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From the BDU-Model of TV to Radical Unbundling: Common Carriage
and Culture Policy for the Internet Age: Executive Summary|

This report develops an analysis of the TV market in Canada, with a particular
focus on the structure of the market in terms of ownership and concentration. |
have used the opportunity to reflect on where things currently stand, and to set
out some, hopefully, provocative ideas about where we might want to go next.

The TV market in Canada has developed in response to technology, market
forces, peopledbs choices and systematic regu
throughout its history. The BDU-centric model of TV developed over the last
thirty- to forty years is now under much strain from many sources i the rise of the
internet and mobile wireless services, declining advertising, the proliferation of
devices through which people create, consume and share TV, high levels of
concentration that have grown higher in recent years, especially after 2010, and,
especially, this report argues, extremely high levels of diagonal (e.g. between
wireline and wireless networks, ISPs and BDUSs) and vertical integration between
telecoms operators and TV. That concentration levels in Canada are high is not
unusual i they are in most countries i but when it comes to diagonal and vertical
integration, Canada is exceptional, and not in a good way.

All of the major commercial TV ownership groups in Canada are owned by
telephone companies and BDUs: Bell, Rogers, Shaw, Quebecor. Add the CBC
into the mix, and the top 5 companies account for 90% of all revenues. Swap
TELUS for the CBC, and the top 5 companies in Canada account for nearly
three-quarters of total revenue across the media economy; Google, Facebook
and Netflix combined, less than 5%

Some consultants and groups in the TV industry argue that the CRTC should
abandon its recent steps to deal with the high levels of concentration and vertical
integration in the TV market. They argue that its attempts to promote more
affordable TV services, the unbundling of TV services, and the ability to access
OTT services that are available over the internet without requiring a BDU
subscription are misguided and, worse, threaten to destroy Canadian TV.

| argue, however, that the CRTC has responded appropriately to the highly
concentrated and vertically-integrated structure of the TV industry in Canada.
The steps it has taken are in synch with those of the Federal Communications
Commission (FCC) in the US and regulators elsewhere as well. In the US, for
instance, we find that broadcast TV is not in crisis. Unbundled TV services have
developed much quicker, with Disney (ESPN), Time Warner (HBO), CBS,
Viacom, among others, and major league sports leagues such as the MLB and
NFL, developing stand-alone internet-based TV services at rates that are leaps
and bounds ahead of developments in Canada. A good reason for these
differences lies in the fact that none of these US companies are vertically-
integrated. Moreover, US regulators (e.g. the FCC and the Department of



Justice) have done much to curb market power in US TV and telecoms markets,
to institutionalize common carriage, restrict the use of data caps, speed along the
development of more competitive markets, broadband internet availability and
adoption, and the growth of new OTT services like Netflix, Hulu and Amazon
Prime. In Canada, in contrast, the vertically-integrated Telecoms-BDU and TV
groups see unrestricted access to TV services over the internet as a threat. They
are also joined in this belief by resurgent cultural policy nationalists who want the
pace of internet development to be held back in order to prolong the BDU-centric
TV model that we have had for the last thirty- or forty-years. This report argues
that this is a terrible idea.

Th e i B-i Bgll, Bogers, TELUS, Shaw and Quebecor i and their supporters
consultants, hired experts, think tanks and many journalist chastise the CRTC
(and, by implication, the policy makers at the Competition Bureau, ISED and
Department of Canadian Heritage that stand behind it) for putting issues like
concentration, vertical integration, TV service unbundling, common carriage (net
neutrality), data caps, affordability, consumer choice and the public interest on a
pedestal at t he ex pheynasserttioafthetbipgest Camagiant e mo .
companies are but lightweights thrown into battle with unregulated global internet
behemoths (Apple, Google, Facebook and Netflix) -- a digital free for all of global
proportions now playing out in C a n a doavrdkmckyard. It is not the broadcasting
system we need to worry about, but the digital ecosystemq they assert. That
concept, however, is of dubious value as a guiding metaphor because it washes
out the distinctive aspects of different segments of the telecoms, internet and
media industries, effectively making the issues of concentration and integration
disappear because everything is all just a little speck in a big giant system.

While superficially at odds with one another, the industry groups and cultural

policy nationalists often make strange bedfellows on the basis of the shared

belief that saving the BDU-centric TV model for as long as possible is a good

thing to do. In their eyes, for instance, selectively lifting data caps for Canadian
content while applying it to Aforeignd TV an
internet and their mobile phones is a good idea. Both groups skirmish over

whether internet access and mobile wireless services should be defined as

BDUs, but ultimately agree that doing so can be a good thing: the cultural

nationalists because they want a bigger pool of BDUs to fund CanCon, while the
Telecom-TV groups want to draw the lines between broadcasting and telecoms

as they see fit so that they can act more like publishers and editors rather than

common carriers, picking and choosing what content, apps and services get

carried over their networks on what terms and at what prices. Both groups want

to use control over information infrastructure i whether copper, fibre, mobile

wireless, or BDUs i for their own ends, one to raise ARPU (average revenue per

user), the other to puombtpofiinogosgoabb. cul't

Yet, over and against such ideas, the CRTC and other policy wonks in the ranks
of the bureaucracy, as well as some independent scholars and a broader public



as well, have stood firm. The CRTC is also walking close to if not directly in the
footsteps of its counterparts at the FCC in the US as well as telecoms regulators
in Chile, at the European Commission, India, the Netherlands, Slovenia, and the
UK, among many others, who are all i each in their own way i unbundling the
network and TV services, pushing to liberate set-top boxes from the control of
BDUs like customer premise equipment (handsets) were fifty years ago in the
long march to greater telecoms competition, coming down foursquare for
common carriage and against data caps, curbing market power, promoting
competition, and shaping the information infrastructure of the 21 Century, which
will not only be the central platform for TV, but for more and more of the
economy, society and peoplebdbs everyday | ives

The reportendswithei ght fAbi g ideaso and proposal s:

1. Eliminate Section 28 of the Telecommunications Act which
subordinates Telecoms policy to TV policy.

2. Eliminate Section 4 of the Broadcasting and Telecommunications
acts so that both pieces of legislation can talk to one another.

3. Breathe new and vigorous life into Section 36 of the
Telecommunications Act, i.e. the principle of common carriage (net
neutrality), the crown jewel in the telecoms and cultural policy toolkit fit for
the 21° Century.

4. Transfer authority over spectrum from Industry Canada to the CRTC;
reject proposals to bring Telecoms, the Internet and TV under general
competition law and the authority of the Competition Bureau.

5. Impose vertical separation along functional lines between carriage
and content, and eliminate the entire regulatory category of BDUs; it
is all telecom-Internet access and carriage now. Telecom and TV policy
need to be unbundled and given the separate attention they deserve.

6. More money #1: to achieve #broadbandinternet4all we need to bring
current broadband subsidies levels up from their pitifully low levels of
roughly $2.25 per Canadian per year to somewhere between what, say,
Sweden spends on broadband subsidies per year ($5) and what the CBC
gets every year from Parliament (recently around $33 per person i a low
level by international standards).

7. More Money #2: Tax Uber, Amazon, Apple, Facebook, Google and
Netflix at the same rates as their Canadian counterparts. The internet is
patof t he Oreal economy 0 eritedto dpecialéak- soci et
free haven status.

8. Radical Unbundling: Our guiding metaphor should be a giant set of Lego
buil ding blocks not fAsysianidsabborfeloif oadcast i
the 19" and 20" centuries with too many connotations of control, and for
organization from the centre out verses the edges in. Systems are to elite
democracy what Legos and unbundling are to a more democratic form of
culture, communication and commerce.
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From the BDU-Model of TV to Radical Unbundling: Common
Carriage and Culture Policy for the Internet Age

Introduction

The media economy in Canada is large, complex and growing fast. Total revenue
quadrupled from $19 billion to $75.4 billion between 1984 and 2014." Wholly new
media have arisen, beginning with pay TV and mobile wireless services in the
1980s, then Internet access and internet advertising thereafter, while all along
cable, satellite and, now, IPTV (Internet Protocol television)? have grown greatly.
These are now the core sectors of an evermore, broadband Internet and mobile-
wireless-centric media order, and along with changes in policy, economics and
society, they are fundamentally changing the nature of TV as we know it.

