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Chapter 1. 
 
MEDIA AND TELECOMMUNICATIONS ECONOMICS I: 
Principles of Market Structure, Supply & Pricing and Business Conduct 
____________________________________________________________ 
 
 
THE TELECOMMUNICATIONS INDUSTRY STRUCTURE 
 
The word "Telecommunications" refers to those organizations (both commercial and 
  
noncommercial) involved in the production and distribution of information and entertainment 

via electronic communications media.  It is derived from the Greek word, "tele" which  

means far away or transmission over a long distance.  The prefix “tele” can be found in such 

words as: telephone, television and teleconferencing to name only a few.  In this book, 

we will address two very different types of telecommunications players, including media 

organizations and common carriers. 

MEDIA ORGANIZATIONS 
 
The media organization is in the business of creating information and entertainment  

content.  According to media business scholar, Joseph Turow, "Mass communication is  

the industrialized production, reproduction, and multiple distribution of messages through 

technological devices."1  To that end, the media organization routinely makes creative  

and editorial decisions that affect content.  Their business depends primarily on the sale 

and distribution of their product or service.  In principle, there are two ways that media 
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organizations make money, including advertising and/or subscription fees.  Table 1.1 

provides a brief sampling of the different kinds of electronic media organizations that  

will be examined in this book. 

Table 1.1 
U.S. Electronic Media Organizations 

U.S. Television Networks Examples: 
    Major Networks: 

• CBS 
• ABC 
• NBC 
• FOX 

    Minor Networks 
• CW Network 
• Telemundo 
• Univision 

Network Affiliate Stations Select Examples: 
• WBBM - CBS affiliate - Chicago, IL 
• WOOD - NBC affiliate - Grand Rapids, MI  
• KABC  - ABC affiliate - Los Angeles, CA 
• KSAZ   - FOX affiliate - Phoenix, AZ 

Independent Broadcast Stations  Select Examples: 
• WPIX   - New York City, NY  
• KTLA   - Los Angeles, CA 
• KMSP - Minneapolis/St. Paul, MN 

Television/Film Production Select Examples: 
• Universal Studios 
• Paramount 
• 20th Century Fox 
• Sony Pictures 
• Dream Works 
• Walt Disney Studios 

Cable Program Services     Select Examples: 
• ESPN 
• Discovery 
• CNN 
• USA Network 
• HBO 
• Food Network 
• MTV 

Multichannel Television Distribution Select Examples: 
• Comcast 
• Time Warner Cable 
• Verizon Communication 
• Cox Communication 
• AT&T 
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Internet Search Engines Select Examples: 

• Google 
• Yahoo 
• Bing 

Social Media  
 
 

Select Examples: 
• Facebook 
• Twitter 
• Linked-In 

Direct Broadcast Satellite • DirecTV 
• The Dish Network 

Satellite Radio • SiriusXM 
 

 
 
Production Cycles 
 
The nature of information and entertainment product requires that media organizations  
 
produce new product in regular production cycles.  Some production cycles are daily as  
 
in the case of newspapers and television news broadcasts.  Other production cycles can  
 
be hourly (on-line news), weekly (news magazines) or monthly (specialized magazines).   
 
Still other production cycles can be seasonal in nature such as the premiere of a new  
 
television program or film release. 
 
 Some media products, including newspapers, magazines and television sports  
 
are highly perishable commodities.  In short, such media products as yesterday's newspaper  
 
and televised sporting events lose their commercial value once the intended message reaches  
 
its audience.  The combination of regular production cycles (coupled with the highly  
 
perishable nature of media product) requires journalists, writers and producers to be fast and  
 
creative while simultaneously adhering to strict deadline pressures.2  
 
 Alternatively, some media products, including films, syndicated television programs,  
 
copyrighted music and computer software retain much of their intrinsic value well after their  
 
initial release.  The economics of television, film and music are built on the assumption  
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that such products build value over time.  Once the cost of production has been realized, the 
 
same software product can be sold over and over again in different venues.  The objective,  
 
therefore, is to maximize audience reach and to favor those distribution media (or windows) 
 
that can accomplish this.   
 
 
COMMON CARRIERS 
 
Common Carriers are in the message delivery business.  Common carriers transmit  

messages to anyone who is willing to pay for it.  The message can include a telephone 

conversation, a fax message, an Internet data transmission, a satellite videoconference  

and/or cellular telephone call.  In principle, a common carrier must offer their services  

on a nondiscriminatory basis; that is, the service provider cannot interfere with the  

content of a message nor can they pick and choose their users.  In short, if the user  

pays for the telephone call (or affixes the right amount of postage to a letter), the common 

carrier by law must send the message as sent without interference.3  In this book, the 

reference to common carriers will typically refer to those businesses principally engaged 

in the delivery of voice, data and video communication messages to business and  

residential customers.4  Table 1.2 provides a select sampling of the different kinds of 

telecommunications carriers that we will discuss and analyze.  Many of the wireline 

telephone companies listed below have holdings in cellular telephony as well. 
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Table 1.2 
Select Sampling of International Telecommunications Carriers 

 
Telephony (Wireline) Select Examples: 

• Verizon, USA 
• France Télécom, France 
• Deutsche Telekom, Germany 
• Telmex, Mexico 
• AT&T, USA 

Cellular Telephony 
(or mobile communication) 

Select Examples: 
• Verizon, USA 
• China Mobile, China 
• Turkcell, Turkey 
• Vodafone, United Kingdom 
• Telefónica, Spain 
• AT&T, USA 
• NTT Docomo, Japan 

Satellite Carriers Select Examples: 
• Intelsat 
• SES World Skies 
• EutelSat Communications 

 
 
MEDIA MANAGEMENT AND ECONOMIC PERFORMANCE 
 
Economics provides an important lens by which to understand the important structures  
 
and interplay of forces that occur in the marketplace.  Most of the definitions and problems  
 
posed in this chapter help us to clarify why certain business organizations adopt the  
 
business strategies that they do.  It is my intention to apply relevant economic terms and  
 
examples to the fields of media and telecommunications.  
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Microeconomics 
 
The term microeconomics examines the behavior of decision-makers in the economy.   
 
