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2001 Projections Show Continued Strong Growth
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By Tobi Elkin 

Technology companies, software providers and broadcasters have dangled the promise of interactive TV (iTV) for more than a decade with few concrete results to show for all the hype. But lately, that’s changing as new technology solutions and specifications evolve, and strategic alliances begin to show signs of gaining momentum. 

Abundant Choices 

In the so-called digital convergence era, we are suddenly awash in iTV strategies and platforms. But how or even whether they’ll take root remains to be seen. There are dozens of independent software platforms and technologies vying for supremacy in this dynamic landscape. They range from Philips Electronics and Sony Electronics-branded digital video recorders (DVRs) with TiVo’s Personal TV Service and Microsoft Corp.’s UltimateTV, to AOL-TV, which later this year will incorporate TiVo’s service to Panansonic’s TV that integrates a ReplayTV DVR. 

Cable operators’ iTV trials and early-stage video-on-demand services via set-top boxes include Internet TVs, such as EspiritTV’s product, along with services such as AOL-TV that facilitates online banking, shopping, promotions and other transactions, that are expected to help build the burgeoning category. Electronic program guide (EPG) providers Gemstar and TV Guide are betting their interfaces, already familiar to consumers, will become prime gateways to the iTV experience. 

Will Consumers Bite? 

The intersection of content and commerce via the Internet, and new broadband technologies has helped drive the variety of platforms that fall under the iTV tent. For example, ACTV’s SpotOn service uses MPEG 2 video quality to deliver addressable advertising and promotions. This spring, AT&T Broadband and ACTV launched the first addressable advertising trial with 42,000 consumers in Aurora, Colorado. The trial will gauge consumer behavior and preferences and is considered a key building block in iTV deployment. 

"We want to know if the technology will work," says Marc Favaro, vice president, national ad sales for AT&T Broadband. "We want to know if we can deliver an addressable ad to a consumer. We want to know what advertisers think about it, how much advertisers will pay for it and how they will integrate it into their media methodologies." 

A tall order, no doubt. But industry insiders say trials such as the AT&T Broadband test will generate more cable operator trials giving consumers greater exposure to iTV. Broadcasters’ delivery of high-definition programming and enhanced TV solutions already in deployment from companies like Wink Communications, also are expected to speed the process. 

RespondTV’s technology and Microsoft and Wink Communications’ software supply some of the key ingredients for iTV. "RespondTV is an infrastructure company … we are acting as the serving and data-capturing mechanism," explained Mugs Buckley, vice president, programming alliances. He added, "The beauty of what we do is we can enhance any situation that is represented on a TiVo or a Replay [system]." 

An alliance between Canadian software provider iMagicTV and Motorola’s Streamaster 5000 highlighted the 2001 CES. The companies demonstrated multichannel delivery of interactive services such as movies, music and games on demand, Internet connectivity and networking all with digital-quality video. 
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	Ability to pause TV programming and resume watching
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	Ability to record programming with a specific actor or by a certain director
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	Ability to rewind or repeat a scene/instant replay
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	Ability to skip commercials
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	Ability to skip to parts of a show, similar to skipping from song to song on a CD
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	Source: CEA Market Research
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Shaping the iTV Market 

With the plethora of platforms, business strategies and alliances, not to mention competing interests among cable operators and programmers, broadcast networks, consumer electronics companies and national advertisers, when and how will the iTV market shake out? 

"iTV has been two years away for at least the last ten years," said Jordan Rohan, principal media analyst with SoundView. Rohan says predicting consumer adoption of iTV, no matter the vehicle, isn’t easy. At best, it won’t take off for at least another three to five years. "I wouldn’t be surprised if the success we see, if any, comes out of Europe or Asia." 

In the U.K. alone, household penetration of digital TV, which enables the delivery of interactive functions and services, is approaching 50 percent. The same cannot be said for the U.S. where technology suppliers such as General Instruments, Scientific Atlanta and Microsoft must work through infrastructure issues with cable operators such as AOL-Time Warner and AT&T Broadband. Most analysts contend that until cable and satellite TV operators deploy advanced set-top boxes en masse, prospects for iTV growth remain modest. 

"There are infrastructure issues, the hardware and software can’t be expensive for a consumer, and it has to either be given away or sold for a nominal amount," Rohan said. "If it’s built into your TV, it’s fine." He added, "In two years, the DVR [TiVo and ReplayTV, acquired earlier this year by SonicBlue] companies don’t make any sense." 

What is the Business Model? 

Maligned as "ad-zappers," digital video recorders, also known as personal video recorders or PVRs, have had marketers and ad agencies scrambling for more than a year to develop viable iTV ad models. The boxes are loaded with software that allows consumers to digitally record and store TV programs. They also enable viewers to pause live TV and skip past commercials. "There are two schools of thought … fear and a barely submerged panic," said Josh Bernoff, principal analyst, Forrester Research, and acceptance that "this is technology, we’ve dealt with technology changes before." 

