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Part 1: Programme Choice an Issue of Concern?

Policy Review Shifts the Attention from Quality Issues
From the early origins of television broadcasting two aspects have been closely related. One
is a concern with the nature of the programmes, their content and message, with the social
influence they have and the role broadcasting plays within the life and culture of the
community. The other is with the political/economic/technological structure of the television
industry and how that structure influences the provision, nature and content of programming.
The political and social goals that government and other influential groups aim at achieving in
content have implications for the nature and structure of the industry itself. Setting the
structure of television provision also delimits the content of what is produced. The model of
public service-dominated broadcasting that used to prevail in Europe originated from a
concern about content. By contrast, the Government’s 1998 Review of Television Policy
starts from a concern with industrial economics.

The shift of concern from content to economics/technology is also reflected in the
Government’s restructuring of its policy formulation structure. The Broadcasting, Culture
and Sports Bureau has been broken up and replaced by the Information Technology and
Broadcasting Bureau. Functions previously coming under the BCSB that do not fall under
ITBB have been allocated to the Home Affairs Bureau. The policy formulation structure has
shifted from one of coordinating content to one of coordinating the licensing and regulation
of industrial structure and technology. This fact is plainly revealed in the Consultation Paper.
The “Review of Television Policy” conspicuously omits the role of Radio Television Hong
Kong -- a programme supplier long regarded as the public service broadcaster -- despite its
key role in maintaining a certain range of programmes. As far as benefits to individuals are
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concerned, the Paper states “choice, service quality, affordability and accessibility” as its
objectives. No mention of programme content quality is found, however.

The main themes of the Consultation Paper are three: liberalization of television market,
breaking up of vertical integration, and opening up of the television and telecommunication
markets to each other.

Television Market Liberalization
The usual assumption of a multiple channel environment is that it brings about diversity in
programming—thus offering choice. In line with this assumption the Paper proposes to lift
the limit on the number of pay television and VOD programme services licences. Criteria
including the following are proposed for considering each application of new pay television
and VOD programme service licences (para. 9.5 (a)):

“(ii) extent to which the proposed services appeal to a variety of tastes and interests;
(iii) extent to which proposed services will broaden consumers’ choice;”

Does criterion (ii) mean each service proposed by an applicant needs to appeal to a variety
of tastes and interests? If yes, it would seem that, in effect, service providers are required to
offer ‘minority taste’ networks on top of popular ones, and therefore a guarantee of
consumer choice. However it would also mean that specialty networks like CNN, C-Span
II, Learning Channel would have no chance of entering the market unless bundled with a
number of other networks. This could conflict with the “consumer … affordability” objective
of the policy because viewers who are interested in a limited number of specialty networks,
e.g. news networks, would have to pay for a bundle most of which she would not watch.
Taking into consideration criterion (iii), it would certainly mean networks now carried by
Wharf Cable such as CNN, BBC and CNBC, even packaged together as a news service,
would have little chance of entering the market on their own as they could not be said to
broaden consumers’ choice, although they would, as bundled specialty programmes,
enhance consumers’ affordability. If, however the variety of tastes and interests is to be
achieved not by each but by all applicants collectively, there arises the question of fairness
among applicants. This point should be taken into consideration in setting the criteria for
approving service licence applications.

To make up the inadequacies of commercially driven TV, the government requires ATV and
TVB to carry government programmes1 and Wharf Cable government channels.2 The paper
proposes to continue the programme and channel requirements for domestic free television
and the incumbent domestic pay television and programme service licensees, that is VOD.3

Programmes required of ATV and TVB can reach almost 100 percent of households but
channels required of Wharf Cable, although we have not yet seen them used, reach 21

                                                
1 Government programmes include RTHK, Educational TV and Announcement in Public Interest (API)
broadcasts; government-required programmes include news, public affairs, documentaries, culture and
children’s programmes.
2 To date, this option has not been used.
3 Government requires a “reasonable” (determined by the BA) proportion of programmes by the three
types of licensee to be wholly produced in Hong Kong. This requirement does not apply to Star TV.
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percent of households (as the figure stands). If the Government continues with its model of
public service provision in the form of programme and channel requirement, the general
public at large will not be able to benefit from the multiplication of channels. Only the
minority who can afford pay television will be served with government required channels.
This runs against the fundamental principle of universality of public service broadcasting.
Alternative ways of providing government or public service channels 4 to households should
be explored.

