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Good morning. | am pleased to be here today to discuss federa policies concerning
the trangtion to digitd televison. | am Vice Presdent for Policy and Management at the
Compstitive Enterprise Inditute, a non-profit, 501(c)3 public policy organization that focuses
on regulatory policy. Founded in 1984, we have been active on awide range of technology
policy issues. | previoudy served a the Federd Communications Commission, where | was

Deputy Chief of the Office of Plans and Policy from 1990 to 1993.

Advanced television is atechnology that has long been in development, and on the
public policy plate for many years. Members of the committee may remember the hype that
accompanied advanced television during the 1980s, when many touted it as the greatest
technologica advance since the invention of televison itsdf. It was dso seen by many at that

time as a necessary step to keep pace with the Japanese, who were perceived as having a



ggnificant lead in the technology. Fortunately for the U.S.,, however, we did not jump into
advanced televison at that time, as the technology was then andog based — digitd advanced
televison did not become available until severd yearslater. We narrowly missed being locked

into an obsolete technology.

Under congressiona guidance, the FCC dlocated frequencies and set sandards for
digita advanced tdevison inthe late 1990s.  Aware of the dangers of being locked into a
gpecific technology, the commission wisdly did not mandate that “ high-definition televison,”
using the highest level of resolution be used. Instead, broadcasters would be alowed to
provide other services to their viewers as appropriate, including the possibility of multi-casting

multiple channdls of programming, or providing Smultaneous data transmissions.

In a departure from recent practice with other new services, however, no competitive
bidding was used to determine the licensees for this new service. Ingtead, licenses were
assigned to existing broadcasters. Broadcasters would then hold two licenses — their existing
“andog” license and anew “digitd” license, for atrangtion period. Nomindly, thistrangtion
period was limited — to expire on December 31, 2006, but an extension was required by statute
if 85 percent of householdsin amarket did not have access to digita televison by that date,

ether directly or through a multi-channd provider, such as cable.



As you know, there was considerable opposition to this plan.t On equity grounds, this
plan represented a trandfer of aimmensely vauable resource, worth tens of billions of dollars,
free of charge to the broadcast industry. Perhaps of even greater concern were the economic
concernsthat by protecting the frequencies from marketplace pressures, it would be lesslikely

to be used as efficiently as possible.

Nevertheless, the plan was adopted, largely on the premise that the additiona spectrum
provided to the broadcasters was only for a short period of time. It wasto be aloan, not a

giveaway.

Today, however, the status of that loan isin doubt. Based on current adoption rates,

digital tdevison is extremely unlikely to achieve the 85 percent god by 2006.

Thisisnot to say that DTV has been atotd fallure. The record has been mixed. Inthe
first year or so that DTV units were available, sdeswere miniscule. Last year, however, sdes
increased subgtantialy, with some 600,000 tota units sold, according to the Consumer
Electronics Association (CEA). Earlier thisweek, the CEA announced that January factory-to-
dedler sdlesof DTV units totaled 81,629, a 234 percent increase over last year. It predicted

1.1 million units to be sold in 2001, and 10.5 million to be sold by 2006. Thisis pretty much

! Along with others, | testified before this Committee in favor of competitive bidding in March 1996.
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what the Consumer Electronics Manufacturers: Association (CEMA) predicted when sdes
began in 1998, which originaly predicted 10 million in sales between 1999 and 20032

There are some important cavests to these numbers, however. First, the CEA numbers
refer to sdlesto dealers. The number of units sold to consumers is much lower, about 200,000
last year according to one report.® In addition, many consumers are buying DTV monitors
separatdly, instead of integrated sets that alow them to receive broadcast sgnals without a set-
top box. The number of such integrated sets sold has only asmall fraction of total unit saes.
Asaresult, despite the impressive tota number of units sold, the number of people watching

digitd broadcagtsis till extremely smdl.

Even CEA’s more optimistic numbers, however, raise a concern about the digital
trangtion. At that rate, market penetration would dmost certainly be far below the 85 percent
needed to trigger areturn of the analog spectrum. In fact, if the numberstrack CEMA'’s
origina projection, consumer penetration would only be at 30 percent in 2006. Asaresult, we
may face along wait — perhaps decades -- before the spectrum “loaned” to broadcastersis

returned.