After being at the centre of TV in Canada for roughly thirty years, the cable

(BDU)-centric model of TV is increasingly bumping up against a new generation

of TV services that are organized morelikeapu bl i sher sd cathabl ogue of
people choose from on-demand and which are delivered over all IP-based

networks to an ever widening range of devices. Existing TV providersé e xt ensi ve
catalogues of titles, as well as live sports and other events, blockbuster

entertainment, and original journalism will likely ensure that TV will be

transformed rather than disappear altogether, even if these changes will be

wrenching for some.

In the past, it may have been desirable to bundle content and carriage together,
as with cable TV. However, those days are numbered as people turn more to the
internet to get their TV services over broadband links from wherever they want.
As Catherine Middleton observes, as the broadband internet has evolved, it has
become easier to separate the access network from the growing number of apps,
content and services available over them.® While changes in technology are
behind these new alternatives, the pace and sweep of the transition now taking
place will turn on economics, institutional interests and policies, with many
interests fighting tooth and nail to shape events in the direction they want.

! Unless otherwise cited, the full data sets and citations supporting the revenue and market share
figures referred to in this report can be found at and downloaded from the CMCR Project website:
http://www.cmcrp.org/wp-content/uploads/2015/10/CMCRP_Workbook 2014 for web.xIsx.

2 These services are collectively known as broadcasting distribution undertakings in Canadian
regulatory parlance. It is important to note that it was only around 1980 that half of Canadian
households subscribed to a BDU service, and not until the turn-of-the-21* Century when three-
guarters of households did. In other words, the BDU-centric TV model is of a particular time, and
not a permanent fixture on the land.

3 Middleton, C. (2016). Moral Fibre:Shoul d pol i cymakers 6do Milrat i s right
broadband networks? Intermedia, 4(1), 31-34. http://www.iicom.org/intermedia/intermedia-apr-
2016/moral-fibre
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While mobile wireless, internet access, internet advertising, specialty, pay and
over-the-top (OTT) TV services have grown fast, the growth of the network media
economy has been sluggish since the global financial crisis of 2008. Some media
have stagnated in recent years, especially those that are advertising supported
(e.g., radio, broadcast TV). Still others appear to be in decline: basic telephone
service, newspapers and magazines. Broadcast TV revenue has dropped nearly
20% in the past five years. Newspaper revenue also plunged from $5.6 billion in
2006 to $3.7 billion in 2014, although more than a few displaced journalists have
planted the seeds of several promising new journalistic ventures (think iPolitics,
Canadaland, the National Observer, etc.). Before sounding the death-knell for
any media, however, we must bear in mind that several media recently thought to
be at de ate.p dooks,dhe music industry and postal services -- have
made a comeback. Ol d meusuallg d o n 6 ;ttheydgeteemade for new times.

In addition to tracking the rise and fall of different media, and getting a firm gauge
on where TV sits amidst this kaleidoscope of moving parts, this report asks if the
media in general, and TV in particular, have become more or less concentrated
over time? It also pays close attention to a unique feature of the media landscape
in Canada: levels of diagonal integration between distribution network operators
and of vertical integration between telecoms (network) operators and TV services
that are extra-ordinarily high by empirical, historical and international standards.

The Intensifying Battle over the Future of TV

These crosscutting trends have sparked an intense battle over the institutional
arrangements that will define the network media economy (including TV) in the
decades ahead, and perhaps for much of the 21%' century. While none of the
political parties said much about such matters in their election platforms, the new
Liberal government has restored most of the CBC budget cuts imposed by the
last government and put three parliamentary reviews into motion since taking
office: one on the state of the media and journalism, headed by MP Hedy Fry; a
top-to-bottom review of broadcasting, arts and culture policy spearheaded by
Heritage Minister Melanie Joly; and a third, canvassing views on the future of
Canada Post, led by Public Services Minister Judy Foote.

On top of this, the Canadian Radio-television and Telecommunications
Commi ssion (CRTC), Canadao6 amedowmuthfour at i ons r
landmark rulings last year that have roiled the telecoms and TV industries,
largely because they stem from one common concern: high levels of
concentration in certain broadband Internet, mobile wireless and TV markets
(see below). The commission has also just completed a sweeping review of
whether the idea of universal, affordable basic telecoms services available to all
Canadians should be expanded to include broadband internet access and, if so,
at what standards of speed, quality and affordability. Front and centre in that
discussion was the issue of whether the standard of broadband access to be
adopted should reflect the fact that people are watching more and more TV and



using a wide variety of other video-rich media, from video games and Youtube, to
newspapers, health information, as well as streaming media services over the
internet. Regardless of the answer to this question, what is clear is that
broadband policy has become inextricably tied up with TV policy, and vice versa,
albeit without either one of them simply being reducible to the other.

The critical juncture between telecoms and TV policy has also come to a head
over efforts by Bell, Quebecor and Rogers to offer mobile TV, music and other
entertainment services over the internet and their mobile wireless networks to
subscribers at discounted rates, or zero-rated altogether i that is, not counted
towards s u b s ¢ r dath eapssAd first blush, such practices might look like a
good deal for consumersandfort he fibr oadcasting systemo, wh
idea for forty years has been for BDUs to use their control over distribution to
actively tilt the field in favour of Canadian content. Yet, if data caps are meant to
manage congestion on networks, how can telcos and ISPs offer packages that
include bandwidth intensive TV, video and music services of their own and other
self-selected services without applying data caps to them but to all other services
without undermining the rationale for their use in the first place? Furthermore,
when delivered over the internet and mobile wireless connections, such efforts
turn carriers into broadcasters (or publishers), with the upshot they begin to take
an active role in selecting messages, apps, content and services that get
discounted rates, or zero-rated altogether. This contrasts with the traditional role
of common carrier principles, whose essential principle is this: those who own the
pipes (carriers) must not unjustly discriminate between or influence the meaning
or purpose of the messages and sgseesri ces t hat
sections 27 and 36 of the Telecommunications Act). Seen in this context, the
basic question is this: is your ISP or mobile phone provider a telecoms carrier or
a BDU?

The CRTC will deal with these issues head on in its upcoming review of common
carriage, or as it is better known these days, Net Neutrality.* Again, with mobile
TV and streaming music and other data intensive services at their core, it is clear
that telecoms and broadcasting policy must be seen in a single view i although
this does not mean that merging the Telecommunications Act and Broadcasting
Act into one omnibus law that covers everything should be the logical outcome of
such efforts.

All of these efforts offer enormous opportunities for good things to happen, but
also for much mischief, especially if those lobbying the new government day and
night get their way. Indeed, Bell alone has lobbied MPs and departments thirty-

4 CRTC (2016). Examination of differential pricing practices related to Internet data plans.
Telecom Notice of Consultation CRTC 2016-192 http://www.crtc.gc.ca/eng/archive/2016/2016-

192.pdf.
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two times T nearly twice a week! i from the time the new Trudeau government
assumed power in November until the end of March.®

Long Live the BDU-centric TV Model?

A range of vested interest have grown up around the telecoms and broadcasting
systems, and they are pressing hard to shape things in the direction they want.
Creative and production-oriented groups in the broadcasting industries, such as
the Canadian Media Producers Association, the Directors Guild of Canada, the
Friends of Canadian Broadcasters and Unifor, for example, all seek to retain (or
restore) content quotas, genre exclusivity rules and cross-subsidies, but also to
updatetheficul t ur al o dludecinternet sesvicek providers (ISPs),
mobile phones, OTT services like Netflix, Roger s an d-o8nedshwins c o
and Bel | 6%They offerna®DOUvcentric view of the media world, where
the internet and mobile phones need to be redefined, at least in part, as BDUS,
and harnessed to the promotion of the broadcasting system, with zero-rating
being used as a means to prioritize Canadian content, and OTT TV services
brought within the ambit of the Broadcasting Act.