The ultimately important question, of course, is how the channels are to be used. A debate
erupted a few years ago about usage of the government channels on Wharf Cable. The
government made the sad decision of not opening them up for community use. The debate
was also very skewed towards whether RTHK should be allocated usage of some of the
channels -- without debating how far RTHK fulfills its role as a de-facto public service
broadcaster. The ‘public service’ aspect of television of what and how it is to be provided
needs to be discussed.

Bureaucratic re-organization and the formation of ITBB means the above points of concern
need to be taken up by the Home Affairs Bureau together with the Broadcasting Authority.

Breaking up of Vertical Integration
More accurately, the Paper proposes to allow the breaking up of the vertical integration
found between programme service provision and network carriage. In line with this, a four-
tier regulatory system is proposed. While grounded on the assumption of “pervasiveness and
influence” the classification may not be as clear as it looks. Imagine a “non-domestic”
programme service beamed by satellite from Guangdong in Cantonese for the whole of
South China. It is non-domestic by being not solely or primarily targeting at Hong Kong, but
in terms of pervasiveness and influence could be very powerful. Does it compromise the
principle behind the four-tier classification? Further thought should be given as to how to
keep the regulatory approach sufficiently flexible to respond to changes that become
necessary.

At the same time, however, the paper proposes to allow vertical integration between service
provision and programme supply, by ticking off programme suppliers from “disqualified
persons” under the Television Ordinance of controlling a television and VOD programme
service licensee. On the face of it this seems contradictory to the aim of discouraging vertical
integration, although the rationale given in the Review rests upon the anticipation of greater
diversity in service provision. The policy towards vertical integration requires clearer
guidelines.

Opening Television and Telecommunication Markets to Each Other
The paper proposes a new system of regulating service providers but is silent on the
regulation of television network carriers. Do they need licences? Are they required to adhere
to some technical standards? The technical standard question would become important

                                                
4 In the event that RTHK is corporatized along the lines of the BBC model, public service channels
would not be considered directly ‘government channels.’
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when new carrier networks, including SMATV and digitized terrestrial networks come
about and interconnection is required. These questions must be answered for proposals of
liberalization to be implemented.

Part 2: Economic Models and Programme Diversity
“No one ever went bust under-estimating public taste.”
Remark attributed to Samuel Goldwyn of MGM

The TV Review raises three essential concerns.

1. programme quality and choice at reasonable prices
2. stimulate a media industry in Hong Kong
3. boost Hong Kong as a broadcast hub

In this section the main concern is with programme diversity, which we interpret to mean a
choice between what we shall call ‘minority’ and ‘majority’ programming. We deliberately
choose this terminology to bring out the issue of the costs of providing diversity, and
therefore the conditions under which it may and may not be provided. We make the
assumption that ‘minority’ programming is more expensive than comparable (in terms of
length, size of cast, etc.) ‘majority’ programming, although this need not be the case.

Sam Goldwyn’s wit and cynicism (quoted above) draws attention to the gulf that often exists
between the public debate over media standards and the private ‘revealed preferences’ of
mass consumerism. It is a warning that we need to keep things in perspective. However, we
are using the term ‘minority’ as equivalent to ‘quality’ or expensive programming. At the
heart of the dilemma over the quality of TV programming and public choice is how to
preserve or enhance quality, while at the same time spreading a given audience more thinly
over a larger number of TV channels. It is no secret that ‘sex, drugs and rock’n roll’ is the
low-risk way to make money in the ‘entertainment’ business,5 but does more of it equate
with more choice? In what follows we use the term ‘choice’ to mean diversity of
programming rather than diversity of service provider, although of course the latter may
be the means to the former.

