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Mr. Chairman and members of the Committee, thank you for inviting me here today. My
name is Adam Thierer and | am the President of The Progress & Freedom Foundation (PFF).

Although we are still early in this process, there has already been a great deal of hand-
wringing and even some dire predictions about the pending merger of Comcast and NBC
Universal. | hope to put this proposed marriage in some historical context and explain why the
deal certainly won’t have the detrimental impact some critics fear, and also explain why it

might even be one potential model for how to sustain traditional media going forward.

Beware Media Merger Hysteria

First, let’'s remember that we’ve been here before. Paranoid predictions of a media
apocalypse have accompanied the announcements of many previous media mergers, from
AOL-Time Warner to News Corp.-DirecTV to XM-Sirius.” In these cases and almost all others,
however, the “sky is falling” claims proved to be greatly overstated.> The only “harm” that one

could reasonably claim came from those mergers was not to consumers or content providers,
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but to the merging firms themselves and their shareholders. That’s because many mergers
simply fail to create the sort of synergies and benefits originally hoped for and consequently die
of natural causes over time.

Other firms, however, have found ways to make deals work and deliver important new
services that previously were unimaginable or simply too expensive to offer alone.’ Regardless,
the point here is that we’ll never know what works unless we permit marketplace

experimentation with new and innovative business models.

“Gatekeeper” Myths: Why Restricting Content Options is Economic Suicide

Second, the fear that Comcast-NBCU will act as a “gatekeeper” over video content is
also largely overblown—especially in light of the preemptive concessions they have already
made on program access and carriage. But it's important to realize that the merger will only
marginally affect vertical integration in the cable marketplace. Currently, the percentage of
cable channels owned by video distributors is in the single digits, and even after this merger it
will only be in the teens.” (See Exhibit 1) Stated differently, the vast majority of cable channels
will be independent of Comcast-NBCU control.

More importantly, it's hard to believe the new firm would restrict its content to just
Comcast-owned distribution networks since they would be losing the eyeballs, advertisers, and
revenues that would accompany the carriage of their content on other video platforms.
Likewise, it would make little sense for the firm to block new or competing channels on their

own platform since they would incur the wrath of the programmers and the viewing public



alike. And those channels will likely quickly find a home elsewhere, which could incentivize
subscribers to switch video service providers. (See Exhibits 2-6)

Indeed, the great thing about the modern media marketplace is that there is always
another place for consumers to turn to find what they want. Comcast faces increasingly robust
competition in the video programming marketplace from satellite and telco providers, as well
as from Internet-based video providers.5 (See Exhibit 7) And NBC Universal’s stable of
programming, while impressive, is a mere trickle in an ocean of content that consumers can
choose from.®

Meanwhile, many consumers are increasingly “cutting the cable cord” altogether and
instead getting the video they want from a bewildering array of online video services.” Netflix,
Hulu, Joost, Roku, Apple, the Sony PlayStation Store, the Microsoft Xbox store, and others offer
traditional TV fare while sites like YouTube, Vimeo and Justin.TV offer a mix of professional and
amateur content.

In sum, there has never been so much competition for our eyes and ears, and audiences

and advertising dollars have become increasingly fragmented as a result.® (See Exhibits 8-10)

What Future for Broadcasting & Local News in Turbulent Times?

Finally, we need to realize that the ongoing digital revolution is upending many
traditional media business models—especially advertising supported over-the-air
broadcasting—and that alliances like Comcast-NBCU may be one blueprint for how traditional
media operators can evolve and compete going forward. With both the FCC and FTC currently

investigating whether journalism is in trouble and what it might take to “save the news,” many



media economists and industry analysts seem to agree that at least some degree of
consolidation or collaboration might be necessary.

Consider last week’s news that NBC Universal saw quarterly profits plunge by a
whopping 30% in the fourth quarter of 2009.° This is indicative of the general downturn the
entire media sector has been experiencing as of late. Why not then let Comcast help NBCU try
to get back on track rather than force them to make it on their own in a radically uncertain
future? And it goes without saying that Comcast might be better positioned to protect NBC
Universal’s copyrighted content from digital piracy, at least over its own pipes.