In this view of the world, the rise of the internet, steep decreases in advertising
revenue and, especially,t h e C RnisQuaded trilogy of Talk TV rulings last
year pose a mortal threat to the Canadian TV system. The Miller report,’ for
instance, sees impending doom unless the Talk TV rulings are reversed or at
least watered down greatly. According to it, the C R T Chiidsto promote affordable
skinny basic cable TV services, the unbundling of large cable bundles in favour
of smaller ones as well as pick-and-pay TV options, greater competition between
specialty TV services, and OTT TV services that are available over the internet
without requiring a BDU subscription will wreak havoc on Canadian TV. Under
the most likely scenario, the report asserts, such efforts will cause:

1. many specialty and pay TV services to close (it cites estimates that 10-
70% of such services will close) (para 230);

2. up to a billion dollars in lost revenue by 2020 for specialty and pay TV
services that remain (paras 214-235);

3. BDUs will lose an estimated $858 million, and it& not inconceivable that
the entire BDU sector could be wiped out (para 68). Close to half-a-billion
dollars in annual funding for Canadian Media Fund (CMF) would vanish if

® Office of the Commissioner of Lobbying. (2016). Monthly Communication Report.
https://lobbycanada.gc.ca/app/secure/ocl/Irs/do/cmmLgPblcVw?comlogld=374893&searchPage=
clientOrgCorpSummary&sMdKy=1461248465851
® Miller, P. (2015). Canadian Television 2020: Technological and Regulatory
Impacts. Prepared for ACTRA, Canadian Media Guild, Directors Guild of Canada, Friends of
Canadian Broadcasting, Unifor. Ottawa: Nordicity. http://www.actra.ca/wp-
gontent/uploads/Nordicitv-MiIIer-Lets-TaIk-TV-economic-impact-forecast.pdf

ibid.
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this turns out to be the case, although the more likely scenario will result
in a loss of $47 million in BDU contributions to the CMF (para 237).

4. With specialty and pay TV services floundering and some failing, and
revenues for BDUs sharply reduced, $400 million of investment in
Canadian TV production could be lost (para 239);

5. the costs to the economy could be over 15,000 jobs, once knock on
effects are included, while accumulated losses to GDP and Canadian
pr ogr ammi n gily feacb single dig# lall®ns of dollars over the
next fi para98e ar s o

According to the Miller Report, in sum, if the worst aspects ofthe CRTCb6s tri |l ogy
of Talk TV decisions are allowed to stand, the total losses will be devastating:

$400 million cut from Canadian TV production, $970 million in lost revenue for

specialty and pay TV services, $858 million in BDU revenues lost, and up to

6,830 full-time positions lost in the broadcasting and production sectors and

another 8,300 indirect job losses will be the result.

Things, however, the report urges, do not need to be this way. Under a fdo
nothingoapproach, there would still be losses, but noting close to what the

CRTCO6s chosen cour s éstead of doiog nbtloing, howieder, br i ng
Milerpr oposes a @Al ess aggressi ve,itstatesr e i ncr eme
i @mintaining the ability of Canadian broadcaster-BDU OTT services to remain
complementary rather than competitive to BDU services would reduce take-up of

these unregulated options, and hence cord-cutting and cord-s h a v ialhoj 0 ,

which will mean fewer losses for the Canadian broadcasting system.? In short,

the report urges regulatory steps that will slow the growth of the internet as an

alternative to BDUs, while striving strenuously to maintain a BDU-centric view of

TV around which the rest of the media universe should revolve. In this view,

BDUs are the linchpin in an elaborate system that has been finely calibrated over

decades to achieve goals that serve Canadian TV well, while tapping BDUs to

the tune of 5% of their annual revenue ($9.1 billion in 2014) to fund Canadian TV

content production through their contributions to the CMF.

Yet, why a model that has been at the centre of the TV landscape for thirty years

should be kept forever, or preserved for as long as possible, the report does not

say. To question this assumption is not to oppose the importance of TV as either

an economic or a cultwural form, but it is to
future of TV to BDUs i a distribution platform whose time may have already

crested, although we must be wary of those who see its imminent demise on

account of cord-cutting, cord-shaving, cord-nevers, etc., as we will see in detail

below). n f act , Asaving TVO in Canada may requi
arrangements. That, indeed, appears to be exactly what the CRTC is doing,

aided and abetted by those Wwhodvbakéeeaz mbdbr € he

% ibid, para Xxxvii.
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broadband- and mobile wireless-centric communications and media universe
now taking shape.

From the BDU-centric view of TV to the Digital Ecosystem?

The ABi g 50 t el ecoimPBellaRogersMELWE, &hagandnt s (
Quebecor), along with their hired consultants and think-tank allies at the C.D.
Howe, Fraser and Montreal Economic institutes are equally perturbed with the
CRTC. Indeed, a constant theme in a slew of reports, policy and law conferences
over the last year is that the CRTC has been pandering to consumerist populism
under its Chair Jean-Pierre Blais, and that his meddling has shown a disquieting

| ack of f ai t h infavoufiom@atruskve goverhmentceguwation. To
wit, BCE CEO George Cope laid the blame fort h e ¢ o mgeasiolyto cut 380
jobs from Bell Media in Toronto and Montreal last November directly at the feet of
the Cogmmission, stating bluntly that such cuts wer ereally the result of the CRTC
rulesa

Yet, while the industry and creative groups are at one on this point, they break

ranksover t he f or theday sfthe braadcasting system are done.

All eyes must now -bystempon tthheey fsdaiygi trmealr keectos ar
competitive because everyone is being forced to compete vigorously across this

system instead of within just a few separate media industries as in times past.

More urgently, they assert that even the biggest companies in Canada are but

lightweights thrown into battle with unregulated global Internet behemoths like

Apple, Google, Facebook and Netflix -- a digital free for all of global proportions

is playing out in our own backyard. It is not the broadcasting system we need to

be concerned about but something much bigger, they say: the digital ecosystemo .

To be sure, we do live in an age of information abundance, not scarcity, and the
regulatory regime must reflect this fact. Evidence of this is easy to come by: for
example, a hundred hours of video are uploaded to YouTube every minute.
Netflix had about four million subscribers in Canada in 2014; four-and-a-half
times that number have a Facebook account, which they use to stay in touch with
family and friends and to share the news. The sheer magnitude of the information
environment is also visible in the number of media outlets: in 2014, there were
695 licensed TV services operating in Canada, 1,107 radio stations and 92 paid
daily newspapers. Buzzfeed, the Huffington Post and Vice now produce original
journalism. Most Canadians have a smart phone, broadband internet access and
a cable TV subscription, and by global standards we use each and every one of
them a lot to communicate with one another and to access all manner of content.

Given this v-aystem dit piet dilsep@ao ate sil oso appr
Telecommunications Act and Broadcasting Act is out of sync with the lay of the

® Quoted in Bradshaw, J. (Nov. 5, 2015). Bell Media to cut 270 jobs in Toronto, 110 in Montreal.
Globe and Mail. http://www.theglobeandmail.com/report-on-business/bell-media-to-cut-jobs-in-
toronto-montreal/article27130545/.



http://www.theglobeandmail.com/report-on-business/bell-media-to-cut-jobs-in-toronto-montreal/article27130545/
http://www.theglobeandmail.com/report-on-business/bell-media-to-cut-jobs-in-toronto-montreal/article27130545/
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land. The C.D. Howe,*® Fraser'! and Montreal Economic institutes,*? as well as
the tel ephone cxpenpsuchiaxlsfitey Biserachd® argue that
the digital ecosystem should be brought under general competition law; while
funding and promoting Canadian content might remain the bailiwick of the CRTC
and Department of Canadian Heritage. Other than that, the Competition Bureau
should take over everything else. Continue to fund the CBC, argue the institutes,
experts and industry, but keep the public broadcaster on a short leash to stop it
from competing with commercial media for scarce resources I money, time and
attention -- in emerging internet news and entertainment markets. Canadian
content funding should also be limited to what the market will not provide and
done so out of the general public purse versus the Byzantine system of cross-
subsidies, epitomized by the flow of funds from BDU revenues to the CMF.