One way to examine the question is to adopt a ‘model’ approach, moving from a ‘closed’
model in which all broadcasts are purely domestic to an ‘open’ model, and from a model of
‘restricted entry’ in which transmission capacity is scarce to a model of ‘unrestricted entry’
in which plenty of transmission channels are available. Hong Kong started the shift from a
‘closed’ to an ‘open’ model when it began the move from a TV market dominated by TVB,
with ATV bringing up the rear, to the introduction of Star TV and Wharf Cable TV and now
to iTV and VOD. The TV Review foresees other TV transmissions over telecoms
networks, DTH satellite TV, the advent of Web TV, and so on. The transition from
‘restricted’ to ‘unrestricted’ is essentially another feature of the same transition, namely from
                                                
5 Of course, quality issues can be applied equally to ‘sex, drugs and rock ‘n roll’.
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restricted analogue VHF and UHF transmission capacity to analogue C-band satellite and
cable capacity, to the era of digital broadcasting and virtually unlimited broadband telecoms
transmission capacity.

The difference between the two sets of models is simply that the transition to an ‘open’
model explicitly involves broadcasts coming into Hong Kong or going out of Hong Kong,
whereas an ‘unrestricted’ model could be confined to domestic broadcasting capacity. The
distinction is important because an ‘open’ model serves a much larger market, potentially a
global market, and therefore the economies of scale which can be achieved are potentially
much larger. In an ‘unrestricted closed’ model economies of scale remain restricted. But
economies of scope, the ability of service providers to offer programme packages, can still
be an important advantage of this model.

We can summarize the model sets and their combinations as:

v Closed and restricted – traditional broadcast model
v Closed and unrestricted – limited foreign but diversified local programming
v Open and restricted – unlimited foreign but limited local analogue broadcasting
v Open and unrestricted – unlimited foreign and local digital broadcasting

Closed Restricted Model
The closed model assumes that the market is the domestic Hong Kong market with no
broadcasts either incoming or outgoing. In other words, the market is closed. It also has few
channels.

 There are essentially three ways to fund TV broadcasts: advertising-driven free-to-air;
subscription driven which may or may not include advertising; and subsidization which could
come from general taxation (the RTHK model), or from public license fees paid by viewers
(the BBC model in the UK), or from cross-subsidies levied on commercial TV stations (the
Channel 4 model in the UK). 6 The subsidization model has the advantage that social aims
can be more directly addressed, although the form of financing alone does not guarantee this
will be the case. For example, in the case of RTHK it is important that it maintains an
innovative reputation and track record than be accused of reproducing popular programmes
that are better left to commercial stations. There is always a temptation to judge the value of
public expenditure in terms of criteria which are more appropriate to the private sector, such
as ratings. The TV Review ignores completely the question of public service
broadcasting, and although we shall leave further discussion of this model to another
occasion, we think it a pity that this issue is not discussed within the Review.

Advertising-driven free-to-air broadcasting (selling audiences to advertisers) may be
considered a welfare or utility trade-off between watching programmes (utility) at zero

                                                
6 There is another possibility, namely private subsidy by a private commercial or non-commercial body.
At one extreme this may be nothing more than advertising dressed up as ‘sponsorship’, on the other
hand it may be genuinely philanthropic.
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subscription and having programmes interrupted with advertising (disutility).7 This is
illustrated in the graph as curve Ra where Ra is advertising revenue and is a function

P am = Price per minute of advertizing
A= Minutes of Advertizing
L = Likelihood of viewer is watching

P max = Willingness to pay for advertizing
A max = Willingness to watch with advertizing at no price