As Robert Picard points out, business organizations and governments are decision-makers.   
 
So too are individual citizens in their role as workers and consumers.  The field of  
 
microeconomic study is built around three basic types of choices that must be made in any  
 
economy:  
 
 1. What products and services should be produced? 
 
 2. How shall the products and services be produced, including method, location  
                and time frame? 
 
 3. Who is the intended audience for the various products and services being  
                produced?5 
 
 A central tenant of this book is that different market structures give rise to different  
 
patterns of behavior by the firms that operate in them.  The term competition can be used to  
 
describe the degree of rivalry among sellers or buyers in the marketplace.  It can also be used  
 
to describe the degree of openness that may exist in a market with respect to the availability  
 
of certain products and services.   
 
 
ELEMENTS OF MARKET STRUCTURE 
 
Elements of market structure refer to the interaction of buyers and sellers in the marketplace  
 
and the structural features which affect the behavior of firms in the marketplace.   
 
They include: 
 
 1. Seller Concentration 
 
 2. Product Differentiation 
 
 3. Barriers to Entry  
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 4. Buyer Concentration 
 
 5. Demand Growth  
 
 
Seller Concentration 
 
Seller Concentration refers to the number of sellers of a given product or service in the 

marketplace.  Seller concentration takes into consideration the degree of competition in  

the marketplace and its effect on the quality and cost of service.  The level of competition  

can be subdivided into three categories of players: monopolies, oligopolies and a fully 

competitive marketplace (i.e., the neoclassic model of market organization).6 

 
    Monopoly.  At one end of the marketplace spectrum is the pure monopoly, where there 
 
is a single seller who controls the product or service.  In a telecommunications context, a 

monopoly refers to a single service provider in a given marketplace.  A good example from 

the past was local cable television.  Until the late 1990’s, cable television tended to be a one 

of a kind service provider in most small to medium sized communities.  This is no longer  

the case with the advent of Direct Broadcast Satellite (DBS) television as well as telephone 

based Internet Protocol Television (IPTV).  The monopoly, owing to the lack of 

competition, exercises strong control over prices and product quality  since consumers 

presumably cannot go elsewhere.  Monopolies, by their very nature, have little incentive to 

be innovative.  The lack of competition causes them to be satisfied with the status quo.   

And while they may ensure adequate levels of service, they are by no means willing to 

promote the development of new products and services.  As noted earlier, DBS and the 

telephone industry have forced cable television to become more customer oriented in terms 

of program offerings and enhanced information services. 
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    Oligopoly.  An oligopoly refers to a situation where a few sellers are dominant 
 
within an industry.  Perhaps the simplest example would be the four major U.S. television  
 
networks, ABC, CBS, NBC and FOX.  Together, they account for 40-45 percent of 

primetime television viewing.  Oligopolies can be seen in other telecommunications fields 

such as cellular telephony where such companies as Verizon, AT&T and Sprint dominate  

the mobile phone industry in the U.S.  It is common among oligopolies, for a certain amount 

of interdependent price setting.  If one firm raises or lowers its prices (or engages in a unique 

marketing strategy), the others are likely to follow suit.  As an example, the decision by 

AT&T (formerly Cingular) to eliminate receiving charges from placed cellular phone calls 

prompted their competitors to follow suit. 

 
    Pure Competition.  Pure competition suggests that there are multiple players providing  
 
service within the marketplace.  There is a constant entering and exiting of the field  
 
among product and service providers.  Pure competition can be seen in cable television  
 
programming where there are multiple program services vying for the viewers’ attention.   
 
Similarly, pure competition can be seen among the manufacturers of consumer electronics  
 
like DVD players and television sets.  In the latter case, the cost of entering the market  
 
is low with few barriers to entry.   
 
 In principle, a highly competitive marketplace leads to the greatest control of  
 
prices by the consumer.  Computer and DVD manufacturing, for example, exhibit highly  
 
elastic demand qualities since consumers presumably have access to a wide variety of  
 
product offerings.  This, in turn, allows consumers to exercise greater discretionary choice  
 
(i.e., elasticity) when it comes to selection. 
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Product Differentiation 
 
Product Differentiation is the degree to which an industry's product differs from one  
 
producer to another.  In principle, products and services that provide utilitarian value  
 
(e.g., local telephone, gas and electric service) tend to be undifferentiated.  In the field  
 
of media entertainment, however, product differentiation is a critical element of any  
 
marketing strategy.  Cable programmers like HBO, ESPN, Disney and the Food Network, 
 
for example, go to great lengths to differentiate their product from the competition.7   
 
To that end, program marketers emphasize the importance of brand identity or branding  
 
as way to distinguish one’s cable program service.  Similarly, radio broadcasting is also  
 
a highly competitive environment where so much depends on a radio station's ability to  
 
differentiate their program format from the competition.  
 
 
Barriers to Entry  
 
We begin by asking: what are the market limitations that restrict new companies from  

getting into select areas of business?  Barriers to entry are the extent to which competition 

from new companies is controlled or restricted within an industry.  There are several  

kinds of barriers to entry.8 

 
    Absolute Cost Barriers.  Some businesses are highly capital intensive and require  
 
significant capitalization and/or commitment to sophisticated equipment.  This serves as a  

significant barrier to entry for many would-be players due to the high start-up costs involved.  

As an example, the design and manufacture of LCD chips is highly specialized to the extent  

that most companies would not venture into that area unless they have the proper financing  
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and requisite expertise to successfully compete in this business.  In the field of media and 

telecommunications, venture capital firms have proven especially important over the years  

by providing the necessary funding in allowing many high-tech as well as small Internet 

start-up firms to develop and expand.  It is not surprising, therefore, that numerous venture 

capital firms are located in high-tech industrial centers like Silicon Valley in California  

and Bangalore, India. 

