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UNDERLYING (EXCL. POLITICAL) ADVERTISING GROWTH - BROAD DEFINITION
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U.S. advertising will grow +6.2% in 2019 to $244 billion. This will mark a fourth
consecutive year of solid mid-single-digit growth for the industry on an underlying basis.
Taking out directories and direct mail makes the health of the industry look even stronger,
with a +7.6% underlying growth rate for 2019, although including political advertising

in all years brings growth down a few notches to +3.8% all in. However we look at it,
growth has been robust relative to the general economy, which is generally decelerating
on an underlying basis.

2020 still looks solid; we are forecasting +4.0% growth next year. We expect some
softening next year as the economy reverts toward normalcy after a period of growth
likely supported by factors including the 2017 domestic tax cut, an expanding federal
deficit and low interest rates. As the effects of these fade, heightened trade barriers
should concurrently become a drag on the overall economy. The 2020 Olympics also
likely provide some marginal benefits, although we note that it can be difficult to identify
the degree to which Olympic activity captures spending that would already have
occurred or if it causes incremental spending to flow into the advertising market.

In more tangible terms, the key variables driving our model are personal consumption
expenditures (PCE) and industrial production (IP), which combined have a solid 0.8 R2
correlation with normalized (excluding political) advertising. PCE will likely decelerate
versus 2019 levels, while IP might go slightly negative. Using these inputs without
adjustment would yield a zero-growth domestic advertising market next year, although it
would be hard to imagine a three to four percent nominal GDP/PCE growth economy not
producing a similar rate of growth in advertising. Further, we know that a range of factors
implicitly not contemplated by our model are holding up advertising growth.

Digital-first marketers are likely driving much of the industry’s recent growth. We
have previously written about the emergence of massively scaled digital brand owners
whose businesses are endemic to the internet. We can point to Facebook, Amazon, Netflix,
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$IN MM

TOTAL TV 60,3122  61,828.8 63,6533 64,2007 66,7421  65153.3  65623.8 64,3114  63,719.9 63,0244 62,2209 61,3309  60,322.1
TOTAL RADIO 16,303.5 16,5913 16,1656 16,3857 16,5548 16,7749 16,2057  16,529.8  16,558.2  16,729.1 16,8953  17,056.4  17,212.0
TOTAL NEWSPAPERS 24,9265  23,503.0 21,677.8  20,269.2 17,8024 16,3746 13,9395 11,8486  10,124.5 8,473.0 7,384.5 6,223.1 4,985.4
TOTAL MAGAZINES 20,557.2  20,173.6 185554 17,2156 157494 14,6159 13,3957 12,0562  10,757.3 9,776.5 8,727.2 7,606.1 6,409.8
OUT-OF-HOME 6,516.7 6,889.9 6,806.0 7,282.5 7,319.7 7,599.1 7,714.4 8,331.5 8,791.3 9,185.4 95952  10,021.4  10,464.5
DIRECT MAIL 16,2574 16,8140 17,3274  17,479.0 16,8645 16,2660  16,097.0  16,097.0 14,9726  14,770.0 14,5418  14,286.6  14,003.0
DIRECTORIES 6,129.0 4,486.0 4,707.0 4,320.0 3,758.0 3,342.0 2,610.9 2,088.8 1,671.0 1,336.8 1,060.4 855.6 684.4
PURE-PLAY INTERNET 31,103.7 854250 41,3747 49,9790 61,2359 765761 93,4841 112,1151 126,5185 137,411.6 148,084.7 159,203.8 170,800.2
Search 18,8826 21,2863 24,8913 292649 339750  40,380.0 47,4000 54,5100 61,1199 66,8641 722266 77,1592 81,6106
Excluding Search 12,2210 14,1387 164834 20,7142 27,2609 36,1961 46,0841 57,6051  65398.6  70,547.5 758581 82,0445 89,1895
MEDIA (EXCL. POLITICAL) 182,106.3 185,711.6 190,267.1 197,230.8 206,026.8 216,701.9 229,071.1 243,378.2 253,113.4 260,706.8 268,528.0 276,583.8 284,881.3
POLITICAL ADVERTISING 4,138.4 794.7 4,157 1,197.6 6,014.0 1,618.2 8,406.4 2,095.0 9,800.0 1,941.9  10,116.0 25140  11,760.0

