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Abstract

Television has been dominating the Russian media system with large audiences and attract-
ing the major advertisers in recent decades. The digital transformation as an inevitable pro-
cess affects all media companies, advertising market and media regulation. That is why the
transformation of the traditional broadcasting is of particular interest of the researchers. The
aim of this paper is to understand how the process of digitalization influenced the business
strategies of the main television companies in Russia. Based on the eight in-depth inter-
views conducted with the top managers of the TV companies the authors came to the con-
clusion that the development of digital strategies is a priority for most television companies,
but the processes are very slow and their understanding is still at a low level.
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The world is undergoing digital transfor-
mation. The essence of the digitalization
process is to change the structure of the
industry: the flow of money is redistributed,
new technologies do not improve existing
ones, but create new ones on the ruins of
the ald.

In Russia, digitalization as a process
Is being developed and monitored at the
legislative level: there is a national project
called "Digital Economy’, which was started
at the end of last year. However, taday it is
one of the most poorly implemented proj-
ects: the cash execution rate was about
7%, as of mid-June, 2019, according to the
report of the First Deputy Prime Minister
Anton Siluanov. Most companies are in the
early stages of digital transformation, 48%
of respondents noted its importance, but
only 4% have a strategy on how to do this,
and 17% do not consider digital transforma-
tion a priority In business development at
all (Digital Transformation in Russia, 2019).
Overall, 91% of Russian companies use an
aging business madel, and only 4% have a
digital transformation strategy, according
to the data presented by Ministry of the
Economy.

Accarding to a survey conducted by
the consulting company Strategy Part-
ners, Russian companies are in no hurry to
transform and use the latest technology in
their business model: 35% of respondents
consider it necessary to create specialized
educational programs; 17% - increase the
efficiency of public procurement in the field
of innovative technologies; another 17% -
to reduce trade barriers in the field of inter-
national technology.

At the same time, the media industry is
always at the forefront of technology devel-
opment, and the digitalization process is no

exception, therefore this industry is the first
one to take steps towards the development
of digital strategies. The present state of
the Russian media industry is characterized
by such trends and processes as commer-
cialization, re-regulation, and digitalization,
though all these processes have taken
place in the context of national economic
and saciopolitical circumstances.

The research attempted to analyze and
discuss the nature of economic change in
Russian media under the influence of the
digital transformation. It continues the
foresight research project carried out by
the Faculty of Journalism at Lomonosov
Moscow State University in 2015-2017.
The latter was based on 49 in-depth
semi-structured interviews with media
managers and experts of the top compa-
nies in four segments of the media industry.
Although the majority of managers consid-
ered the digitalization as the main driver of
modern Russian media business, the study
has revealed that the Russian media indus-
try in the next ten yearsis unlikely to funda-
mentally change. According to the findings
the basic business model in the Russia
media in the next ten years will remain the
advertising-driven model. At the same time
the level of customization of media content
will rapidly increase. The majority of inter-
viewed experts confirmed that twao factors
were likely to sustain the significant level of
uncertainty in the Russia media business;
firstly, new practices of media consump-
tion, especially of the young audiences, and,
secondly, the ongoing shifts in media busi-
ness models.

The present stage of the research has
proven that the trends and features high-
lighted two years ago have been intensified
in the new decade. The process of adapting
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the economic models of the media compa-
nies to the conditions of digital reality is
called "digital transformation” “Digital” in
this context can be interpreted broadly:
as an "alternative to analog’, that is, it has
moved to the next technological level.
"Transformation” as a concept means that
the business is in the process of develop-
ment, change and can undergo changes at
all stages: from technology to sales, that is,
it affects all stages of the value chain.

Accarding to Howard King, head of
analytics at the creative agency Rufus
Leonard, there are three key drivers of
transformation (King H., 2013); chang-
ing technology, changing competition, and
changing consumer demand. Changes in
the market always occur due to the inter-
action of these three factors, albeit in
different configurations.