Models of Programme Revenues

Peaks earlier than Ra on its own because
W is always falling

Source: Owen & Wildman (1992) Video Economics Harvard University Press

                                                
7 Of course we need to qualify this statement. On the one hand, as Eric Spain has ably pointed out in his
submission to the ITBB, every consumer pays for TV advertising through the mark-up on prices in the
shops which Eric estimates at over HK$130 per month per household. On the other, the
advertising lobby will certainly argue that advertising can also provide utility, but without entering into
a lengthy argument about the what constitutes useful and genuine ‘information’ it is sufficient to note
that audience behaviour suggests a strong preference for less rather than more advertising.
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of three factors, Pam which is price per minute of advertising, A which is minutes of
advertising, and L which is the likelihood of anyone watching the programme. The basic
economic case of advertising-driven TV is to sell viewers to advertisers. A larger number of
viewers (ratings) will attract more advertising at a higher price, but the likelihood of a viewer
watching is inversely related to the amount of advertising. In other words, there is a trade-off
between more viewers and less advertising at high prices and fewer viewers and more
advertising at lower prices. Point A1 shows the optimum trade-off for revenue maximization.
It implies that not all viewers who would have wanted to watch the programme choose to
do so because they were put off by the intrusion of adverts. It also implies that the TV
station could have sold more advertising time, albeit at a lower price per minute, had they
chosen to do so -- also assuming regulations allowed them to do so.

Subscription-driven TV (selling programmes to audiences) is illustrated by curve W, the
willingness to pay. P* represents the largest revenue from subscribers willing to pay at the
point where advertising minutes are zero. As advertising minutes increase the number of
subscribers falls off until there are no subscribers, and therefore no revenues from
subscribers.

In the case of a mix of subscription and advertising-driven TV, revenues from the
willingness of subscribers to pay fall as revenues from advertising rise, which is illustrated by
the combination of the two curves, W+Ra. Because W is always falling, W+Ra peaks
earlier than Ra on its own, at point A*. The trade-off which maximizes revenues is a partial
loss of subscriber revenue and a partial gain in advertising revenues.

Pay TV is a type of subscription TV in which individual programmes rather than packages
of programmes are sold to an audience. Of course this implies a technology which
differentiates between individual subscribers and allows for a degree of inter-activity. Pay
TV falls into two broad categories of programming, minority and majority, although these
terms are loose since they do not necessarily refer to a proportion of the total reachable
audience, nor even to the proportion of audience viewing all programmes, but broadly refer
to ‘more popular’ and ‘less popular’. From an economic analysis viewpoint minority
programming can be seen as programming to which the general audience is price-adverse.8
This means that price falls proportionally more than the rise in audience numbers, so viewing
is price-inelastic, although it also likely that a very small number of people are willing to pay
substantially above the normal price. In a closed model with limited channels (relative
‘scarcity’ defines an economic problem) only ‘minorities’ with exceptional purchasing power
would ever likely be catered for unless for extra-economic reasons, such as political.
‘Majority’ or popular programming implies a range of prices over which price falls stimulate
a greater than proportional increase in audiences. Viewing is price-elastic. These may be
one-off events, like the World Cup, or the video of President Clinton’s Grand Jury
evidence, or ongoing events such as popular TV soap operas. Other things being equal (i.e.
you can’t have both) the popular programme will win, although the ‘consumer surplus’ or
social welfare as measured by the difference between what people are asked to pay and

                                                
8 Reminder: we assume that ‘minority’ programming is more expensive to produce than comparable (in
terms of length, size of cast, etc.) ‘majority’ programming.
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what they would be willing to pay may well be greater in revenues foregone in the ‘minority’
case.

The point here is that a proportion of the minority audience may be willing to pay a high
premium for certain programmes but they are never given the opportunity to do so. Indeed
they probably have no way to signal their willingness to do so, and unless service providers
are willing to experiment on the additional channels they have available these customers will
never get served. Where does the will to experiment come from? In this case, without price
signalling available to the customers, it cannot come from the market.

Closed and Unrestricted Model
Terrestrial digitalization and other forms of the transmission medium (e.g. satellite DTH via
BBS) can substantially reduce the scarcity problem, where scarcity refers to the channels
available and not the number of service providers. TVB, ATV, Wharf, Star and iTV may
eventually be able to offer hundreds of channels between them, but this does not overcome
the market-signalling problem mentioned above. Of course it does offer more scope to
experiment with minority programming, but only if the marginal cost of transmission is very
low.9  We return to this issue under the ‘open and unrestricted’ model.