TOTAL ADVERTISING 186,244.7 186,506.3 194,382.8 198,428.4 212,040.9 218,320.1 237,477.6 245473.2 262,913.4 262,648.6 278,644.0 279,097.8

TOTAL TV 33.1% 33.3% 33.5% 32.6% 32.4% 30.1% 28.6% 26.4% 25.2% 24.2% 23.2% 22.2% 21.2%
TOTAL RADIO 9.0% 8.9% 8.5% 8.3% 8.0% 7.7% 71% 6.8% 6.5% 6.4% 6.3% 6.2% 6.0%
TOTAL NEWSPAPERS 13.7% 12.7% 11.4% 10.3% 8.6% 7.6% 6.1% 4.9% 4.0% 3.3% 2.8% 2.3% 1.8%
TOTAL MAGAZINES 11.3% 10.9% 9.8% 8.7% 7.6% 6.7% 5.8% 5.0% 4.3% 3.8% 3.3% 2.8% 2.3%
OUT-OF-HOME 3.6% 3.7% 3.6% 3.7% 3.6% 3.5% 3.4% 3.4% 3.5% 3.5% 3.6% 3.6% 3.7%
DIRECT MAIL 8.9% 9.1% 9.1% 8.9% 8.2% 7.5% 7.0% 6.6% 5.9% 5.7% 5.4% 5.2% 4.9%
DIRECTORIES 3.4% 2.4% 2.5% 2.2% 1.8% 1.5% 1.1% 0.9% 0.7% 0.5% 0.4% 0.3% 0.2%
PURE-PLAY INTERNET 17.1% 19.1% 21.7% 25.3% 29.7% 35.3% 40.8% 46.1% 50.0% 52.7% 55.1% 57.6% 60.0%
Search as % of Internet 60.7% 60.1% 60.2% 58.6% 55.5% 52.7% 50.7% 48.6% 48.3% 48.7% 48.8% 48.5% 47.8%
Excl. Search as % of Internet 39.3% 39.9% 39.8% 41.4% 44.5% 47.3% 49.3% 51.4% 51.7% 51.3% 51.2% 51.5% 52.2%

MEDIA TOTAL (EXCL. POLITICAL) 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

GROWTH

TOTAL TV 4.1% 2.5% 3.0% 1.0% 3.8% -2.4% 0.7% -2.0% -0.9% -1.1% -1.3% -1.4% -1.6%
TOTAL RADIO 1.0% 1.8% -2.6% 1.4% 1.0% 1.3% -3.4% 2.0% 0.2% 1.0% 1.0% 1.0% 0.9%
TOTAL NEWSPAPERS -7.2% -5.7% -7.8% -6.5% -12.2% -8.0% -14.9% -15.0% -14.6% -16.3% -12.8% -15.7% -19.9%
TOTAL MAGAZINES -8.4% -1.9% -8.0% -1.2% -8.5% -1.2% -8.3% -10.0% -10.8% -9.1% -10.7% -12.8% -15.7%
OUT-OF-HOME 2.5% 5.7% -1.2% 7.0% 0.5% 3.8% 1.5% 8.0% 5.5% 4.5% 4.5% 4.4% 4.4%
DIRECT MAIL -2.1% 3.4% 3.1% 0.9% -3.5% -3.5% -1.0% 0.0% -7.0% -1.4% -1.5% -1.8% -2.0%
DIRECTORIES -29.1% -26.8% 4.9% -8.2% -13.0% -11.1% -21.9% -20.0% -20.0% -20.0% -20.0% -20.0% -20.0%
PURE-PLAY INTERNET 14.7% 13.9% 16.8% 20.8% 22.5% 25.1% 22.1% 19.9% 12.8% 8.6% 7.8% 7.5% 7.3%
Search 19.5% 12.7% 16.9% 17.6% 16.1% 18.9% 17.4% 15.0% 121% 9.4% 8.0% 6.8% 5.8%
Excluding Search 8.0% 15.7% 16.6% 25.7% 31.6% 32.8% 27.3% 25.0% 13.5% 7.9% 7.5% 8.2% 8.7%

