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BEYOND ACCESS

Just imagine if you went into the
grocery store to buy a quart of milk
and were told that you could pur-

chase milk, but only if you also paid for
horseradish, diapers,           disposable
contact lenses, and fifteen other pre-se-
lected products.  If this were to happen,
the offending grocery store would be
bombarded by outraged customers and
investigated by government agencies.
But a similar experience happens to
most Private Cable Operator (PCO)
customers when they pay their month-

ly service bills—their rates includes
dozens of programming services they
don’t want to pay for and don’t watch.
Raising the stakes, some PCOs and
cable companies have rightfully ac-
cursed programmers’ increasing rates
for much of the rate increases that they
have passed on to their customers.
Now, some lawmakers are wondering if
greater consumer choice when selecting
their programming would reduce their
constituents’ monthly PCO, cable, and
satellite bills.  Legislation that increased
consumers’ programming choices
would not be without precedent, since
re-regulation of the cable industry in
1992 required operators to offer a tier
of broadcast services to those consumers
that were only interested in receiving
improved broadcaster reception.  What
would happen if Congress legislated
programming be available on an a la
carte basis?  While this would create an

increased "freedom of choice," it would
create significant and unintended con-
sequences.       
There is increasing demand by con-
sumers to have more control over their
programming packaging and selection.
Most subscribers watch only a fraction
of the total channels of programming
that they purchase, and studies have
confirmed that PCO and cable sub-
scribers spend as much as 80% of their
time viewing only eight channels.
Then, why don’t operators offer cus-

tomers more programming selection
choices and why do programmers
charge significant penalties for or pro-
hibit a la carte distribution?  
Increased choice allows consumers to
make more efficient purchasing deci-
sions, but advances in technology can
create a plethora of new options that
may not always be beneficial to the cus-
tomer.  Today, technology is available
that could permit some customers to
choose their video programming on an
"a la carte" channel basis, by subscrib-
ing to selected shows or episodes with-
in individual channels, or via an on-de-
mand basis (pay only for what you
watch).  So, if a la carte were for the
public good, would legislating service
on a by-program or on-demand basis
be better—or—"where does Congress
draw the line?"  Increased choices
would also create new responsibilities
for consumers—and while investigat-

ing what motivates customers to want
more choice, researchers found a sur-
prising result.      

During a study conducted in 1998,
participants that had expressed an in-
terest in digital video service were asked
how they would prefer to choose and
package their digital video program-
ming.  Almost half of the respondents
indicated that they would prefer to
choose their programming on an a la
carte basis.  They stated that they
wouldn’t mind paying more on a per
channel basis if they were able to choose
the specific programming they wanted.
But when presented with a hypotheti-
cal a la carte service and asked to choose
their programming lineup from over
100 programming services, respondents
had difficulty making choices with un-
familiar services and when trying to
make decisions for their other family
members.  Eventually, more than half
of the subset that had a preference for a
la carte packaging reconsidered their
original decision—which was an unex-
pected result. The survey also helped
identify a key motivator for consumers
desiring to exert increased control over
their programming selections—they
viewed increased "choice" as a way to
reduce their monthly fees.  The survey
suggested that customers would reduce
the number of programming channels
they receive by approximately one-third
to two-thirds, but would expect a cor-
responding rate reduction of 25% to
50%.  Consequently, consumers’ inter-
est in exercising more control over their
programming appears to be a desire to
improve the price-value proposition of-
fered by PCO, cable and satellite
providers.          

"While this would create an increased "freedom
of choice," it would create significant and
unintended consequences."