Those who are concerned about the future of broadcasting and local news should
remember that news—and local broadcast news in particular—isn’t cheap. Unless we want to
embark on a massive government subsidization scheme to bailout traditional media providers,
Congress and regulatory officials must be willing to grant private media operators the flexibility
to restructure their business affairs so they can continue to provide important public needs
while also turning a profit.'° That can’t happen unless we allow media markets to evolve and let
operators experiment with new business models and ownership structures.'* Although there
are no guarantees, creator/distributor alliances like Comcast-NBCU may be one model that
helps firms create, extend, and then also monetize their media content. But, again, regulatory
flexibility is crucial so we can figure out what works and what doesn't.

Thank you again for inviting me here to testify.



Exhibit 1: More Choice, Less Vertical Integration in Cable Market
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Exhibit 2: More People Are Posting Videos

User-Generated Online Video Views
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Exhibit 3: Video-Sharing Sites Are on the Rise

Visitors to Online Video Sharing Sites
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Exhibit 4: More People Are Viewing Online Video
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Exhibit 5: Plenty of Ways to Watch Video

Content
Methods Used by US Internet Households to Watch Video via PC in
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Exhibit 6: Internet Increasingly Dominating TV and

Average Time per Week US Internet Users Spend with Select Media,
2007
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Exhibit 7: Pay TV Market Competition is Growing

Pay TV Market Share
(2004-2012)
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Exhibit 8: Competition for Advertising Dollars is Intense
Percentage of Ad Dollars by Media
(1980-2007)
30.0%
25.0%
a —4— Cable TV
) 20.0%
° —f— Broadcast TV
o
E Direct Mail —&—Radio
::: 15.0% e Newspapers
uﬁ —#— Magazines
L)
E —— Qutdoor
E 10.0% Cable TV —=—Internet
{ —{— Direct Mail
5.0%
0.0% T T T T T T T T T T T T T T T T T T T T T T T T T T 1
FEFFF LS FF SIS TP

Source: McCann Erickson Worldwide, Bear Stearns & Co., Inc.; chart does not include Yellow Pages advertising, business magazine advertising,
orothermiscellaneous advertising sources.




Exhibit 9: Competition for Advertising Dollars is Intense (cont.)

Advertising Breakdown, 2008
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Exhibit 10: Increasing Fragmentation of TV Audience

Highest-Rated TV Shows of Each Season (1950-2005)
Season Program Rating Season Program Rating
1950-51 Texaco Star Theater 61.6 1978-79 Laverne & Shirley 30.5
1951-52  Godfrey’s Talent Scouts 53.8 1979-80 60 Minutes 28.2
1952-53 | Love Lucy 67.3 1980-81 Dallas 31.2
1953-54 | Love Lucy 58.8 1981-82 Dallos 28.4
1954-55 [ Love Lucy 45.3 1982-83 60 Minutes 25.5
1955-56 564,000 Question 47.5 1983-84 Dallos 25.7
1856-57 [ Love Lucy 43.7 1584-85 Dynasty 25
1957-58 Gunsmoke 43.1 1985-86 Coshy Show 33.8
1958-58 Gunsmoke 39.6 1986-87 Coshy Show 348
1959-60 Gunsmoke 40.3 1987-88 Coshy Show 27.8
1960-61 Gunsmoke 37.3 1988-89 Roseanne 25.5
1961-62  Wagon Trail 32.1 1989-90 Roseanne 23.4
1962-63  Beverly Hillbillies 36.0 199091 Cheers 21.6
1963-64  Beverly Hillbillies 39.1 1991-92 60 Minutes 21.7
1964-65 Bonanza 36.3 1992-93 60 Minutes 21.6
1965-66 Bonanza 318 1993-94 Home Improvement 218
1966-67 Bonanza 29.1 1994-95 Seinfeld 20.5
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1971-72 Al in the Family 34.0 1999-00  Who Wants to be a Millionaire 18.6
1972-73  All in the Family 33.3 2000-01  Survivor Il 17.4
1973-74  All in the Family 31.2 2001-02 Friends 15.3
1974-75  All in the Family 30.2 2002-03 CSI 16.1
1975-76 All in the Family 30.1 2003-04 S/ 15.9
1576-77 Happy Days 315 2004-05 CS/ 16.3
1977-78  Laverne & Shirley 31.6 2005-06  American Idol 129
2006-07 American Idol 12.3
Source: Nielsen Media Research
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A good example: Disney’s seamless and successful integration of ABC Television Group (ABC + Disney cable
properties), Walt Disney Studios, the Walt Disney Internet Group, its many ESPN properties, and its parks and
resorts.

2006 is the last for which the FCC has made data available, but as of that time the overall number of national
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