 
    Scale Economy Barriers.  Some business ventures require a significant amount of time  
 
before the newly established business or project venture becomes profitable.  This requires  
 
significant patience on the part of the investor and a willingness to sustain financial losses  

for several years before the company sees a return on investment.  This is particularly true in 

the field of telecommunications where high start-up costs often preclude an immediate return  

on investment.  Consider, for example, the start-up of News Corp's BSkyB Direct Broadcast 

Satellite service in the United Kingdom.  It took five years and an estimated $1.2 billion in  

losses before the company achieved eventual profitability.9   

 Cable television is another example of a business that necessitates high start-up  

costs and may require five to seven years before the operator sees a return on investment.   

The issue  of scale economy barriers is an issue that factors very heavily into the granting  

of a cable television franchise.  There is an implicit understanding that in granting a 10-12  

year cable franchise, the municipality recognizes that the successful development of a cable 

operating system will require several years before the operator sees a return on investment. 
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    Established Leaders.  The question may be rightfully asked: what's in a name?   
 
Everything's in a name, especially when it comes to such media and telecommunications 
 
giants as Apple, Comcast, Disney, Google and Intel to name only a few.  Highly successful  
 
firms have an established reputation and dominant market presence that makes it difficult  
 
for new firms to compete against, particularly in the early stages of development.   
 
Most successful entrants develop a niche strategy rather than trying to go head-to-head  
 
with established leaders. 
 
 The issue of established leaders becomes especially important when it comes to  
 
the purchasing of new equipment. Consider for a moment the following scenario.   
 
As the newly appointed Managing Director of Telecommunications for your organization, 
 
it is your responsibility to purchase a new videoconferencing system.  In your analysis,  
 
you recognize that the future system has to interface with the company's five international  
 
location sites, must be expandable, must provide excellent audio and video capability,  
 
must offer good customer support and is competitively priced.  As you attend the  
 
international Consumer Electronics Show (CES), you have a chance to inspect a variety  
 
of equipment.  The question very simply is whether you will go with an established leader  
 
like Cisco or Polycom or take a calculated risk on a lesser known company who may  
 
indeed provide a better system?  Bear in mind, that your decision will affect thousands  
 
of your colleagues not to mention your own professional standing within the company. 
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Buyer Concentration  
 
Buyer Concentration refers to the number of potential buyers available to purchase a  
 
company's products or services.  Buyer concentration is a critical element in any proposed  
 
business plan.  In principle, the fewer the number of potential buyers, the lower the profits  
 
for the industry and more difficult to sustain an ongoing business venture.  Consider for  
 
a moment, a different scenario.  As the Director of Business Planning for 21st Century  
 
Cable Inc., you are considering the feasibility of building a new cable system in the city  
 
of Kalamazoo, Michigan in direct competition with the existing cable operator, Charter  
 
Communication as well as the newly launched AT&T U-verse video service.  In your market  
 
analysis, you determine that greater Kalamazoo has a population base of 220,000 residents.   
 
Approximately 90 percent of the community's residents take the existing cable or telephone  
 
services.  In addition, eleven percent of that population subscribe to the Dish satellite  
 
network.  First, you need to determine whether there are a sufficient number of video  
 
subscribers to support a second cable system?  In addition, you must also consider whether  
 
you can compete for at least 40% of the existing customer base and possibly obtain new  
 
subscribers who currently don't subscribe to a multichannel television service.  The scale  
 
economy barriers, coupled with the level of buyer concentration, are two critical factors  
 
that will need to be addressed before committing your company to enter the market. 
 
 
Demand Growth  
 
In addition to buyer concentration, demand growth asks us to consider the level of  
 
consumer demand for an industry's products or services.  Do consumers see real value  
 
in the product or service being proposed?  And more importantly, are they willing to  
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spend their discretionary income in order to have it?  The history of telecommunications  
 
is replete with examples of products that looked good in principle, but were too costly  
 
or technically complex to implement in practice.  Such notable examples as the Sony  
 
Betamax (a VCR playback device); Time Warner’s Full Service Network (an interactive  
 
cable television system prototype, Orlando, FL); and the Hewlett Packard Touch Pad   
 
(electronic tablet and E-reader), remind us of the difficulty in making good ideas work.   
 
The real test for these products and other such examples is the marketplace and whether  
 
people are willing to spend their hard earned money in order to have them.  As the saying  
 
goes, this is where the rubber meets the road. 
 
 Another aspect of demand growth has to do with elasticity of demand.  The  
 
elasticity of demand refers to the level and/or need for a product or service.  It measures 
 
the level of demand response to a change in price.  The more responsive the demand is to  

a change in price, the more elastic is that product or service.  As an example, the demand  

for a second tier pay television service like HBO would be considered “highly elastic”  

given that a significant change in price might prompt the consumer to cancel since it is  

more of an added-value service rather than a necessity.  Conversely, the less responsive  

the demand to a change in price, the less elastic or “inelastic” is that product or service.   

For example, the demand for gasoline is highly inelastic due to the necessity of driving.   

No matter how volatile the politics of the Middle East and fluctuations in gas production; 

consumers still need to drive even if it means paying higher prices.  Similarly, the demand 

for smart phone capability is fast becoming an inelastic service given today’s digital lifestyle.  

Demand growth and pricing, of course, also depends on the availability of good substitutes. 
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PRINCIPLES OF SUPPLY AND PRICING 
 
Supply are the products and services that a manufacturer or service provider is willing  
 
and able to sell to the consumer for a select period of time.  The classic supply-and-demand  
 
relationship describes the ratio between the availability of a product or service and its  
 
corresponding cost.10  Throughout the decades of the 1990’s and early 21st century, the  
 
deployment of optical fiber communication has led to an oversupply of telephone circuits.   
 
The passage of the Telecommunications Act of 1996 hastened the speed of deployment  
 
for fiber optic cable since many local exchange carriers saw the value of upgrading their  
 
networks while simultaneously positioning themselves to offer both local and long distance  
 
telephone service.  The success of the Internet also led business strategists to think that  
 
Internet traffic would exponentially grow well into the 21st century.  In the end, so much 
 
fiber was placed below ground as well as on the ocean floor – that the telephone industry 
 
unintentionally created an enormous surplus (or over capacity) of telephone transmission  
 
capability.  The result has been a continuing decrease in price for long distance telephone  
 
calls and Internet data traffic between the USA, Europe and Asia.  All things being equal,  
 
an over-supply of a product, service or resource can lead to a decrease in cost. 
 