J U N E  2 0 0 3 |  www.broadbandproperties.com |  BROADBAND PROPERTIES | 7

Would legislating a la carte program-
ming change the price-value proposi-
tion by saving consumers a significant
amount of money?  While the cost of
programming is often a PCOs single
most significant expense, it accounts for
less than 50% of operators’ total ex-
penses.  Hypothetically, if the program-
ming expenses comprised 50% of op-
erators’ total expenses and the operator
realized a 50% reduction in its pro-
gramming expense and passed along the
entire savings to the consumer, the con-
sumers’ monthly bill would only be de-
creased by 25% (assuming all else re-
mained constant).  This is a significant
amount, but most of the more popular
services (such as ESPN and Nick-
elodeon) that are more likely to be re-
tained account for a disproportionate
amount of an operator’s programming
expenses.  The less popular services that
might be more likely to be discarded
will have a much more moderate affect
on any savings an operator could at-
tempt to pass through.  Therefore, cus-
tomers eliminating a significant num-
ber of less popular (and relatively
inexpensive) programming services
might be surprised how modestly their
programming costs would be affected.
Further, a la carte pricing would require
most programmers to increase the rates
that they charged operators so that this
new form of packaging does not penal-
ize them financially.    

Basic programmers have substantial
fixed costs and subscriber reductions
would not allow them to absorb a pro-
rated reduction in revenue without ad-
versely impacting their bottom line.
Most basic programmers generate rev-
enue via a combination of subscription
and advertising revenues.  The ratio
varies among programmers, but larger
programmers generally attempt to bal-
ance both revenue streams.  Hypotheti-
cally, if a larger programmer realized a
50% reduction in its customer base, it
would be required to double the
monthly subscriber fee charged to op-
erators to cover the subscription rev-
enue shortfall.  The reduction in adver-
tising revenue could be more than 50%

due to the loss of critical mass for the
advertisers—and programmers would
be required to double or even triple
their subscription charge to operators
to offset the advertising revenue reduc-
tion.  In fact, legislated a la carte pro-
gramming could produce the unintend-
ed effect of increasing programming
costs by 300% for some services!  Small-
er programming services whose cus-
tomer base fell below ten to twenty mil-
lion subscribers might be unable to
generate significant amounts of adver-
tising and might find their viability af-
fected.  A reduction in the number of
eyeballs would most seriously affect in-
dependent programmers and could
force some of them to shut down or sell
out to larger programming conglomer-
ates.  Ultimately, the cornucopia of pro-
gramming diversity could be adversely
affected and new programming services
might experience more difficulty ob-
taining funding.   

Consequently, legislating a la carte
packaging could result in an unsatisfac-
tory experience with PCO customers.
Programming diversity and the viabili-
ty of independent programmers could
also be adversely affected.  Since there
would not be an aggregate program-
ming rate reduction for operators to
pass along to consumers, most sub-
scribers would not realize any savings
and many would receive less program-
ming for about the same or a higher
rate.  Further, research suggests that a
primary motivation for consumer inter-
est in a la carte packaging is to realize a
reduction in their monthly rates, and
legislating a la carte packaging would
create expectations that will likely not
be met.  While regulations that "im-
prove" the way America chooses its
video services has inherent and populist

appeal, it is unfortunate that the eco-
nomics do not support such flexibility.
In fact, the results could well have un-
intended consequences by not resulting
in the expected savings to consumers,
increasing customer frustration with
their providers, and adversely impact-
ing the programming industry.  

So what’s the right solution?  Con-
gress should pass legislation that allows
PCO, cable, and satellite operators the
right to be able to offer their customers
programming services on an a la carte
basis.  Operators will adjust their pro-
gramming packages that appeal to their
consumers while gaining the flexibility
to prevent rouge programmers from
raising their rates without regard to how
it will affect operators and end users.  A
few programmers will suffer the conse-
quences of using their well-penetrated
programming services to consistently
increase their rates 20% each year to
fuel their cash flow machines.  Their
service will be removed out of basic and
offered a la carte to those customers that
really want to pay for it.   And it will
send a message to selective program-
mers—just as PCOs and DBS opera-
tors have sent a message to franchised
cable providers.  In a world of level play-
ing fields and fair and healthy competi-
tion, the operators, programmers, and
consumers all will win. ■
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"Increased choice allows consumers to make more
efficient purchasing decisions, but advances in
technology can create a plethora of new options
that may not always be beneficial to the customer."