Dig deeper into the weeds of this advocacy and vitally important new terrain

emerges. The rules must change, say these groups, to reflect the baseline fact

that all the major telephone companies (except TELUS) now own t he countr
biggest TV services (this is vertical integration). If these entities want to bundle

TV services together in exclusive packages tied to Internet subscriptions, mobile

wireless or cable services, so be it. The CRTC has no business intervening in the

marketplace to force the companies to offer skinny basic TV packages, unbundle

channels, or to force them to uncouple their own OTT offerings such as CraveTV

(Bell) and shomi (Rogers and Shaw) from subscriptions to their cable or internet

services. Leaving such matters to the market will foster dynamic competition

betweenwell-r esour ced r i v al Isetwéen them afidBhe glob& 6) and

internet giants. If mobile wireless operators and Internet service providers (ISPs)

want to act like broadcasters (or publishers) in some instances, exempting

services | i ke Bell ds Mobile TV or Videotrond
and expensive overage charges they apply to everything else sent through their

pipes, why not? The practice is known as zero-rating, and its supporters argue
thatconsumersbenef it from the Afreeodo or steeply di
Moreover, zero-rating can be usedtosub si di ze poor penobld edbs acce
phones and an affordably priced subset of the internet, and to advance cultural

1% Schwanen, D. & Dachis, B. (2016). Changing the channel on Canadian communications
regulation. C.D. Howe Institute Commentary 451.
https://www.cdhowe.org/sites/default/files/attachments/research papers/mixed/Commentary 451
.pdf

' Globerman, S. (2016). Technological changes and its implications for regulating the Canadian
television broadcasting sector. Vancouver, BC: Fraser Institute.
https://www.fraserinstitute.org/sites/default/files/technological-change-and-its-implications-for-
regulating-canadas-tv-broadcasting-sector.pdf

12Masse,M.&Beaudry,P.(2016).The state of competition in Canadaébs
industry i 2016. Montreal: Montreal Economic Institute.

http://www.iedm.org/files/cahier0116 _en.pdf

® Eisenach, J. (2016). A new regulatory framework for A New Regulatory Framework for the
Digital Ecosystem. Paper presented at the 18" Biennial National Conference on New
Developments in Communication Law and Policy, Law Society of Upper Canada, Ottawa,
Canada, April 2016.
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policy goals by zeror at i ng CanCon whil e applying data c
for example.

On this last point the major players again make common cause with the CMPA,

Friends of Canadian Broadcasting, DGC, Unifor and so forth. All agree that zero-

rating Canadian contentwhi | e applying data caps to fAfore
way to advance cultural policy goals. They also agree that the telcos and ISPs

should put their thumbs on the scales in favour of the national rights market by

blocking access to foreign content that Canadian companies have bought the

rights to exploit inside our borders. This means Canadian Netflix subscribers who

use VPNs (virtual private networks) to tap I
those connections blocked, and indeed Netflix has begun to do just that. Pirate

websites should also be blocked, say these groups. In sum, despite their many

differences, both sets of groups want to build higher walls around the nation -- a

retrograde cultural nationalism for the 21° century.

The marriageof convenience between Canaalads i ndust
policy nationalists breaks down again, however, over proposals to treat ISPs and

mobile wireless operators as broadcasters under the Broadcasting Act. Cultural

policy advocates relish the idea because currently the largest source of funding

for CanCon is the Canadian Media Fund (CMF). Most of this money comes from

cable and satellite TV operators who pay 5% of their annual revenued $254.6

million in 2014-20158 to support Canadian TV program production.** So, in

theory, if the entire category of BDUs vanished, as the Miller reports fears it

could, the CMF and the other production funds they support i and Canadian TV

production, as a result i would be out of pocket hundreds of millions of dollars.

Based on their combined revenue of $31 billion in 2014, however, adding ISPs

and mobile wireless carriers to the BDU category would multiply the CMF and

these other funding pools mani-fold, or at least enough to offset the losses

associated with the demise of conventional BDUs. Presto! Whatever woes might

afflict broadcast TV entertainment and journalism on account of the potential

demise of BDUs and languishing advertising revenues would largely vanish.

Those pitching this i deeoplesusetheinteetandnl y f air
smart phones to watch TV, and since some of the value of these services is

derived from such activities they should be tapped to support Canadian TV.

For nearly two decades, the CRTC,* Federal Court of Appeals®® and Supreme
Court,*” however, have rejected this idea. The telcos and net neutrality

4 Canadian Media Fund (2016). Annual Report 2014-2015. http:/ar-ral4-15.cmf-fmc.ca/

' CRTC (1999). Exemption order for new media undertakings (1999-117).
http://www.crtc.gc.ca/eng/archive/1999/pb99-197.htm; CRTC (2009). Review of broadcasting in
new media. http://www.crtc.gc.ca/eng/archive/2009/2009-329.htm; CRTC (2009). Reference to
the Federal Court of Appeal i Applicability of theBroadcasting Act to Internet service providers.
http://www.crtc.gc.ca/eng/archive/2009/2009-452.htm

'® Federal Court of Appeals (2010). Canadian Radio-television and Telecommunications
Commission (Re) 2010 FCA 178. http://decisions.fca-caf.gc.ca/fca-
caf/decisions/en/item/36845/index.do.



http://ar-ra14-15.cmf-fmc.ca/
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http://www.crtc.gc.ca/eng/archive/2009/2009-329.htm
http://www.crtc.gc.ca/eng/archive/2009/2009-452.htm
http://decisions.fca-caf.gc.ca/fca-caf/decisions/en/item/36845/index.do
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advocates, mortal foes under most circumstances, also think that using

broadband access and wireless cgstemderrs to pr
a bad idea. The assumption that, were it not for TV programs produced by the

cultural industries, ISPs and wireless carriers would offer little more than

connections between blank screens is also offensive. It rests on crude measures

of Internet traffic that fail to distinguish between the value of a simple text sent

between lovers, for example, and the huge amount of bandwidth used to deliver

the latest episode of Orphan Black.

Things might be fine if those pushing to updateth e fAcul t ur al policy t o
bringing mobile wireless, internet access and OTT services into it could just be

left to their quixotic pursuits. The issues are much more complicated, however,

because the telcos appear to reject being defined as broadcasters only to avoid

formal funding obligations for Canadian TV production. Otherwise they are

pressing the CRTC and Federal Court of Appeals, and lobbying the government

to be permitted to be broadcasters in order to be able to bundle and discount

services across the digital eco-system as they see fit. This would allow them to

act as common carriers in one moment, and broadcasters the next, with the line

bet ween each known onl vy ,TEhUStahde/iddotBonwant5. 0 Thus
to treat their mobile TV or streaming music services as broadcasting activities (to

evade charges of unfair discrimination under common carriage rules) in order to

distinguish themselves in the market and to boost their subscriber numbers and

ARPU (average revenue per user), that would be fine. That choice, they as well

as the Fraser, Montreal Economic and C.D. Howe institutes assert, should be left

to At he mar ket ,Andthmsgposition ogvaback to the idea that in the
alcencompassi ecg-systambgt hare should be only one
those rules should flow from competition law -- not the values, laws or lessons of

communication history. In other words, there is no need for either the common

carrier rules of telecoms policy or broadcasting policy measures designed to aid

the production and exhibition of Canadian TV.

However, missing from this picture is that neither the media companies nor the

cultural policy groups appear to care much that Canadians dislike data caps and

the expensive overage charges they entail. Nor do they seem to care that using

data caps along the lines they propose would constitute a thinly veiled way to

regul ate peoplebds speech by economic means.

Ultimately, both groups want to use public policy to maintain systems -- one
cultural, one economic -- and neither seems to take the broader view that we are
talking about building the information infrastructure and communications universe
of the 21 century. The cultural groups want to tie that future to the past, namely
a BDU-centric model of TV that has prevailed for the last thirty years, while the
industry groups believe that the market, back-stopped by limited government
funding for some meritorious types of content that the market would not likely

" Supreme Court of Canada (2012). Reference re. Broadcasting Act. SCC 4, 1. https://scc-
csc.lexum.com/scc-csc/sce-csc/en/item/7989/index.do
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produce, will sort things out, with minimal need for any specific regulations for
either telecoms or TV. Both groups also turn a blind eye, or worse, sneer at the
values and history that animate the common carrier (net neutrality) concept, like
fairness, freedom of expression for those who subscribe to broadband access
networks (versus those who own the pipes), privacy, creating common technical
standards (so that networks, services, content and apps can interoperate and be
assembled freely, like a giant set of Lego building blocks), and competition.