MEDIA TOTAL 0.0% 2.0% 2.5% 3.7% 4.5% 5.2% 5.7% 6.2%
(Excluding Political)

MEDIA TOTAL 1.8% 0.1% 4.2% PAE 6.9% 3.0% 8.8% 3.4%
(Including Political)
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Alphabet, eBay, IAC, Uber and Booking.com as eight companies that are likely to spend
more than $30 billion on advertising globally this year. Most of this spending will go into
their home market, the U.S., adding billions of incremental spending every year into the
domestic advertising economy. If we add in the next tier of digital endemics that may not
have existed even a decade ago at anything like their current scale—think Wayfair,
Chewy.com or any of the dozens of other digitally oriented companies spending hundreds
of millions of dollars on advertising annually at this point in time—it’s not hard to imagine
additional percentage points of growth emerging from these types of marketers.

Such rapid growth from these marketers as we have seen in recent years should abate,
and eventually they should normalize their growth rates. This would contribute to
industry-wide ad spend deceleration. However, the U.S. is more likely to produce more
of these kinds of marketers in years ahead than are most other economies, and so there
is some reason for a degree of optimism around these figures. For example, we expect
the new and existing streaming video services to account for multiple billions of dollars in
domestic advertising spending by the time these services are all operating at scale.

Overall, our best “feel” for the advertising market is to forecast a lower growth rate
beyond 2021, and we incorporate a +3.0% expectation for subsequent years.

Advertising revenue to pure-play internet-based companies should grow by double
digits next year to reach $127 billion in revenue, representing a 50% share of
industry revenue. We forecast digital pure-play media (i.e., excluding digital revenues
associated with traditional media owners) will end 2019 with a +20% increase. Growth is
still expected to be resilient next year, rising by +13% in our forecast and accounting for
50% of all media we track here. There is undoubtedly still room to grow. We can certainly
point to other developed economies that currently see digital advertising accounting

for higher shares of industry-wide spending, but we think the aforementioned digital
endemic marketers will increasingly replace traditional companies that came before
them. As those marketers necessarily skew their spending toward digital advertising,
spending shares shift in the aggregate toward digital media.

TV advertising is soft as we close 2019 and will end the year with a -7.0% decline
(-2.0% excl. political), falling to $65 billion in ad revenue. Of course, many of

the digital-first brands we’ve been discussing will also spend on traditional media,
especially television. While defining a “digital brand” is highly subjective, those
marketers are undoubtedly making up for most of the cuts in spending that other
marketers appear to be making. Excluding political, underlying television advertising is
trending toward a low-single-digit reduction during 2019. National TV advertising will
be closer to zero, or even up very slightly, while local is down by low-single-digits. We
expect this declining trend to persist, even with new forms of premium TV advertising
regularly emerging. Certainly the ad-supported SVOD services will be attractive
environments and their enhanced targeting capabilities will also appeal to advertisers.
They will partially offset the ongoing erosion of traditional TV’s reach and frequency,
but the core set of advertisers that have historically driven TV spending are likely to
reduce the budgets they allocate to the medium.
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Outdoor should be the fastest growing “traditional” medium, up by +8.0% to reach
$8.3 billion. Among other media, outdoor remains a standout for its capacity to sustain
growth. This is supported by ongoing innovation, especially in digital out-of-home and
OOH'’s relatively unique capacity to generate, capture and sustain attention. These
advantages are more apparent to many marketers as traditional television continues to
weaken. Digital formats are increasingly important, now accounting for half of spending
on OOH, with further share gains still to come especially as more automation takes root,
including the emergence of performance-based targeting and data-driven trading. At a
category level, digital brands and luxury marketers have provided the industry’s recent
boost, and much of this has been concentrated in the largest urban markets. These
factors have enabled the medium to grow by +8.0% this year, a level that is not likely