In contrast, the electromagnetic spectrum is considered a scarce resource which  
 
is in high demand for both the television and wireless communication industries.  In today’s 
 
digital environment,  everything from Smart phones to E-readers are highly dependent   
 
on wireless access to the electromagnetic spectrum.  This, in turn, has forced up the cost  
 
of acquiring spectrum space.  America’s wireless carriers find themselves in a bidding war  
 
having to spend large sums of money to purchase spectrum space in pursuit of so-called  
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4th Generation ("4G") wireless capability.  In 2008, American carriers Verizon and AT&T  
 
spent a combined $16.2 billion for the rights to acquire the highly valued 700Mhz.C-block  
 
band of the electromagnetic spectrum. 
 

Another way to look at the issue of spectrum can be seen in the area of digital 
 
television.  In 2009, the Federal Communications Commission (FCC) oversaw the transition  
 
of television stations to an all digital format.  Starting in 1996, the U.S. Congress authorized  
 
the allocation of additional spectrum space to America’s television stations with the  
 
eventual goal of transitioning to an all digital format.  Congress mandated February 17, 2009  
 
(later extended to June 12, 2009) as the last day for full-power television stations in the U.S.  
 
to broadcast using an analog format.  Today, all major powered  U.S. television stations  
 
now operate using a digital format only.  The presumption going forward is that the previous  
 
VHF band of frequencies once used for analog television will be returned to the FCC  
 
and eventually auctioned off to various telephone carriers and Internet companies to support  
 
various forms of wireless telecommunications.   
 

In sum, the electromagnetic spectrum is considered a scarce resource and can  
 
therefore command a high price.  All things being equal, an under-supply of a product,  
 
service or resource can lead to an increase in cost.  Let us consider four factors that can  
 
influence supply and its corresponding cost.  They include: 
 
 1.  A change in technology  
 
 2.  A change in the method of product distribution 
 
 3.  The availability of good substitutes 
 
 4.  The expectations of product manufacturers and service providers 
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A Change in Technology  
 
A change in the technology can directly affect the supply of a product or service and 
 
its corresponding cost.  Consider, for example, that music recording technology has  
 
never been cheaper or more readily accessible.  The speed and efficiency of producing  
 
audio compact discs (CDs) or Internet delivered music using MP3 file-sharing software  
 
has fundamentally changed the cost structure of music recording and distribution on a 
 
worldwide basis.  The development of iTunes by Apple Inc. is an E-commerce (EC)  
 
service designed to play, organize and sell music files.  iTunes permits users to download  
 
music directly to a desk top PC, laptop or MP3 portable music player.  More importantly,  
 
Apple has created the first sustainable EC business model of its kind for the delivery of  
 
music to a worldwide customer base.  MP3 file sharing is here to stay.  There is no going  
 
backwards. 
 
 
    Economies of Scale.  A company is said to realize an economies of scale when the 
 
long term average cost for producing something declines as output increases.  Let us  
 
consider for a moment the economics which support the music industry.  The production  
 
of a music album, for example, presupposes some significant first copy costs, including 
 
music licensing, recording time, marketing and distribution.  Once the costs of  production  
 
are realized, there are clear advantages to those who operate at high volume.  In short, 
 
music producers hope to realize an economies of scale, whereby, as production increases,  
 
the cost per individual CD unit or music file decreases.11  For the music industry, in  
 
particular, the economies of scale increase over time since music albums tend to retain  
 
their value. 
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 Economies of scale can also be seen in the technology of satellite delivery.   
 
The communication satellite is a microwave relay operating at 22,300 miles above  
 
the earth's equator.  It receives microwave signals in a given frequency and retransmits 
 
them at a different frequency.  The satellite footprint (or area of coverage) permits  
 
multiple earth stations to simultaneously receive the same signal.  In short, it doesn’t  
 
matter whether one earth station or a thousand earth stations fall within the same  
 
footprint since the cost of transmission is still the same.  Moreover, the satellite feed  
 
allows for certain efficiencies by overcoming both distance and terrain factors.    
 
An economies of scale is realized since the cost of transmission bears no relationship  
 
to the number of users and/or the distance involved.  The value of satellite delivery and  
 
its inherent economies of scale is of particular benefit to the Direct Broadcast Satellite  
 
(DBS) television and Satellite Radio industries. 
 
 
A Change in the Method of Product Distribution 
 
Distribution is the series of steps involved in the transfer of a product or service  
 
from producer to consumer.  As noted earlier, satellite distribution represents a highly  
 
efficient way to convey television or radio signals on a point-to-multipoint basis.   
 
In short, we begin by asking: what is the most efficient way to distribute the product or  
 
service to the consumer?  Marketers recognize the importance of exchange efficiency;  
 
that is, setting up the optimum conditions for consumers to purchase the said product.   
 
Exchange efficiency can be seen in today's superstores where a premium is placed  
 
on one-stop shopping.  Superstores like Wal-Mart and Meijers provide customers with  
 
a complete product line ranging from grocery items to clothes to home and garden  
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equipment.  Today’s super stores use dedicated speed lanes, optical scanning, and  
 
self-check out to get customers in and out of the store as quickly as possible. 
 
 Distribution also means providing enhanced value to the customer in order to  
 
facilitate the exchange of goods and services.  A good example of this can be seen in the  
 
use of mail order catalogues; the signature approach used by such companies as L.L. Bean  
 
and Lands End.  Both companies use an 800 toll-free telephone number or Internet  
 
E-commerce ordering system that allows customers to purchase clothing.  They provide  
 
a convenient no questions asked return policy that has enabled such companies to  
 
successfully develop a retail clothing business. 
 