In the ‘unrestricted’ model the above discussion of minority programming is most likely to
apply to the pay-per-view version of subscription TV since it could be very difficult for a
service provider to estimate the impact on its overall subscription audience from the inclusion
or exclusion of one particular ‘minority’ channel. So if the incentive to provide minority
programming seems weak for subscription/pay TV how is it with advertising-driven TV in
the ‘closed and unrestricted’ model? In a word, it is very weak. For two programmes which
attract the same audience size, the service provider has an incentive to choose the cheaper
programme to view, and for two programmes of different audience sizes the service
provider will choose the one which provides the greater net revenue. Net revenue is here
defined as the difference between programme costs and advertising revenues. In the former
case, strictly speaking neither audience is in the ‘minority’ but the cheaper programme is
assumed to imply a more ‘popular’ type of programming. In the latter case, the minority
programme will only get shown if it is cheaper than the majority programme, and the more
minority the audience is the cheaper the programme has to be! We exclude ‘sponsorship’
from these models, although sponsorship may be an important option to support minority
programming.

We saw above that the revenue-maximizing model was likely to be advertising-cum-
subscription, with a trade-off taking place between the two revenue elements. There is no
doubt that the subscription service is more likely, from an economic point of view, to
support minority programming, but the trade-off in this model weakens whatever incentive
there is.

                                                
9 If customer access through a set-top box requires costly adjustments, or if minority-programming costs
are high then this will also discourage experimentation.
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Open and Restricted Model
This model is close to what we have at present. Audiences can choose between multiple
channels, although the number of service channels per service provider is restricted. The
customer has the advertising model and the subscription model and the hybrid model to
choose from, although access charges in terms of set-top boxes and installation for Star TV,
Wharf Cable and iTV exist. Minority programming is very limited as would be expected in a
restricted model, but the situation in the ‘open’ model is already a great improvement over
the ‘closed’ model. The key feature is that the choice of available service providers has
improved but because of restrictions on domestic transmission new entry has been
restricted. In this sense ‘open’ means open to new entrants from outside Hong Kong but
they require television carriers to transmit their programmes. Until the proposed new
regulations come into force, foreign new entrants will be limited to dealing with existing
licensed carriers. By implication overseas programme suppliers and new service providers
will be in a better market position after the changes, while existing service providers may
have to pay more for programming. If the costs of programming rise, minority programming
is likely to be the first casualty for the reasons given above, although this could be affected
by the mix of subscription-versus-advertising that results. However, setting up a subscription
collection service is costly, and this is where local distributors may have a commercial
advantage. In the restricted model they already have that advantage.

Open and Unrestricted Model
Technology and regulation and market forces are combining to create regional and global
markets for programming, carriers and service providers. The process started for Hong
Kong with TVBI, AsiaSat and Star TV, and it is one of the Review’s concerns that this
process is encouraged and accelerated. The advent of digital TV, Ku-band and BBS
satellite transmissions, broadband netcasting and Web-based TV and other forms of
interactive ‘new media services’ will remove the technological restrictions on channels for
any given service provider. The proposed regulatory changes will facilitate the market to do
the rest.

In this ‘open and unrestricted’ model we can extend the argument in two ways: first, by
considering the effects of spreading a given audience (audience reach) thinly across multiple
channels; second, considering the effects on service providers of the costs of programming
in a multi-channel environment.

Taking the first issue: spreading the audience more thinly is assuming that the audience is (a)
in Hong Kong and (b) will not grow significantly.

Four-Tier Regulation: A Note
In an ‘open’ model assumption (a) needs qualification. TVBI, Star TV and potentially other
service providers have a right to exploit overseas markets as best they can, although not all
regional markets are open to them. This offers economies of scale not available in Hong
Kong alone. The question for government should then be how far these economies of scale
are fed back to the benefit of Hong Kong consumers? The other side of this coin is that
these service providers need not be hampered by complex separate licensing regimes or
artificially restrictive regulation.
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In an ‘unrestricted’ model assumption (b) needs qualification. ‘New media services’, for
example, covers a raft of possibilities which can only be guessed at, so the nature of the
‘market for television services’ is bound to undergo changes of definition. From the business
perspective, service providers will be concerned about revenue streams and not whether the
content is ‘television’ or not. From the government perspective, the social impact of different
services may come to rival traditional television. The example of the Clinton Grand Jury
video, downloaded apparently by millions around the world using internet-linked computers,
gives rise to interesting questions regarding content regulation and parental control!
Commerce can be conducted by the use of television, and this will grow as the capacity of
inter-active TV grows, and will be paralleled with the advent of Web-based TV. These
developments have important longer-term implications for the promotion and growth of e-
commerce in Hong Kong, but also implications for issues such as income declaration and
transaction security. These developments will be incremental, but they are already
happening. The four-tier regulatory regime proposed in the Review should be reviewed in
light of these coming changes.