Thisdelay isof particular concern to taxpayers and consumers because of the potential
vaue of this spectrum in dternative uses. The frequenciesinvolved are (in gpectrum terms)

prime red estate, and could be employed for a variety of wirdess services, including third-

2 Timothy Somheil, “TV or DTV?, Appliance, December 1, 1998.
8 Cited in Electronic Engineering Times, December 22, 2000.
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generation mobile sarvices. Given the wide variation in auction revenues over the years, putting
aspecific value on these frequenciesis atricky business, but it is sure to be sgnificant. Last

year' s re-auction of the “ C-block” PCS spectrum done garnered some $17 hillion.

A number of gpproaches have been proposed for dealing with this Stuation, many of
them bad. One approach is to increase content regulation of broadcasters. Such regulation
could decrease the value broadcasters receive from the spectrum, in effect decreasing the size
of the giveaway. The problem isthat it would aso punish consumers, by limiting broadcasters
ability to provide them with what they want. It also raises significant free peech concerns.

Government intrusion into content is Smply not an answer to spectrum management problems.

Various forms of economic regulation have aso been proposed in order to drive
consumersto DTV. The FCC, for ingtance, recently began an inquiry into whether al new
receivers should be required to accept digitd sgnas. While such a step was taken in regard to
UHF sgnds, policymakers should dways be careful about imposing such mandates. Asa
practica matter, such arequirement could impose sgnificant costs on consumers — as much as
severd hundred dollars.  More broadly, despite dl the promise of DTV, thereis no guarantee
that consumerswill ultimately prefer it. A decison should not be forced on them by

policymakers.

Another option would be to smply require the return by broadcasters of analog

televison licenses on the origind date of December 31, 2006. That would certainly be afar



option, for it would merely hold broadcasters to the origind agreement to return the
frequencies. It would dso serve the important goa of making this spectrum available for other

uses.

A mandated end to anaog broadcasting, however, would aso put the government in
the position of picking technological winners and losers for consumers. Millions of consumers,
having arguably regected DTV in the marketplace, would be mandated to convert to another

technology.

It may be possble, however, to terminate current analog licenses, while dlowing the ultimate
choice of technology to be left to the market. Broadcasters, for instance, could be alowed to
negotiate with the new license holders to continue to use their frequencies for andog
broadcagting. Under such an approach, if andog broadcasting were sufficiently vaued — more
S0 than other wirdless services—then it could continue. If consumers found aternative wireless

services more vauable, then anaog broadcasting could be discontinued.

An dternative marketplace gpproach would involve providing incentives for
broadcasters to vacate spectrum, rather than having them pay to remain. Under a voluntary
band clearing mechanism adopted by the FCC, broadcasters are encouraged to negotiate with
potentia new wireless licensees on that spectrum to vacate their frequencies. Specificdly, the
Commission established a rebuttable presumption that such agreementsto relocate are in the

public interest.



This voluntary approach seems to cregte awin-win Stuation for dl involved. The new wirdess
licensees recelve access to spectrum much more quickly, dlowing consumers to more quickly
benefit from those services. Broadcasters are not required to relocate, but will gain the
incentive to do so. This incentive would be proportionate to the vaue of their sations—
meaning the least-watched stations would (al things being equd), the first to reocate, and the
mogt-watched Stationsthelast. And broadcasters who do enter into agreements receive

payments that could be used to finance their trandition to digitd television.

Currently, this policy isin effect for channels 60-69 (and for three-way dedls involving
broadcasters on other channels). Based on the success of this policy, the Commission will
determine whether to extend voluntary band-clearing down the did to channels 52-59. It istoo

early to assess the success of this policy, but it looks promising.

Conclusion. The debate over advanced television has been along-running one for the
FCC and for Congress. The issues are complex ones; | know there are no smple answers. At
the moment, however, it seems very likdly that an extended digital televison trangtion period
will cause va uable spectrum to be misdlocated, and deprive consumers of vauable wireless

sarvicesthey want and need.  The answer to this problem, however, is not new regulation to

4 To facilitate such negotiated relocating, one firm, Spectrum Exchange, has already outlined plansto hold a
“secondary auction” simultaneously with the FCC’ s auction of these frequencies. Thisauction will help
bidders ensure that the spectrum they receive licenses for coincides with the broadcasters with whom they
enter into band clearing agreements.



punish broadcasters or to mandate use of preferred technologies. Instead, policymakers should

look for ways to use market mechanisms to ensure the best use of spectrum resources.