In the field of telecommunications, the principle of exchange efficiency can be  
 
seen in how Netflix, an on-line subscription based DVD rental service, out positioned the  
 
once highly successful Blockbuster video rental service as well as the cable television industry  
 
with its limited Video-On-Demand services.  Netflix developed an altogether different  
 
approach to exchange efficiency by harnessing the power of the Internet to create a virtual  
 
store, thereby, allowing customers to order up movies on-line.  Netflix, in partnership with  
 
the U.S. postal service, was then able to deliver DVDs to subscribers within two to three  
 
business days.  The subscriber is free to hold on to a specific video as long he/she wants.   
 
There are no late fees and no due dates, and shipping is free both ways.  Starting in 2008,  
 
Netflix began offering a Watch Instantly feature which enables subscribers to stream  
 
near-DVD quality movies and recorded television shows instantly to subscribers equipped  
 
with a computer and high-speed Internet connectivity.  Video streaming represents a  
 
major step forward in applying the principles of exchange efficiency. 
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The Availability of Good Substitutes 
 
There is no such thing as a static market.  Advancements in new technology as well  
 
as product innovation can have a corresponding effect on supply and pricing.  Consider,  
 
for example, that advancements in direct broadcast satellite have challenged the one time  
 
unassailable position of the cable industry by giving consumers the availability of a  
 
good substitute.  Competition has forced the cable industry to become more responsive  
 
to customer needs in term of program offerings, quality of service and pricing structure.   
 
 The availability of good substitutes is particularly evident in the area of  
 
electronic commerce (EC).  The Internet provides consumers with immediate access to  
 
a whole host of goods and services, including the ability to comparison shop.  As an 
 
example, a website like Kelly Blue Book (http://www.kbb.com/ ) gives consumers the  
 
ability to comparison shop when it comes to the purchase or sale of an automobile. 
 
Consumers know the manufacturer’s suggested list price is as well as the general selling  
 
price of a particular make and model automobile.  There is no more guess work.  
 
Secondly, the Internet has fundamentally changed how retail trade is conducted in terms  
 
of information gathering, production and distribution.  Today’s consumer can interact  
 
directly with a manufacturer or service provider and, thereby, eliminate the so-called  
 
“middle man” whether it be travel agencies, department stores or music retail outlets.   
 
 
The Expectations of Product Manufacturers & Service Providers 
 
The expectations of product manufacturers and service providers refers to the idea  
 
that a highly publicized product introduction or special event can have a significant effect  
 
on product supply and pricing.  Consider, for example, the expectations generated  
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by television coverage of the Olympic games.  Between 1984 – 2016, the International  
 
Olympic Committee (IOC) has concluded agreements with the major U.S. television  
 
networks worth an estimated $10 billion in rights fees.  Table 1.3 highlights both the 
 
rights fees paid to the IOC and amount of television network coverage by the major  
 
U.S. networks for the years 1960-2016. 

 
Table 1.3 

U.S. Television Networks: 
International Summer Olympics Broadcast Rights 

Year         Host City and Country                Network / cable         Hours          Fee  
1960 Rome, Italy  CBS 20 $394K 
1964 Tokyo, Japan  NBC 14 $1.5M 
1968 Mexico City, Mexico  ABC 43.75 $4.5M 
1972 Munich, Germany  ABC 62.75 $7.5M 
1976 Montreal, Canada  ABC 76.5 $25M 
1980 Moscow, Soviet Union  NBC 150 $87M 
1984 Los Angeles, USA  ABC 180 $225M 
1988 Seoul, South Korea  NBC 179.5 $300M 
1992 Barcelona, Spain  NBC 161 $401M 
1996 Atlanta, USA  NBC 171 $456M 
2000 Sydney, Australia  NBC / cable 442 $705M 
2004 Athens, Greece  NBC / cable 806.5 $793M 
2008 Beijing, China  NBC / cable 3,600 $894M 
2012 London, United Kingdom NBC / cable 5,535 $1.18B 
2016 Rio de Janiero, Brazil  NBC / cable  $1.23B 
Source: International Olympic Committee 
 
 In the past, the IOC depended on the US major television networks as a primary  
 
source of funding.  This has changed.  In 2000, an estimated 3.7 billion viewers from  
 
220 countries people watched the summer Olympic games from Sydney, Australia making  
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it the most watched sporting event in history.  Historically , the summer Olympic games  
 
are held every four years.  Starting in 2012, the games will be held every two years,  
 
including Sochi, Russia  in 2014 and Rio de Janeiro in 2016.  The expectation going forward  
 
is that international audience size will continue to get bigger over time.  More and more  
 
of the world’s population has access to digital television which will enable the simultaneous  
 
broadcasting of both major and minor sporting events.   
 

The expectation of product manufacturers can be seen in other program venues  
 
as well.  Special event television programs like the Superbowl and Country Music Awards  
 
can generate similar expectations on the part of program producers as well.  Consider,  
 
for example, the final episode of America's much beloved television comedy, Friends. 
 
The program finale aired on May 6, 2004 and commanded more than $2 million per thirty  
 
second spot commercial making it the near equal rival of the 2004 NFL Super Bowl.   
 
For NBC, setting the expectation (in terms of  advertising sales) before the fact translated  
 
into a sizeable financial win.12  Similarly, a thirty second spot commercial during the  
 
program finale of  NBC’s Seinfeld in 1998 went for about $1.7million.   
 