Any business is customer-ariented, but
leading media companies put the audience
at the hart of the changes. They begin by
examining the data (the so-called “digital
fingerprints” - cansumer behavior an the
Internet and their preferences) in order to
understand which technologies, resources
and investments are priorities. Digital
transformation puts a person at the center,
It shifts focus to the consumer and his role
In business.

A business can undergo radical changes
and notable restructuring, but only such a
phenomenon as transformation is notice-
able from the outside, including those it
affects, and is triggered by external factors,
such as increasing competition or a radical
change in the rules on the players’ market,
The digital transformation is noteworthy in
that it leads to real changes in the media
business: it begins to develop new business
models.
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Media experts have long established: digital
media manufacturers rely on twa business
models barrowed from traditional media:
advertising and consumer finance - as well
as their various combinations, the so-called
mixed business model (Vartanova, 2012).

Digital technologies are changing the
principles of media work, but also consumer
perceptions of how media should work.
Due to digitalization, there are many oppor-
tunities to profit using the latest business
models. But radical changes can be very
costly, complex and risky, so perhaps less
revolutionary but mare valuable opportu-
nities to develop business models using
digital technologies come to the fore. And
the main role in them is played not by tech-
nology, but by the desire to be as valuable
as possible for their audience (Bonnet,
Westerman, 2015).

According to global media practices,
there are two key areas to help media
companies digitalize. The first one is an
“evolution” of media, developed in close
collaboration with a direct audience, and its
alternative, according to experts, is global
transformation — a risky and very expen-
Sive process.

Digitalization processes have opened
up a number of opportunities for media
companies to monetize the audience,
however, the transition from old business
models to new ones is fraught with a lot
of difficulties. This study is devoted to the
study of the main ways of introducing busi-
ness models in digital space by domestic
media companies in Russia.

The object of this study is the praocess
of production and distribution of content
by the largest domestic media companies
in traditional ways and in digital environ-
ment. It is important to understand the



features of the most common (effective)
business models used by the largest
Russian media companies in the context
of digitalization.

This research aims:
1. To identify the most common dig-
ital content production models;
2. Toidentify the most common dig-
ital content distribution models;
3. To evaluate the financial efficiency
of the production and distribution of
digital content for media companies;
4. To evaluate the dynamics and
prospects of development of busi-
ness models in the digital environ-
ment in the next 5-10 years;
5. To determine the value of tradi-
tional business models for media
companies in the digital transition.

Methodology. The main method of the
research is an elite interview that has both
advantages and limitations (Odendahl,
Shaw, 2001). Since top managers are in
charge of making strategic decisions and
long-term plans they are of particular
interest for understanding digital transfor-
mation of the companies they represent.
As part of the first stage, 8 semi-struc-
tured interviews were conducted with
the owners and top managers (4 CEQs,
Deputy Director, General manager, Head
of coordination department and Digital
Product Director) in the largest domes-
tic TV companies: one state, one private
company and 6 private channels having
strong links to private companies associ-
ated with the state. All results and cita-
tions are presented anonymously.
Findings. The transition to digital tele-
vision in Russia has bee among recent

crucial media developments, because
the switch over of the analog transmit-
ters and transferring Russian television
viewers to the digital broadcast signal
(the digital switchover) finished toin 2019
(Television in Russia, 2020). The study of
the transition of television to digital was
the first step in the overall study.

During the first stage of the study,
intermediate conclusions regarding the
development of the television companies
were obtained.

Advertising revenue has been decreas-
ing every vear. Digitalization became a
part of the reality when digital consump-
tion was growing not every year, but every
day, and media managers have under-
stood that sooner or later the format of
traditional television viewing would be
gone forever. A key confirmation of this
is the opinion of one of the respondents
“the so-called "total”: the audience is simply
shrinking at some catastrophic pace”

According to the interviews, digitali-
zation has been a concept that everyone
used, and all TV companies have officially
started digitalization processes within a
broader pracess of the digital switch over.
One of the managers of the studied global
media holdings argues, “first of all think
about getting to some kind of total digitaliza-
tion in order to enter the market and produce
products, services and so on’ However, not
a single media manager could accurately
formulate what digitalization means in
relation to television.