Following either of the cultural or economicisy st ems mai ntenanceo Vi
embed a new layer of controls into communication networks. To do so would

collide with how people use and think about the Internet and their phones. Few

other ideas would do more to turn people off -- to delegitimize from the get-go --

a renewed cultural policy agenda fit for the digital networked media age. Both

views should be given short shrift, and another better fit for the times pursued.

From the Asystemsl anckeawo t o fiLego

We need to think about the broadband-centric media ecology i and the place of
TVinit-- differently. 1 nst ead of fAsystems, 0 | propose we
or as a giant set of Lego building blocks whose parts can be unbundled and
shapped together in many different combinations. As Catherine Middleton
observes, as the broadband Internet has evolved, it has become easier to
separate the access network from the growing number of apps, content and
services available over it."® While it may have been desirable to bundle content
and carriage together at one point, as with cable TV, those days are numbered
as people turn to the Internet to get the content and services over broadband
links from wherever they want. In this view, what is needed is common carriage
and competition (anti-trust) law for the all-IP broadband networks now emerging,
and a distinctive set of cultural policies and funding mechanisms to support the
wide heterogeneity of media, content, apps and services that Canadians want,
need and deserve for a vibrant culture and a democratic society to thrive.

Bigger Players and a Bigger Pie -- How to Understand the Media Economy:
the Scaffolding Approach

To set out along this path of imagining a different way of looking at things we

must look at the media economy overall and each of the core elements that

comprise it. We must do so in such way that neither makes the broadcasting

system the totem at the centre of the universe nor washes out all meaningful

differences between carriage and content, and the many permutations within

each, as the omnibus idea of a digital ecosystem does. We must also get a clear

vision of where TV anthislarger andhevernaoreinieme-o f i t wi
and mobile wireless-centric communications and media universe. TV has grown

tremendously and become more complex, and as a first cut at the issues, we

'® Middleton, C. (2016). http://www.iicom.org/intermedia/intermedia-apr-2016/moral-fibre
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need to see that what we call TV consists of four cornerstones: over-the-air TV,
specialty and pay TV services, BDUs and OTT services (e.g. Netflix, CraveTV
and shomi). At the same time, while the media economy has expanded greatly,
and become vastly more complex, core elements of the TV marketplace have
become more concentrated and come to be defined by extraordinarily high levels
of vertical integration between telecoms operators and TV services i in Canada,
but not in many other countries around the world.

This approach differs from either those who take a broadcasting-centric view of
the world or those who see all of the bits and pieces of the media fitting into one
big, undifferentiated, but futuristic sounding, digital ecosystem. We begin with a
sector-by-sector analysis of a dozen or so segments of the telecoms, internet
and media industries, focusing on the revenue and market share of each firm in
these sectors. We then move to two higher levels of analysis, the first a mid-way
step that groups each sector into three categories: platform media, media content
and internet media. We finish by combining all of these things together to arrive
at a bird's eye view of the whole. I call this the scaffolding approach.

The aim is to get a long-term, historical analysis of each sector and the media as
a whole. It is also to identify which media are growing fast, slow, or not at all,
which are in decline and which ones may be recovering. It aims to see the media
economy as a complex set of many moving parts, and comprising established
dominant media, emergent media and residual media whose time is passing but
whose shadow still lingers on in new media forms*® -- all of which interact with
one another to form the digital network media economy. Doing this is crucial
because while each sector often shares some common characteristics with
others, they also have their own distinctive qualities that are worth keeping a
close eye on. In the case of TV, for example, as we will see further below, some
segments do appear to be in decline, notably broadcast TV, but we must explore
why this is so because while it is the case in Canada, it is not so in the US and
some other countries. This approach also allows us to understand the evolution
of the economic base of the media, especially the steady increase of subscriber
fees relative to advertising revenue. Doing the same across all of the segments
of the media economy allows us to see interesting changes over time, and to do
so with precision but without losing the forest through the trees.

As noted at the outset of this report, the network media economy expanded
greatly from $19.4 billion in 1984 to $75.4 billion thirty years later. While the
media economy in Canada is often seen as a pygmy amongst giants, especially
relative to the United States, it is actually amongst the twelve or so biggest in the
world. Of the thirty countries examined by the International Media Concentration
Research Project, for instance, the media economy in Canada ranked eighth, far
smaller than the US, of course, but comparable to or not far off the mark with

¥ williams, R. (1977). Marxism and literature. London: Oxford University.
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Australia, Brazil, Italy, South Korea, Spain, and the UK, for example.”® The media
economy in Canada has grown quickly relative to other OECD countries, as well,
for reasons that will become evident in a moment.

The Platform Media Industries: If Content is King, Connectivity is Emperor

The centre of the media economy now consists of distribution networks, or

ipl atmfearn ra avirefine,.mebile wireless, ISPs and cable, satellite and IPTV
services). These sectors have grown farf ast er tnéda nonténtosectdrs
(i.e. TV, radio, newspapers, magazines, music). Internet advertising has grown
swiftly to become a $3.8 billion industry by 2014, but still only accounts for 5% of
all revenue across the media economy. Internet access, by comparison, was an
$8.9 billion industry in 2014, roughly equal to the size of the BDU sector for the
first time, and accounting for 12% of all media revenue. Internet access revenue
was also up substantially from the previous year and nearly five times what it had
been at the turn-of-the-21st century ($1.8 billion).

Mobile wireless services have been the fastest growing media sector since the
turn-of-the-21°' century and now form a critical cornerstone of the digital media
economy. Mobile wireless revenues grew more than four-fold from $5.4 billion in
2000 to $22 billion in 2014. The number of households subscribing exclusively to
mobile services for their voice calling needs exceeded those relying exclusively
on landlines for the first time that year.?* This growth spurt has also tracked an
ever expanding array of devices that people connect to mobile wireless networks:
feature phones, smart phones, tablets, WiFi connected PCs, and so forth. People
are also using such mobile wireless communications more and more to watch,
share and talk about TV, and other forms of entertainment content, and to do a
myriad of other activities, some functional, others deeply personal and still others
highly social. Reflecting such realities, mobile data traffic doubled in Canada
between 2012 and 2013, and grew again by 60% in 2014. It is expected to triple
in the next five years.

Altogether, the platform media industries have grown from $13.8 billion in

revenue in 1984 to $54.8 billion in 2014. By 2014, they accounted for nearly

three-quarters of all revenues (73%). Almost all of these revenues are from

subscriptions, highlighting the extent to which direct paymentsi or t hpefpay

model (Mosco, 1989) i are displacing advertising as the economic engine of the

media economy. Figure 1 below illustrates the divergent development trajectories

for the Opl mediaoontentdémeadida @, nd er net advertising
of the past thirty years.

® Noam, E. (ed.) (2016). Whoownsthew o r | d & s Nem ¥adki Gxford University, pp. 1264-
65.

?L CRTC (2015). Communication Monitoring Report, p. 1.
http://www.crtc.gc.ca/eng/publications/reports/PolicyMonitoring/2015/cmr.pdf
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Figure 1. Growth and Development of Platform Media vs Media content and

Internet Advertising, 1984-2014 (current $, millions)
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Figure 2 below takes this a step further by separately depicting the long-term
growth for each of the sectors covered in this report. Amongst other things, it
shows that while all segments of the telecoms, internet and media industries
broadly share the fact that they have grown substantially over time, there are
unique differences among them that merit further discussion.


http://www.cmcrp.org/wp-content/uploads/2015/10/CMCRP_Workbook_2014_for_web.xlsx
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Figure 2: Separate Media, Distinct Evolutionary Paths and the Network
Media Economy, 19841 2014 (current $)
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Figures 2 and 3, however, also reveal a sharp kink in the revenue lines since
2008 for all sectors. This reflects the impact of the global financial crisis on the
media economy.