In sum, when a highly successful television series goes off the air with a well planned  
 
and heavily promoted finale, it can produce a significant jump in ratings at two to three times  
 
the asking price in advertising dollars.  In terms of actual ratings, the final episode of  
 
Friends was seen by an estimated 52.5 million people and achieved a rating of 29.8% placing  
 
it 4th on the all time list of Top Rated Series Finales.  It should be remembered that programs  
 
like M*A*S*H and All in the Family aired at a time when broadcast television was not nearly  
 
as competitive as it is today.  A complete listing of the most watched U.S. Television Series  
 
Finales can be seen in Table 1.4   
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Table 1.4 
Most-Watched U.S. Television Series Finales 

 

Rank Series Finale 
Number of 

Viewers 
(in millions) 

Percent of 
Households Date Network 

1 M*A*S*H 105.9 60.2% Feb. 28, 1983 CBS 
2 Cheers 80.4 45.5% May 20, 1993 NBC 
3 Seinfeld 76.3 41.3% May 14, 1998 NBC 
4 Friends 52.5 29.8% May 6, 2004 NBC 
5 Magnum PI 50.7 32.0% May 1, 1988 CBS 
6 Tonight Show 50.0  ? May 22, 1992 NBC 
7 The Cosby Show 44.4 28.0% Apr. 30, 1992 NBC 
8 All in the Family 40.2  ? Apr. 8, 1979 CBS 
9 Family Ties 36.3 20.8% May 14, 1989 NBC 
10 Home Improvement 35.5 21.6% May 25, 1999 ABC 
Sources: USA Today, Reuters, AOL Television 
 
 
PRINCIPLES OF MARKET CONDUCT 
 
In a market economy, the principal goal for both public and private corporations  
 
is profitability and increasing market share.13  For some companies, the goal of profitability  
 
is shared with other important objectives, including a commitment to product quality and  
 
customer service.  A company's overt or behind the scenes behavior towards its professional  
 
rivals says a lot about its professional conduct in the marketplace.  In this section, we will  
 
consider the issue of market conduct in terms of three kinds of market conduct behaviors.   
 
They include: 
 
 1. Attitudes Toward Product Quality 
 
 2. Legislating Against the Competition 
 
 3. Engaging in Anticompetitive Behavior 
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Attitudes Toward Product Quality 
 
Since the early 1950,'s, different management theorists have discussed the importance  
 
of product quality.  In the aftermath of W.W.II, writers W. Edwards Deming and Joseph  
 
Juran began developing a series of principles that in later years has come to be known  
 
as Total Quality Management (TQM).  They were instrumental in helping Japan rebuild  
 
its war torn economy.14  TQM presupposes a systemic approach to product quality and  
 
customer satisfaction.  It is a philosophy where business and organizations are committed  
 
to improving product quality and customer satisfaction at every level.15  According to  
 
researcher, G.T. Fairhurst: 
 
 [Total quality] is an approach to management that seeks to improve product  

quality and increase customer satisfaction largely through strong quality  
oriented leadership, a more efficient use of resources, participation in team  
based structures, and statistical monitoring of work processes.16 

 
 In their highly successful 1982 work, In Search of Excellence: Lessons from  
 
America's Best Run Companies, authors Thomas Peters and Robert Waterman write that  
 
what characterizes America's premiere companies is a passion for excellence.  More  
 
specifically, such companies exhibit a corporate wide commitment to exceed customer  
 
expectations.17  Jim Collins in his 2001 book, Good to Great makes the argument that  
 
great companies promote a culture of discipline.18  “When you combine a culture  
 
of discipline with an ethic of entrepreneurship, you get the magical alchemy of great  
 
performance.”19  Collins also make the point that good companies seldom achieve  
 
greatness in one fell swoop.  Rather, greatness is achieved over time through a steadiness  
 
in approach in what he calls the “flywheel and the doom loop.”20 
 
 



 24 

 
 

In today's media and telecommunications environment, there are numerous  
 
companies that emphasize the importance of product quality and customer satisfaction as  
 
part of their corporate mission.  The Walt Disney Company is highly illustrative of one  
 
such company that adheres to the principles of TQM and product excellence. 
 
 
    The Walt Disney Company.  Creating the Disney experience is largely dependent upon  
 
the 149,000 worldwide company employees.  They are responsible for translating Disney's  
 
commitment to customer satisfaction into action.  Accordingly, the Walt Disney Company  
 
employs one of the most sophisticated employee training programs in the world.  To ensure  
 
that employees at all levels are guided by a common sense of purpose, founder Walt Disney  
 
established a formal training program that has come to be known as Disney University.21 
             
 Training begins with an appreciation for the fact that appearance is everything.   
             
It is not surprising, therefore, that Disney employees are referred to as cast members.   
 
The presentation includes everything from the way in which Disney employees interact 
 
 with the public to the clothes they wear.  In creating the right appearance, cast members  
 
are taught to be polite.  They are taught to understand that park attendees are to be treated  
 
as guests.  And that helping a guest often means going the extra mile.  In addition,  
 
Disney employees are expected to follow a dress code and are not permitted to eat, drink,  
 
smoke or chew gum in front of guests.  At all levels, Walt Disney World is about creating  
 
an impression that Disney’s parks and resorts are safe, accessible and fun.  The issue of  
 
employee training becomes all the more important when one considers Disney’s multiple  
 
worldwide facilities that include Disney Paris, Disney Hong Kong as well as Disney  
 
owned cruise ships and private hotels. 
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Legislating Against the Competition 
 
Most companies in the field of telecommunications will make the claim that they are big  
 
supporters of free market competition.  They will often resort to such euphemistic phrases  
 
as "all we're really asking for is a level playing field."  In point of fact, such companies  
 
are routinely jockeying for position in order to achieve some type of home court advantage;  
 
albeit, a regulatory one.  One of the ways to tilt the playing field is for the company  
 
(or its respective trade lobby group) to engage Federal and state government to pass  
 
regulation designed to restrict (or limit) the competition.  In short, such companies are  
 
trying to legislate against the competition. 
 
 The historic relationship between broadcasters and cable television provides  
 
a classic example. Between the years 1952 and 1977, U.S. broadcasters and television/film  
 
producers supported a number of regulatory measures designed to limit the growth of  
 
cable television.  In principle, broadcasters were concerned about program siphoning;  
 
that is, the ability of the cable industry to siphon programming intended for broadcast use.   
 
Broadcasters were concerned that cable programmers would feature traditional broadcast 
 
television on cable and thereby fragment the viewing audience as well as inflate the cost  
 
of program acquisition.  
 
 
    HBO v. FCC.   In 1973, after a considerable lobbying effort by the National  
 
Association of Broadcasters (NAB), the FCC introduced a highly controversial set of rules  
 
called the Pay Cable Television Rules.  The pay cable rules were designed to limit  
 
prospective cable programmers from distributing select forms of programming entertainment,  
 
including feature length films and sporting events.22  More to the point, the rules were  
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designed to protect the interests of broadcasters.  The rules prevented cable systems from  
 
showing feature length films which had a general release in the U.S. and were more than  
 
two years old.  In addition, the rules prevented cable systems from featuring television  
 
series type programs with on-going  characters. 
 