Spreading audiences more thinly across channels could have different consequences in
‘closed’ and ‘open’ models if the former implies that all channels are provided by the same
service provider. Differentiating between markets, charging more in some markets and less
in others can maximize revenues if the price-elasticity of demand of different sets of
consumers can be identified and exploited. Charging high prices for consumers of the World
Cup Final on a pay-TV basis, and low prices for a mass audience of a costume drama will
be profitable because the marginal revenues lost on the costume drama channel will be more
than compensated by the revenues picked up on the World Cup channel. But not if the split
is between service providers. In that case both can end up with diminished revenues. So the
‘open’ model adds risk and uncertainty to the market which militates against minority
programming. In the ‘unrestricted’ model however the opportunities for economies of
scope, of bundling different programme types together, including minority programming
which may appeal to one member of a household, is greater.10 This could be an important
opportunity for the future.

The news on programming costs is more mixed. An ‘open and unrestricted’ model offers
programme suppliers more scope and more bargaining power and that can push up the cost
of programmes. If this was a short-term phenomenon and encouraged greater local content
production it could be a blessing in disguise, but that can only happen if there is unrestricted
entry into the local production market. This is an issue not addressed by the TV Review but
one which should be studied. On the other hand, the economies of scope available for
programme packagers are potentially very large, regionally as well as globally. This is true
for foreign video programme suppliers and Hong Kong producers. TVBI has been a
pioneer in this field. In fact TVBI started its success story by buying programmes for
                                                
10 Eli Noam, 1985, Video media Competition: Regulation, Economics and Technology, (New York: Columbia
University Press) found economies of scope to outweigh economies of scale in importance among 4,800
cable TV systems in the US. The results are discussed in Martin Cave’s Introduction to Television
Economics in Gordon Hughes and David Vines, 1989, Deregulation and the Future of Commercial Television,
The David Hume Institute, Aberdeen University Press.
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wholesaling within the region, exploiting the economies of scale when the separate regional
markets still looked very small.

Therefore economies of scale (from the ‘open’ model) and economies of scope (from the
‘unrestricted’ model) hold out some hope for minority programming. However, while the
market may support these developments the market may not initiate them. The problems of
market signalling remain.

There remains one further issue we would like to highlight within this framework of models.
In discussing the relation between programme suppliers, service providers and service
delivery mechanisms (the carriers) in the ‘open and unrestricted’ model we are in effect
talking about a change in the value-chain. What are the most valuable parts of that chain?
Where is the value most effectively extracted? What are the bargaining strengths and
contractual relations between the different parties? Adapting the IIAC’s layers, we would
place the parties into the following categories:

0. Content creators
1. Programme suppliers
2. Service providers
3. Broadcasters and other carriers
4. Customer premises equipment access providers
5. Customers

