . ‘

= However, another possibility needs to be explored. Perhaps we. are. r I

approaching the point where price increases might be a catalzst for: subscriptiona '

- - ' i y

cancellations,rather than the cause. In other words, it might be’ an excuse-to RS
-capcel a newspaper that has long since lost its televance to s;be,readéts. v
. Lo 12 | con o
u‘,‘ - .. \ . . .- * ) R , !
L _‘ L . . { -10_ . o, _




}f this is true, we will'need-to greatly expand our efforts to definé the rele-

]

vant role of the newspaper inAOur-fast-changing. complex society.

. ‘ A - . -7
. " *As Gallup stated 15 years ago, people wi}l continue-to be receptive to

. \ B . -
price increases so long as the newspaper 1s worth the price to them.lo

¥ . . » .

M -~
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Table 1. Changes in Mean Circulation, Price and Populatien for ALL

. /' Daily Newspapers, 1970-1975 ¥ A
Vatiable 1970 ' 1975 ° o Total
Circulstion 47,808.587 48,718.156 ' 4309.469
Population 13%3319.750 135,987.250 +1,638.500
Prdce’ ' " 12,004 | 16.864 +4.860
N R N , A ‘

b2 .
.- ki
»
) |
’d
4.
J

15

. -13-

14

Percent
9.9
6.0

41.1
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Table 2. Regression Coefficients in Peycentage Circulation Change for

Percentage Changes in Populgfion and Price, All Newspapers.

. /‘ . ’ ) A . / 1' . , e
, LN . . A% L I
/ R ) . . . . Pl

Multiple R R® / R? Change  Regression Coefficient
Population  0.08279 o.oots"ss2 0.00685 - *0.10621
Price .  0.08788 , 0,00772 © 0.00087 -0.02718%
l . ",/" . +
. ) ‘/" \

/'
/

-14- -
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Table 3. Changes in Mean,Circulation, Pri'ce and Pop foq by Types ,
of Newspapers, i970-1975 ’ \ \\
' ~ - \ »
1970 . 1975 ° " Total Percent ‘
'
s Morning Newspapers: ' " .. \
| -éirculation 80,411,312 82,645.Y5 2,2%.438 ;qf,%‘f;" ‘
. ' : 7 . o
, ] - .Populdtion , 318,172.5 327,146.937  8,974.43 3.6
' ' Price 9.938 134759 3.82 40.8
- - ‘ . -
. Evening Néwspapcrs: ’ '
' o~ . ) - . v
Circulation 25,936.148 26,104,277 168.12 8.8
Population 75,510.437 . 75,530.875 . 120.43. 6,8
. , N Lo 4§ '
v Price ' 9.749 13.351 " 3.6 8.1 7
Sundsy Newspapers: )
—etrculation 81,389.25 83,710.375 2,321.12 12.6
Population 174,512.25 176,956.5 2,466.25 ' 5.1
‘- Price ' © 18.62 26.949 8.32  48.0
. ¢ N ‘
e
All-Day Newspapers: -
| Circulation 102,005. 25 99,640.5 -2,364.75 ° ~-3.9
¥ population 272,225.125 277,831.¢f 5,605.87 6.3
Price 12,292 19.375 7.08 52.0
. 17
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Table 4. Regressiop Coeffigients on Percentage Circulation Change for

. . Percentage Changes 1in Population and Price, by Types of
g - Newspapers. ‘
) ) . s . .-
. ) L ) - -, R o
_ Multiple R R . &2 Change _ Regression Coefficient
‘ Morning:" ' . . N ' .-
Population 0.10928 , 0.01194 0.01194 = (_)‘.18788
. - X ¢ l . ) ’ - )
- © Price 0.11119 0,01236  '0.00042 .  '-0.01976
L Evéning: s ' ! ‘
. ° N i R ) - . [ Ny . ‘e
y Population 0.07167 -. 0.00514 - 0.00514 . ’ 0.06841
. N * N . .
"' Price 0.07893 _-0.00623  0.00109 ° . - -0.02823
¥ - . ' ' : N——
‘ . Sunday: - :
‘Population 0.14197  0.02015 o.oz{ns 0.35618
, . Price 0.14756 0.02177 : 0.00162 . -0.04145
¢ . . ‘, '
f « ’ \ N » ) / .
'All-Day: n
Population 0.10378 - 0. 0i077 : 0.01077 - 0.03963
Price 0.43074 - 0.01709«  0.00632 ~ "0.12536
~
/ 1
.
.} /
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. Figure 1. . Elastic and Inelastic Demand Curves. . -
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Figure 2. 'Espimated Demand Curve‘for All Daily Newspépers, 1970-1975.
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