 HBO and several motion picture distributors challenged the FCC in the U.S.  
 
District Court in Washington.  The Court was asked to consider two questions.  First, did  
 
the FCC exceed its legal authority by issuing the pay cable television rules?  And second,  
 
did the rules violate the petitioner’s first Amendment rights?   The rules were eventually  
 
overturned in Home Box Office v. Federal Communications Commission.23  The U.S. District  
 
Court concluded that the FCC had not established regulatory jurisdiction over pay cable  
 
television and that the rules were in direct violation of the petitioner's First Amendment  
 
rights.  The Court noted: 
 
 The purpose of the Commission's pay cable rules is to prevent "siphoning"  

of feature films and sports materials from conventional broadcast television 
to pay cable.  Although there is dispute over the effectiveness of the rules,  
it is clear that their thrust is to prevent competition by pay cable entrepreneurs  
for film or sports material that either has been shown on conventional  
television or is likely to be shown there.  How such an effect furthers any 
legitimate goals of the Communications Act is not clear.24 

 
 The court reminded the FCC and the broadcast industry that prior restraints on  
 
speech are heavily disfavored and can be sustained only where the proponents of the  
 
restraint can convincingly demonstrate a need.  In the end, the cable television industry  
 
prevailed despite such efforts to establish regulatory barriers to entry.  The outcome of  
 
this case made it possible for the newly emerging cable television industry to access all 
 
forms of television programming.25  The rest, as they say, is history. 
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Engaging in Anticompetitive Behavior 
 
An industry may be openly competitive and/or it may be coercive; that is, it takes steps to 

weaken the competition.  When companies find ways to limit competition in the marketplace, 

the public interest is at risk.  Today’s antitrust laws are direct descendents of common law 

actions intended to limit restraint on trade (i.e., agreements between firms that have the effect  

of reducing competition in the marketplace).  In 1890, the U.S. Congress passed the Sherman 

Antitrust Act which was intended to ensure a competitive economy.26  In large measure, the  

bill’s passage was a direct response to the enormous market power wielded by the Standard 

Oil Trust.27  Section 1. of the act states that “society’s welfare is harmed if rival firms are  

permitted to join in an agreement that consolidates their market power or otherwise restrains 

competition.”  In 1914, Congress attempted to strengthen federal antitrust laws by enacting  

the Clayton Act.28  The Clayton act was aimed at specific anticompetitive behaviors not 

covered by the Sherman Act, including interlocking directorates; that is, the practice  

of having individuals serve as directors on the board of two or more competing companies. 

 In past years, the U.S. Courts have traditionally applied the rule of reason in their 
 
examination of corporate misconduct.  The rule of reason suggests that simply being a  
 
monopoly with substantial control over a market is not against the law.  It is when market  
 
dominance is used to restrict (or limit) competition that such companies can find themselves  
 
in violation of the Sherman Antitrust Act.  There are several ways that a company can  
 
engage anticompetitive behavior, including 1) price fixing & collusion, 2) predatory pricing  
 
and 3) exclusive dealing and tying arrangements.   
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    Price Fixing and Collusion.  One type of anticompetitive behavior is price fixing  
 
and collusion.  Price fixing is an agreement among competitors to fix prices and, thereby,  
 
control what consumers pay for a product or service.  Collusion is a collective agreement  

among product manufacturers or service providers to limit output in order to charge high  

prices. 29  Collusion can also occur when the same manufacturers or service providers  

agree to pay  a predetermined amount for product or labor supply.  Such efforts to engage  

in price fixing and collusion are typically accomplished behind closed doors.  While price  

fixing is illegal in the U.S., there is nothing to prevent such practices at the international 

level.  Consider, for example, the Organization of the Petroleum Exporting Countries 

(OPEC).  Formed in Baghdad in 1960, OPEC today is comprised of 12 major oil exporting 

countries (Algeria, Angola, Ecuador, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, 

United Arab Emirates and Venezuela).30 

Officially, OPEC’s mission is to “coordinate and unify the petroleum policies  

of its Member Countries and to ensure the stabilization of oil markets in order to secure  

an efficient, economic and regular supply of petroleum to consumers, a steady income  

to producers and a fair return on capital for those investing in the petroleum industry.”31   

What this means in practical terms is that OPEC has created an internationally sanctioned  

cartel of oil producing countries.  OPEC establishes production quotas for member  

countries with the goal of keeping oil production steady and prices at predetermined levels.   

So when prices are low, member countries cut their production to boost the oil price  

and when prices are high - they increase production to bring them down, as was the  

case in the 1991 Gulf War.  What is important to remember, is that oil cartels represent  
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a kind of artificial price fixing that can have a distorting effect on the marketplace.   

The challenge for OPEC is that not all of  its member states have equal reserves, and  

hence the quotas aren't equal.32  Thus cuts in production can affect some countries more  

than others.  This inability to share the pain equally has led some of the smaller members  

of  OPEC to cheat on their quotas.  Worse still, many non OPEC oil producing countries  

such as Mexico, Russia and Norway have benefited from increased world demand for oil  

since they fall outside the rules and production quotas set by OPEC. 