to be sustained. We expect more modest +4.0 to +5.0% growth levels over each of the
next five years. Notably, this represents a gradual increase in the share of spending in the
overall advertising economy, which presently amounts to 3.4%.

Radio is likely to be flat going forward. Radio appears set to hold on to its revenue
base this year and is not likely to grow by much any time soon. While there is growing
interest in the medium from national advertisers —especially supported by the likes of
Pandora and Spotify as well as the emerging category of podcasting—the traditional
base of geographically constrained advertisers that should be optimally positioned to
support locally oriented media like radio has weakened over time.

Print will continue to be weak, although it retains value as a niche medium.
Unsurprisingly and despite improvements in measurement and its capacity to engage
deeply with consumers, overall, the medium is still set to decline on an ongoing basis.
Double-digit declines are likely to persist for newspapers and magazines, even including
digital extensions. Directories will likely look worse, with -20% or greater declines going
forward. By declining in only low single digits, direct mail looks somewhat more positive.

U.S. political fundraising is approaching $16-20 billion for 2020; political advertising
is expected to be $10 billion or more. So far, our forecasts have excluded politics from
media spending because the scale of such activity meaningfully distorts year-over-year
growth trends. Disclosures from the Federal Election Commission (FEC) covering the first
half of 2019 indicate that total federal election fundraising was approximately $2 billion,
up around +45% versus 2018 levels and +46% versus 2016 levels. During the prior two-
year cycle, the first half-year accounted for only 15% of fundraising, and during the two-
year cycle before that, the first half accounted for 16%. This indicates that fundraising
through the end of 2020 will exceed $10 billion and could approach $12 billion for federal
races, of which somewhere between 60-70% ($7-8 billion) would likely be disbursed
during 2020. Local, nonfederal races are tracked separately and via different sources, but
data from FollowTheMoney.org indicates that in 2018, there was a total of $8.7 billion in
fundraising during that calendar year alone. Assuming that number rises next year, we
could expect $16-20 billion in total political spending on all activities in the U.S. in 2020.
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How much of this will turn into media spending? Our understanding is that in a typical
campaign, 60% of funds raised may be deployed into media spending, which would
translate into $9.6—12 billion in total activity during 2020, which places our $9.8 billion
estimate on the low end of this range. Consequently, we recognize that the current
political cycle could lead to higher levels of spending than we currently incorporate
into our forecast. As our estimates currently stand, and including political advertising
in all years, we forecast 2020 advertising growth of +7.1% on a broadly defined basis
(including directories and direct mail) or +8.1% on a narrowly defined basis (excluding
directories and direct mail).

Media is a means to an end; the marketer’s goal should be to optimize the mix of
external and internal resources available to drive business growth. Putting all of this
into some context, we are mindful that marketers can look at the data included here to
gain a sense of the health of their media partners now and over the next several years.
However, even a media owner in decline may still be investing in new and better ways
to connect with audiences. At the same time, other media owners may be healthy in
terms of revenue growth but may be neglecting to invest in everything they can to make
their ad inventory more effective. As marketers continue to view media as a means to
an end, investments in internal marketing infrastructure, marketing technology software
and external services are among the other ways to support marketing excellence. We
encourage marketers to put processes in place to optimize the balance between all of
these elements. This will ultimately be more impactful than the choice to invest or stay
away from any one type of media as it grows or declines in the years ahead.
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