The most obvious result of digitaliza-
tion for the media managers has been
the launch of the web sites, as well as the
development of the social networks. Tele-
vision channels announce all the projects
that appear on the air online, and after
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the premiere, in most cases, publish them
in the public domain: “Everything that we
produce for daytime broadcast, for evening
prime, almost without exception, is freely
available on our TV channel website and in
our social networks”

In most media companies, the SMM
department is responsible faor digital
products and each SMM department
serves and Is actually a digital represen-
tative of the TV channel on the Internet.
However, there are companies in which
digital departments work on the devel-
opment of digital strategies and interac-
tion with the direct target audience of the
channel.

Most media managers are convinced
that the Internet cannot bring so much
profit on the advertising maodel that might
be enough for further development: “The
profit digitalization brings to both the chan-
nel and the holding in global as a whole, is
even impossible to calculate, because, the
bulk of the revenue comes from television
advertising. Digital content certainly brings
some profit, but "some” is the key word,
because so far it is, to put it mildly, insignif-
icant. In the income of the channel it is one
thousandth, one ten thousandth’

Globally, media companies diverge
in two directions according to the exist-
iIng business models, and some believe
that the development path would be a
subscription model: “This can be called
beautiful words, eg. paywall and so on. |
would rather call it is a lock and a dog house.
And | think this should be done as quickly as
possible. The content that we have - we just
scatter it” Another media manager under-
line that they believe in the development
of Internet paid TV viewing financed
by subscription: If we talk about specific
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terms, then what | also called is a figure of
five years. These media companies plan
to switch to the subscription model no
earlier than in 5 years. Still, all the media
with the subscription are yet only invest-
ment projects.

Some other managers believe that
the progress aof the subscription model
in Russia is not yet possible: they do not
believe in its financial feasibility: “Firstly,
Russia is a poor country. Nobody earns too
much. Secondly, everyone is used to piracy”
One of the options is to offer users to
avoid advertising for a minimal fee, but
this fee can only be very low, it is unlikely
that this will be the revenue part of the
budget of the media companies.

Among our respondents there is one
manager of the advanced broadcasting
company who said that the channel has
been trying ta completely change the
structure of production. Firstly, by not
to using the term "TV channel’ as it was
replaced by “a large production studio in
which they come up with, develop, adapt
and set up and release hit projects” This
channel, existing both on TV and online,
primarily makes money on sponsor-
ship advertising. Though the traditional
broadcasting television still earns more
in Russia, in this case already 20% of all
income is been generated by digital plat-
forms, digital resources and so on. This
becomes arelatively high share compared
to other television companies. Also, for
the management of this company a new
key indicatar has been considered, and
this was an engagement rate, which
measured the audience involvement.
Within the company's marketing depart-
ment there has been established a digital
section embracing people fram the social



media industry and digital marketing. The
company also refused to produce PR prod-
ucts in ‘paper, and all invitations and press
releases exist in digital,

Thus, the first stage of the study
showed that the development of digital
strategies is a priority for most televi-
sion companies because the advertising
market is decreasing and the state agenda
supports this idea.

However, large-scale changes in the
Russian media business have not yet
occurred. Yet, digital activities of televi-
sion companies still are based on familiar,
conservative and limited measures, thus
forcing broadcasting television to remain a
key instrument of profit generation. Media
companies in Russia are choosing the
path of moderate evolution, since radical
changes involve too much risk, and broad-
casting companies either develop digital
strategies for the long run, or wait for the
changing conditions in which it would be
impossible not to transform.
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