Forrester’s bullish projections for household penetration of DVRs have put marketers and ad agencies on notice. The tech research firm, which defines DVR households as those using a hard drive device to record television programs, projected 350,000 units in homes at year-end 2000. That number was revised from an earlier projection of 800,000. 
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	Consumers Very or Somewhat Interested in PVR Features by Gender 
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	Ability to pause TV programming and resume watching 
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	Ability to record programming with a specific actor or by a certain director 
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	Ability to rewind or repeat a scene / instant replay
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	Ability to skip commercials
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	Ability to skip to parts of a show, similar to skipping from song to song on a CD
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	Source: CEA Market Research
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In 2001, Forrester projects more than a million DVRs in U.S. homes, revised from 3.6 million. In five years, if the numbers track according to projections, a 30 percent decrease in TV ad viewing is anticipated. While iTV regardless of platform, offers opportunities for increasingly targeted advertising, Forrester predicts a whopping $18 billion in lost revenue from TV advertising in five years. 

The flip side? It’s offset by $23 billion in interactive couch commerce, the spoils of which cable operators, broadcasters, advertisers, plus TV and set-top box manufacturers will, no doubt, lay claim to. 

In addition to DVR products, consumers can expect a range of set-top box devices that may serve as gateways to interactivity. Many products already on the market offer users capabilities such as program guides, additional information from commercials, statistics, and sports trivia or movie information. 

According to CEA market research, consumers are nearly equally interested in sending and receiving e-mail using their TV and getting more information from a commercial (such as where to buy or product variations) or about a movie (perhaps an actor profile) or sporting event (player stats). Younger age segments (18 to 34) show more interest in enhanced TV capabilities than their older counterparts. 
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	PVR Buying Expectations 
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	Within 1 year
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	Within 2 years 
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	Greater than 2 years
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	Never
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	Already own
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Fighting for Customers 

"There’s a land grab for what are now mythical revenues," said Tim Hanlon, director, emerging contacts for Starcomm Worldwide, a Chicago-based media buying and planning agency." A set-top box is a neutral force that drives a wedge between cable and broadcast networks and the consumer … they’re fighting over whose customer it is. It’s a huge conundrum that needs to be dealt with in the next couple of years, and it’s probably the issue that will make or break these interactive platforms," Hanlon said. 

Microsoft, which typically hedges its bets on all fronts, has been working on interactive TV and broadband content delivery for several years. The software giant’s forays into the category are well known—WebTV, now UltimateTV. But those products are only stepping stones. 

"We think people will use the Internet a lot less than they will use iTV and digital video recording," said Rob Schoeben, senior director, UltimateTV planning. "Microsoft has a platform called MSTV, which makes everything work … we consider the category [iTV] enhanced television, integration of digital TV, digital video recording, interactive television and Internet on TV. We think we’re taking the holistic approach." 
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	Factors in Purchasing a DVR 
from Online vs. Offline Households 
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	Average Online Price 
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	Brand 
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	Video Outputs 
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	DTS Sound 
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	Six Channel Decoder
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	6.59% 
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	Additional Disc Formats 
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	Virtual Surround Sound 
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	Remote Features 
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	Multiple Disc Player 
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	Portable 
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	Source: CEA Market Research
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The Team Approach 

But even Microsoft won’t go it alone. Earlier this year, the company joined with ACTV, agreeing to integrate ACTV products One To One TV, HyperTV and SpotOn, into its Microsoft TV platform. Deals like these, say industry insiders, should accelerate iTV service deployments. 

Other product developments, such as Thomson Multimedia’s RCA brand DirecTV receivers with DirecTV Interactive powered by Wink, are major steps forward in the evolution of iTV. The RCA DirecTV receivers enable consumers to click on interactive enhancements via a Wink icon to receive more data on TV shows, check sports scores, headlines and weather. Consumers also can request product information and make purchases. 

Unleashing the Technology 

No longer a pipedream, technology providers are moving to make iTV a reality to consumers. Opt-in methods, two-way interaction, "push" and "pull" models, are each part of the mix. Technology hurdles notwithstanding, privacy concerns are bound to be the next battleground for companies developing iTV services and strategies. The technology’s ability to target consumers is a potential goldmine and one, which all players in this quickly changing segment must compete. 

"When you effectively target [advertising], and then you interact with the people you target, you are in a one-to-one relationship with a TV viewer and the digital genie is out of the bottle," said Art Cohen, senior vice president, advertising, ACTV and chairman of the Addressable Media Coalition. Once unleashed, the market will never be the same. 