 
    Predatory Pricing.   Another form of anticompetitive behavior is predatory pricing  

which involves restricting competition by offering a product or service at a price too low to 

compete against.  Predatory pricing often occurs when a national or international company 

floods the market with products that are too low to compete against.  The intention is to 

weaken the competition by driving them out of the marketplace.  Companies like Wal-Mart, 

for example, have engendered a certain amount of controversy concerning their pricing 

policies. Wal-Mart. has become America’s preeminent retail superstore by selling clothes 

and appliances at lower cost than its competitors.  The company’s motto is, after all,  

"Always low prices."  Wal-Mart’s low prices are a function of their ability to extract low 

prices from their national and international suppliers as well as imposing strict internal 

controls on staff and operations.  Yet some communities are fighting back to keep the retail 

giant out of their neighborhoods, claiming that Wal-Mart's low prices damage small 

businesses, particularly the "mom and pop" stores that make a community unique.  Another 

example can be seen in the area of solar panel manufacturing.  Solar panels are central to  

the principle of clean energy.  Several U.S. manufacturers claim that China is flooding  
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the U.S. market with cheap solar panels.  Some critics point to the fact that the Chinese 

government subsidizes it solar panel industry at a cost of $30 billion a year.  This enables 

various Chinese manufacturers to produce solar panels at or below cost with the goal of 

exporting them to other countries in the hopes of winning/controlling market share.33 

 
    Exclusive Dealing and Tying Arrangements.   Another way to limit competition  
 
is for a company to engage in exclusive dealing and tying arrangements.  An exclusive  
 
dealing arrangement exists when a firm obtains the product of a certain supplier on the  
 
condition that it will not buy the products of competing suppliers.  Often the buying  
 
firm that enters into such an arrangement will receive in return the exclusive right to handle 

the sellers product in a particular market.  Tying arrangements are often found to be more 

illegal than are exclusive dealings.  A tying arrangement is one that forces a customer to buy 

one product in order to get another.  When companies are found to be engaged in the kinds of 

anti-competitive behaviors thus described, it may result in government intervention.  Such 

government intervention can take the form of an antitrust law suit and includes all the 

legislative and judicial actions necessary in order to restore competition in the marketplace. 

 

 

 

 

 

 

 



 31 

 

U.S. v. MICROSOFT:  A Case Study 
 
 
The story of Netscape Communications demonstrates the remarkable speed with 

which the Internet took shape in the early 1990s.  The company was originally known 

as Mosaic Communications when it was launched in 1994 by Marc Andreesen and 

several other computer programmers at the University of Illinois.  The company 

introduced a software browser that would enable users to navigate the Internet simply.   

James H. Clark, the founder of Silicon Graphics (and former Stanford University  

Professor), fully understood the potential of the Mosaic browser software and bought 

the company.  He renamed it Netscape Communication.34 

            Later that year, Netscape Communications began marketing Navigator, the  

first popular Internet browser.  Navigator worked with Java; a technology software  

developed by Sun Microsystems that enabled applications to run on a number of operating 

system platforms; which meant that users did not need Windows.  Microsoft, for its part,  

perceived Netscape Navigator as a threat to its dominance in the business software market  

and, therefore, developed a competing browser, Internet Explorer.  Microsoft then began 

to require computer makers who wanted to install the company’s Windows operating  

system to also install Microsoft's Internet Explorer and exclude Netscape Navigator.  

In addition, Microsoft intermixed browser code (and other proprietary code) so that  

deleting files containing Explorer could potentially disable a user’s operating system. 

 In 1995, the U.S. Justice Department began the first phase of an investigation  
            
alleging that Microsoft was engaged in a form of tying, whereby, it was requiring personal  
 
computer manufacturers that ship Windows on their PCs to also include Microsoft's 
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Internet Explorer software as well.  The Justice Department also alleged anticompetitive  
 
behavior on the part of Microsoft in terms of its corrupting the Java code and making  
 
users dependent on Microsoft’s proprietary operating system.  What's important about  
 
this case, however, is how Microsoft’s actions affected the development of the Internet  
 
web browser market.   
 
             By 1997, Netscape was the premiere Internet web browser claiming an  
 
estimated 60% of the U.S. software market.  The Justice department took the position 
 
that if Microsoft was able to require PC makers to ship Explorer with every Windows  
 
based machine, the company would obtain an unfair advantage and thereby limit  
 
competition.35  Starting in 1998, Microsoft fully merged its Internet Explorer web  
 
browser with its Windows '98 operating system.  The company justified its actions on 
 
the basis that the two software products are mutually supportive of one another and   
 
should be integrated.  Microsoft’s action, in combination with other events, prompted  
 
the Justice Department to initiate a massive antitrust lawsuit against Microsoft claiming  
 
that such exclusive dealing and tying arrangements were a direct violation of the  
 
Sherman Antitrust Act resulting in the case, U.S. v. Microsoft, Inc.36 
 
 At issue, was whether Microsoft had used its monopoly power and position to  
 
stifle competition?37 According to attorney David Boies, representing the U.S. government,  
 
Microsoft adopted a “predatory pricing campaign” by giving its browser away, bundling  
 
it with Windows.  In contrast, Netscape was dependent on selling its Internet software  
 
for profit.  Microsoft also imposed contracts on computer manufacturers and Internet  
 
service providers like AOL by restricting their ability to do business with Netscape.38   
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Microsoft also offered inducements to such companies as Intuit not to use Netscape  
 
and threatened to terminate important software applications it had been providing for  
 
the Apple Macintosh if Apple didn’t restrict its ties to Netscape.39  
 
            On November 5, 1999, Judge Thomas Penfield Jackson issued his ruling stating  
 
that Microsoft had in fact engaged in a variety of anticompetitive behaviors, including  
 
a  well orchestrated campaign to limit Netscape's access to the market.  In his written  
 
opinion, Judge Jackson ordered that Microsoft pay reparations and that the company be  
 
subject to a forced separation of its Internet services division from its PC Windows  
 
division.  The case was later appealed to the U.S. Circuit Court of Appeals which affirmed 
 
the part of the lower court’s ruling holding that Microsoft did possess and maintain  
 
monopoly power in the market for Intel-compatible operating systems.  The Appellate  
 
Court, however, reversed that part of the lower courts ruling pertaining to how the  
 
problem should be remedied (i.e., the forced divestiture).  The Court was dissatisfied  
 
with Judge Jackson’s handling of the case feeling that his personal comments about the 
 
case (off the record) impeded his professional and legal judgment.  The Court also felt  
 
that Judge Jackson’s decision to impose a break-up on Microsoft was arbitrary and not  
 
necessarily in the best interest of the company.  The Appellate Court remanded the case  
 
for reconsideration of a more appropriate remedy. 
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