Each of the first five layers represent value-adding activity paid for either by advertisers
and/or by the final layer of customers. Bottlenecks, artificial or otherwise, tend to be points
of value-extraction. Traditionally the relation between layers 0 and 1 has placed people like
scriptwriters and independent video-makers in a weak position. An exception would be
where content requires specialized skills, such as computer-generated special effects. In
Asia, where markets are generally rather small and languages vary, layer 2 service providers
have weak bargaining positions when negotiating with the US major studios. On the other
hand they may, like TVB, have monopsony power over local programme makers. An
‘open’ model may reduce still further local layer 1 players as they have to compete with
overseas programme suppliers, but the arrival of more service providers (‘open’ model) and
more channels (‘unrestricted’ model) could change that situation.
For the same reasons the bargaining position of local layer 3 carriers can be reduced in the
‘open and unrestricted’ model unless two or three networks remain dominant in their own
respective technology areas, such as broadcast, cable and telecoms. The end-model could
then be an oligopoly of two or three and regulation would be required to maintain their
openness and inter-operability. Layer 4 access providers are likely to be niche players,
possibly property companies providing customized services such as inbuilding security
systems and intelligent functions in addition to access to programming and other services.
Regulations permitting and governing these services need to be considered in more detail. In
all likelihood many layer 4 services are and will be part of an integrated service of layer 2
and/or 3 providers.
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This raises the issue of vertical integration. Experience in the US suggests that some level of
vertical integration is likely to order to cut out the uncertainties and the transactions costs of
negotiating contracts between different layers. Content providers want to secure distribution
channels, and service providers want content to sell to audiences, or to attract audiences
who they can then sell to advertisers. Safeguards are therefore necessary to insure against
market discrimination by limiting the rights of ownership and control by content providers
over broadcasters or by broadcasters over content providers. In the case of small markets
vertical integration becomes more likely and more worrying unless it is closely regulated, but
the fact that it is a financial or market solution should make governments wary of simply
prohibiting it outright. Indeed, as we noted above, by removing programme suppliers from
the “disqualified persons” list, the Review seems to anticipate some degree of vertical
integration.

Conclusion
1. The focus of our comments is on the issue of programme diversity. We assume that

diversity is desirable. It is our view that television could be a tremendous force for social
good, bringing people across cultures and across continents closer together in mutual
understanding and sympathy. On the whole, however, it rarely lives up to this potential.
This is a great loss. We believe that more attention could and should be given to this
issue in the Review, including the role of public service broadcasting, and we note that
the Review turns away almost completely from these traditional concerns and focuses
rather upon industrial issues. We understand the need for the industrial and regulatory
restructuring, and generally support it, but we consider the issue of the potential of
television to act as a social good to be too important to be sidelined. A regulatory
framework which results from public debate can only deal with this matter.

2. We therefore recommend the issue of providing government and public service channels
to households should be further explored as the supply of the means of transmission
grows.

3. As the number and nature of digitized carrier networks proliferates more detailed
thought will be necessary to identify the desired level of inter-operability from a public
interest point-of-view.

4. We generally support the shift of content regulation from one based upon technology to
one based upon social-impact, although the adequacy of the four-tier structure may
become outdated quite quickly. Thought should be given as to how to keep the
regulatory approach sufficiently flexible to accommodate changes.

5. We share the concerns about vertical integration within the industry but recognize this
may happen for good economic reasons, and note that the Review opens the door to
vertical integration by removing as “disqualified persons” programme suppliers. Further
thought should be given to how, and under what circumstances, vertical integration is
acceptable and should be regulated.

6. We argue that greater quality or choice in terms of  ‘minority’ programming will not
automatically follow from the proliferation of television channels, partly because it is not
economic and partly because minorities often have no market means to signal their
preferences. There is a built-in bias towards cheaper programming under commercial
forms of television, even though the ‘consumer surplus’ or welfare lost to the community
may be quite high. There are ways in which the balance can be redressed, and diversity
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safeguarded, which range from public service broadcasting to philanthropic sponsorship
to the encouragement of service providers to experiment with minority programming,
including the bundling of programmes, to the encouragement of local content creators
and video producers to innovate in this area. This should be subject to further review
and public debate.

7. The major economic benefit from opening the television market is likely to arise from
economies of scale. The range of foreign programmes available is likely to rise and local
programme makers and service providers will be encouraged to exploit other markets.
The major economic benefit of unrestricted channels is likely to arise from economies of
scope, allowing service providers greater opportunity to experiment with bundled
programming. The government should give further thought as to how the benefits of
these changes will be shared with Hong Kong consumers and local content creators and
producers, and equally how regulations can be flexible enough to allow for an unfolding
diversity of commercial opportunities. Again the four-tier structure may need to be
reviewed in this light.