Overall growth has fallen to an average of two percent per year ever since i half
the rate of the previous half-decade. The financial crisis and ensuing economic
downturn have affected all media. However, the severity of the impact has varied
considerably. The growth for mobile wireless, internet access, cable and IPTV
services, specialty and pay TV services and even internet advertising slowed
after 2008, but it has declined outright for DTH satellite, broadcast television,
newspapers and magazines. The music industry, in contrast, went into decline
earlier in the decade, before bottoming out towards the middle of the 2000s
although it appears to have turned a corner in the last few years. Such conditions
are not unique to Canada. Indeed, revenues for the network media economy in
many countries declined between 2008 and 2009. Some of the biggest media
economies in the world also shrank between 2008 and 2012 (e.g. Germany, UK,


http://www.cmcrp.org/wp-content/uploads/2015/10/CMCRP_Workbook_2014_for_web.xlsx
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Italy and Spain), while others stalled (e.g. Japan and France) or grew only
modestly (e.g. US, Canada and Korea).*

Table 1 below summarizes which segments of the telecoms, internet and media
industries have grown, stagnated, declined or recovered over the past few years.

Table 1: Growth, Stagnation, Decline and Recovery in the NME, 2014

GROWTH DECLINE RECOVERY(?)
Mobile Wireless Cable Wireline Telecoms Music
Internet Access Radio DTH Satellite
IPTV Broadcast TV
Internet Advertising Newspapers
Pay & Specialty TV Magazines
Total TV

Source:see the fAMedi a Ec &xca Worldhook.h e et in the

Despite tremendous growth, however, broadband access and mobile wireless
services in Canada remains far from universal in terms of adoption. Four-out-of-
five Canadian households subscribed to broadband internet access at the end of
2013. The same was true with respect to mobile wireless services a year later.
Tighten the measure to include only broadband access with download speeds of
more than 5 Mbps, or the percentage of people with a smart phone, and the rates
drop to 77% and 60%, respectively (see CRTC, 2015, Tables 2.0.9 and 5.5.11).
Access to broadband and mobile wireless services is also highly stratified on the
basis of income, as Figure 3 below illustrates with respect to broadband access.

%2 On the relationship between the media economy and the general economy, see Garnham, N.
(1990). Capitalism and communication. London, UK: Sage Publications; Miege, B. (1989). The
capitalization of cultural production. New York, NY: International General; Picard, R. (2011). The
economics and financing of media companies. New York, NY: Fordham University; Vogel, H.
(2010). Entertainment industry economics. Cambridge, UK: Cambridge University.
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Figure 3: Broadband Access by Income Quintile, 2013
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quintile, Canada, 2013, Survey of Household Spending.

These realities influence how people access TV services and this is one reason

why this became such acontestedi ssue during the CRTCO6s revi
basic telecoms services early in 2016. It is also another reason why data caps

and expensive overage charges are barriers to broadband and mobile wireless

use adoption, especially for data intensive services such as watching TV. This, in

turn, is why data caps should be discouraged in contrast to those who advocate

adding them to the renewed cultural policy toolkit that they want to create. Tools

designed to foster a vibrant culture in Canada should do as much as possible to

increase social inclusion and not adopt measures that work against such goals.

Beyond the BDU-centric TV model?

The BDU market in Canada is large: worth about $9.1 billion in 2014, and the
eighth largest of 30 countries studied by the International Media Concentration
Research Project. 2 It has also steadily moved toward the centre of the TV
universe in Canada over the past thirty years or so.

Subscriber levels passed the half-way point in 1980, and three-quarters of all
households subscribed to a BDU service at the turn-of-the-21%' Century, before
climbing upwards to 85%. Of course, there has been much talk recently about
cord-cutting, cord-shaving and cord-nevers as people access TV services directly
over the internet. However, the number of cable, satellite and IPTV subscribers
has stayed remarkably steady. Indeed, the number of subscribers reached an all-
time high of 11.5 million in 2012 before edging downward to 11.4 million over the

> Noam, E. (ed.) (2016). Who owns t he .wolee0.dos medi a
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past two years T a slip of less than 1% (CRTC, CMR 2015, Table 4.3.2). Seen
from another angle, however, the number of BDU subscribers as a percentage of
households slipped from 84.5% in 2010 to 82% in 2014. Whether BDUs will or
should stay at the centre of the TV universe are open questions.

Table 2, below, illustrates the growth of the various BDU types on the basis of
revenue from 1984 until 2014.

Table 2: Cable & Satellite Provider vs IPTV Revenues, 19841 2014
1984 1988 1992 1996 2000 2004 2008 2010 2011 2012 2013 2014
Cable 716.3 12429 1651.4 2677.4 35343 3586.2 4803.6 5320.0 5453.7 5315.2 5297.8 5045.1
DTH 684.2 1444.9 2030.8 2392.2 2539.9 2506.7 2489.9 2430.7
IPTV 8.3 119.1 283.1 465.5 738.9 1006.3 1578.6
Total BDU  716.3 1242.9 1651.4 2677.4 4218.5 5039.4 6953.5 7995.3 8459.1 8560.8 8793.9 9054.4
Sources: see the Al PTVO and 0 CabixeeBNotkhoBkKT VO data sheets i

Perhaps the most important recent development has been the rapid growth of

Internet Protocol TV (IPTV) services, or in otherwordst he i ncumbent tel co:¢
managed internet-based TV services. In fact, the number of IPTV subscribers

has nearly quadrupled since 2010, rising to 2,046,882 in 2014. Tables 3 and 4

below show the trends in terms of both subscribers and revenues, respectively.

Table 3: The Growth of IPTV Subscribers, 20047 2014
2004 2008 2010 2011 2012 2013 2014

Bell Fibe TV 13000 50644 248298 479430 700,533

Bell Aliant 46575 77060 123020 178083 218,537

Telus 78000 314000 509000 678000 815000 916000

MTS Allstream 32578 82278 89967 95476 97232 104861 108,096

SaskTel 25000 70463 85537 93960 97262 101147 103,716

Total IPTV Connections | 57578 230741 549079 826140 1243812 1678521 2,046,882
Source:see the Al PTVO EdcalWarkbsdk.eet i n t he
There has also been a sharp increase inrevenuef or t he telcosé | PTV s

rising from $1 billion in 2013 to nearly $1.6 billion in 2014 7 more than five-and-a-
half times what they were in 2010. Table 4 illustrates the point.

Table 4: The Growth of IPTV Revenues, 20047 2014 (Millions$)

2004 2008 2010 2011 2012 2013 2014
Bell Fibe TV 4.5 21 105.6 233.8 593.1
Bell Aliant 7.4 30.5 63.4 94.3 122.7
Telus 33.5 162.5 289.1 428.2 527.4 697.7

-4 50 59 70.6 78.5 82 85.2
.1 38.8 52.5 60.1 67.1 70.6 79.9
.3 119.1 283.1 465.5 738.9 1006.3 1578.6
f

| PTVO EdcalWarkbsdk e et in the

MTS Allstream 8
SaskTel =
Total IPTV $ 8

Source:see t he

The growth of IPTV services casts claims about cord-cutting in a very different
light. Cable and satellite companies are undoubtedly losing subscribers and


http://www.cmcrp.org/wp-content/uploads/2015/10/CMCRP_Workbook_2014_for_web.xlsx
http://www.cmcrp.org/wp-content/uploads/2015/10/CMCRP_Workbook_2014_for_web.xlsx
http://www.cmcrp.org/wp-content/uploads/2015/10/CMCRP_Workbook_2014_for_web.xlsx
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money. In fact, they have collectively lost more than a million subscribers since
2011, and over half-a-billion dollars in revenue, hence the hand-wringing in some
industry circles and the press about cord-cutting.?* However, the BDU sector has
grown significantly over time, while the losses cable companies have suffered
have almost all redounded to thet e | ¢Pd\ss@rvices. By 2014, IPTV services
accounted for 18% of the BDU market, a steep rise from the 11% market share
they held a year before. Nearly one-in-six households in Canada got TV service
from their local telco in 2014: i.e. TELUS, Sasktel, MTS or Bell. In light of this,
such dynamics must not be confused with an industry in peril.

Rivalry between the telcos and cablecos first gained momentum in the western
provinces where Shaw competes with three companies that were the earliest to
roll out IPTV services. SaskTel and MTS began IPTV services in Saskatchewan
and Manitoba in 2003, followed by TELUS in Alberta and BC four years later. Bell
did so in the Atlantic Provinces only in 2009, followed by Quebec and Ontario a
year later, but without much momentum until 2013 7 likely due to a desire to
minimize the impact on its affiliated satellite TV service. Consequently, this delay
softened the competitive impact of IPTV on the cable companies that operate in
central and eastern Canada: Rogers, Quebecor, Cogeco and Eastlink. While Bell
has been positioning itself has the
matter is that when it comes to high-speed broadband, 4G LTE mobile wireless
networks, and next-generation IPTV services, timely and significant investments
by MTS, SaskTel and, in somewhat of a class of its own, TELUS i compare
favourably with or are performing better than anything Bell offers in its own
territories.?

The overall rate of IPTV adoption in Canada is relatively high by international
standards. As mentioned earlier, about 15% of households in Canada subscribed
to IPTV services in 2015, significantly higher than in Australia (4%), Spain (4%),
the UK (5%), Germany (5%), Japan (7%) and the US (10%). But it is also well
behind the Netherlands (21%), Korea (25%), Singapore (27%) and France,
where 40% of households subscribed to IPTV services in 2013.%° Canada does
not fare well, however, in terms of fibre-to-the-doorstep: only six percent of
broadband connections in Canada are fibre-to-the-doorstep (FTTD).?’ In
Sweden, the Slovak Republic, Korea and Japan, the rate ranges from thirty to

* CRTC (2015). Communication Monitoring Report, Table 4.3.1. and Table 2 above.
http://www.crtc.gc.ca/eng/publications/reports/PolicyMonitoring/2015/cmr. pdf

25 This point is developed at greater length in B. Klass and D. Winseck (2016). Canadian Media
Concentration Research Project (2015). Why Bel | 6s Bid to Buy MTS
Internet Concentration in Canada, 1984-2014. Report Submitted to the Competition Bureau
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assessingBellCanada Enterprisesd pr opoTelecdnmunicdtiotso acqui r e

Services), pp. 10-11. Available at: http://www.cmcrp.org/wp-content/uploads/2016/04/Final-
CMCRP-Report-Bell-MTS-Bid-25May16-1.pdf.

“® Ofcom (2015). International Communications Market Report, p. 153.
http://stakeholders.ofcom.org.uk/binaries/research/cmr/cmri5/icmri5/icmr_2015.pdf.

27 CRTC (2015). Communication Monitoring Report, Table 5.1.6.
http://www.crtc.gc.ca/eng/publications/reports/PolicyMonitoring/2015/cmr.pdf
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http://www.crtc.gc.ca/eng/publications/reports/PolicyMonitoring/2015/cmr.pdf
http://www.cmcrp.org/wp-content/uploads/2016/04/Final-CMCRP-Report-Bell-MTS-Bid-25May16-1.pdf
http://www.cmcrp.org/wp-content/uploads/2016/04/Final-CMCRP-Report-Bell-MTS-Bid-25May16-1.pdf
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http://www.crtc.gc.ca/eng/publications/reports/PolicyMonitoring/2015/cmr.pdf
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seventy percent, while the OECD average is 17%. Out of 34 OECD countries as
of December 2014, Canada ranked 22" %

BDU Concentration Levels

There is no doubt that competition between cable companies and the telcos has
intensified. Prior to the advent of IPTV services in 2004, consolidation in the BDU
market had been rising for two decades, with a brief interruption after satellite TV
services were introduced in the late 1990s. After declining to a contemporary low
in 2000, when the top four BDUs accounted for 75% of the market and the HHI
was 1729, concentration levels began to soar. By 2004, the top four BDUs --
Shaw, Rogers, Bell and Videotron -- accounted for 87% of the market. This is
well over the 65% market share held by four players that the Competition Bureau
uses as part of its merger assessment guidelines.?

The development of IPTV services has put the brakes on the upward direction of
concentration visible a decade ago. At the same time, however, this is a change
in degree, not in kind. The HHI score has dropped from the upper reaches of the
moderately concentrated zone in 2004, when the HHI was 2206, to 1869 in 2014
i still firmly at moderately concentrated levels but a decline all the same.

Look closer, however, and BDU market remains highly concentrated on the basis
of the CR4 measure, withthe i b i g BDUWsstill controlling four-fifths of the
market in 2014: Bell (26.3%), Shaw (23.5%), Rogers (19.2%) and Quebecor
(11.9%). Add the next five largest BDUs T e.g. TELUS (7.3%), Cogeco (6.6%),
Eastlink (3.6%), SaskTel (.9) and MTS (.9%) i and almost all of the market is
accounted for. Yet, these are national figures, but in reality regional cable and
telephone companies dominate in one city and region after another. In other
words, BDU markets are mostly duopolistic markets rather than competitive.

8 OECD (nd) Broadband Portal (Table 1.10, as of December 2015).
http://www.oecd.org/sti/broadband/oecdbroadbandportal.htm.

** The CR method adds the shares of each firm in a market and makes judgments based on
widely accepted standards, with four firms (CR4) having more than 50 percent market share and
8 firms (CR8) more than 75 percent considered to be indicators of media concentration (see
Albarran, p. 48). In Canada, the Competition Bureau uses a more relaxed standard, with a CR4 of
65% or more possibly leading to a merger reviewtoseeif it fAwoul d | i kely
substant i al | ySee Competitidh 8uread (20113. Mérger Enforcement Guidelines
http://www.competitionbureau.gc.ca/eic/site/cb-bc.nsf/vwapj/cbh-meg-2011-e.pdf/$FILE/cb-meg-
2011-e.pdf para. 5.9. The HHI method squares the market share of each firm in a given market
and then totals them up to arrive at a measure of concentration. If there are 100 firms, each with
1% market share, then markets are thought to be highly competitive (shown by an HHI score of
100), whereas a monopoly prevails when one firm has 100% market share (with an HHI score of
10,000). The US Department of Justice revised its HHI guidelines in 2010. The new thresholds
are: HHI < 1500 unconcentrated; an HHI > 1500 but < 2,500 moderately concentrated; while an
HHI > 2,500 is highly concentrated. See US Department of Justice (2010).
http://www.justice.gov/atr/public/quidelines/hmg-2010.pdf.



http://www.oecd.org/sti/broadband/oecdbroadbandportal.htm
http://books.google.ca/books/about/The_Media_Economy.html?id=_cBONZAwSf4C
http://www.competitionbureau.gc.ca/eic/site/cb-bc.nsf/vwapj/cb-meg-2011-e.pdf/$FILE/cb-meg-2011-e.pdf
http://www.competitionbureau.gc.ca/eic/site/cb-bc.nsf/vwapj/cb-meg-2011-e.pdf/$FILE/cb-meg-2011-e.pdf
http://www.justice.gov/atr/public/guidelines/hmg-2010.pdf
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These conditions are not necessarily unique, however; levels of concentration in

BDU markets around the world tend to be well into the extremely concentrated

zone by HHI st andar dastuallylatrihe fowecend oftiessceled a 6 s 1 s
by this standard, although this does not over-ride the fact that BDU markets tend

to be highly concentrated everywhere.*

Diagonal Integration between Mobile Wireless and Wireline Distribution
Infrastructure

Where Canada does stand out relative to the rest of the world is in its extremely

high levels of integration: diagonallyb et ween dli 4affforemtmdégi aodo (e. g
mobile wireless, internet access, BDUs) (essentially, telecoms operators), and

vertically between telecoms operators and TV (other media content).?" In terms

of the first, all the main distribution networks (mobile wireless, wireline, ISPs and

BDUSs) are typically owned by one and the same player, whereas in many

countries there are stand-alone mobile network operators (MNOSs) (such as

Vodafone, Orange or T-Mobile) that compete vigorously with companies that own

wireless and wireline infrastructure (e.g. Bell, Rogers, Shaw, TELUS, Quebecor,

Eastlink, Verizon, AT&T, BT, Deutsche Telecom). Diagonally integrated

companies, as opposed to their stand-alone counterparts, often manage

demand, rivalry and prices tomeeywsockedach of th
on their stand-alone MNO rivals and the other to ensure that one branch of the

firm does not cannibalize another.*

In places where different companies own competing networks in separate

markets, concentration levels are usually lower. These things matter because

they affect not just the structure of the market and the companies in it but the

services on offer. As the consultancy Rewheel shows, for example, stand alone

maverick mobile operators (e.g. Free, Hutchison 3 or T-MobileintheUS) nfAsel | 8
times more 4G gigabyte volume allowance than the EU28 operators that belong

30 Noam, E. (ed.) (2016).Wh o owns t he .wole7Bddés medi a

31 Discussions of these points tend to distinguish betweenih@ont al 6 and Avertical 0 ir
follow Gillian Doyle (2013) to add a third type: HAdi e
horizontal integration refers to ownership transactions within a single market; diagonal integration

refers to transactions acrossmar ket s at similar |l evels of the Avalue

a company operating as a BDU and a competing or complementary distribution network like an

I SP or mobil e wir el e-sverofnd Mabite ks an eSamplenod this. Vedikake
integration occurs when a company takes over another firm that is upstream or downstream in
the production chain, and is usually of two types: the first is where those who own the distribution
network own TV and other content services delivered over them, while a second type involves, for
example, integration between those who produce TV and film content and those who package
and distribute it. Disney is an example of this, given that it owns one of the main Hollywood film
studios and the ABC TV network as well as many specialty and pay TV services.

%2 Rewheel (2016). Tight oligopoly mobile markets in EU28 in 2015. Finland: Author; OECD
(2015). Digital Economy Outlook. Paris: OECD.
http://ec.europa.eu/eurostat/documents/42577/3222224/Digital+economy+outlook+2015/dbdec3c
6-ca38-432c-82f2-1e330d9d6a24; OECD (2014), Wireless market structures and network
sharing. Paris: OECD http://dx.doi.org/10.1787/5ixt46dzI9r2-en



http://ec.europa.eu/eurostat/documents/42577/3222224/Digital+economy+outlook+2015/dbdec3c6-ca38-432c-82f2-1e330d9d6a24
http://ec.europa.eu/eurostat/documents/42577/3222224/Digital+economy+outlook+2015/dbdec3c6-ca38-432c-82f2-1e330d9d6a24
http://dx.doi.org/10.1787/5jxt46dzl9r2-en
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to groups that have fixed-line broadband interestsa*® In other words, diagonal
integration serves to blunt the sharp edge of competition. Canada is unique in the
extent to which mobile wireless and wireline infrastructures are integrated into
single companies, with the last stand-alone MNO 7 Wind Mobile i having been
just acquired by Shaw, thereby removing the last stand-alone MNO from this
market as a result. In the US, T-Mobile and Sprint are the two main stand-alone
MNOS; while in other countries, stand-alone mobile providers are common:
Vodafone is an good proxy for this given the many places it operates in, although
it also operates wireline networks in a few countries as well (e.g. New Zealand).

Vertical Integration: Telephone Companies own all the Major TV operators

While Canada differs from many other countries when it comes to diagonal
integration, it is the extent of vertical integration between telecoms operators and
TV services where it is truly exceptional given that all of the main TV services,
except the CBC, are owned by telephone companies.

Beyond its vastly larger wireless, ISP and BDU operations, on the broadcasting

side, BCE, for example, is involved in both the production and distribution of

audiovisual programming. Its content holdings include a stable of more than

seventy conventional, specialty, and pay television services (including its jointly-

owned MLSE TV services)andt he countryés | argestascommer ci
well, with 106 radio stations in 54 markets (cities). BCEG6s content hol din
include popular television programming services such as CTV, TSN, RDS, the

Discovery Channel, CTV News and HBO. It offers its TV services directly to

consumers via its IPTV distribution service and online, while it also offers

wholesale access to both competing and territorially distinct BDUs. At the end of

2014,Bel | 6 s share of TUnmkesstoda at®84%d, whdesShaavd 4

was 21%. The CBC and Rogers followed far behind, with 20% and 10% market

shares, respectively.*

The second largest player in the TV industry, Shaw (Corus), is also the second
largest BDU, the third largest ISP and fourth largest operator in BC, Alberta, and
Ontario (Wind Mobile). S h @lMnéslsare of total TV revenue in 2014 is based
on its ownership of the Global TV network and a stable of sixty-six TV services
(including ownership of Corus Entertainment). Together, Bell and Shaw account
for over half the TV market. Include the CBC (19.6%), Rogers (10.2%) and
Quebecor (5.4%), and the five biggest TV ownership groups owned 229 of the

33 Rewheel (2016), p. 1.

¥ Thisdescr i ption of BCEG6s operations is Ca&dam from B.
Media Concentration Research Project (2015). Wh y B eid tb Bug MTE is Bad News Media.

Report Submitted to the Competition Bureau assessingBellCanada Ent opoged bidstee s 6 p

acquire Manitoba Telecommunications Services), pp. 10-11. Available at:
http://www.cmcrp.org/wp-content/uploads/2016/04/Final-CMCRP-Report-Bell-MTS-Bid-25May16-

lpdi Total TV revenue incl udes tfinding@BGduke ohravenuea | Parl i an



http://www.cmcrp.org/wp-content/uploads/2016/04/Final-CMCRP-Report-Bell-MTS-Bid-25May16-1.pdf
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695 TV services licensed to operate in Canada, but 90% of all revenue. The TV
holdings for the big 5 are shown in Table 5 below.

It is not just that the level of concentration is high but that it has grown greatly

within a vastly larger market. In the first half-decade of the 2000s, t he #fAbi g four
accounted for 63% of the TV content business at a time when a handful of mid-

range players such as Astral, Alliance Atlantis and CHUM were also significant

players (circa 2000-2006) before being absorbed byt he i ndustfirmg.ds | ar ge:
By 2008, the Abig four o ;aowd090%. Areldisdélsor 70% of
a bigger share of a much bigger market: in 2000, total TV revenue (broadcast TV

+ specialty and pay TV) was $4,353.9 million; in 2014, it was $7275.6 million, or

$7,492.4 million if we include Netfflix.

The same patterns emerge using the more sensitive HHI measure. Broadcast TV

has always scored high by this measure but was the highest ever in 2014, and in

the fihighly concentratedo end of the scale i
pay TV services were at the edge of the competitive end of the scales; by 2015,

they were at the opposite end with an HHI score of 2583 and well into the highly

concentrated zone. Cast the net broadly to take in the whole of the TV market

and the trend was up sharply, albeit not in the highly concentrated zone (the HHI

was 2099).%

The upsurge in concentration levels in the TV market is due mainly to four
transactions:

1. in 2010, Shaw acquired of extensive TV holdings from the bankrupt
Canwest;

2.1 n 201 lre-acduieet CTY¥ git had previously owned the majority
stakes in CTV and the Globe and Mail, circa late 2000 and 2006);

3.in 2012 Bell and Rogersdé6 each took a 37.5
Entertainment (MLSE) (NBA TV, Leaf TV and Gol TV) (with the Toronto
Construction magnate Lawrence Tanenbaumbés
rest) (CRTC, 2012; Bell 2013 Annual Report, p. 133).

* This does not include Netflix. Including it, however, does not change the conclusion.


http://www.crtc.gc.ca/eng/archive/2011/2011-163.pdf
http://www.crtc.gc.ca/eng/archive/2012/2012-443.pdf
https://www.dropbox.com/s/4lmysfqjlnm8dgt/BCE_2013_Annual_Report.pdf?dl=0

Table 5: Major TV Ownership Groups, 2014

Sources: Company Annual Reports, CRTC Communication Monitoring Report.
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