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Abstract

We analyse the effects of the advertising ban @mdéfr public television, which came
into effect on the 8 of January 2009. The ban forbid commercial adsied on public
TV in the time slot 20.00-6.00.

We focus our analysis on the advertising markeglifdimary evidence would seem to
suggest that advertising which was previously bcaated on public TV in the time slot
20.00-6.00 did not switch to private channels im $hme time slot (nor did the price in
that time slot on private channels rise). Rathereddsing partly switched to public TV
in the time slot 6.00-20.00 and only slowly . Themenon expectation that the ban
would favour private TV channels at the expensputiic ones was therefore wrong.
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1. Introduction

Whether public TV should be financed by licencesfaad public transfers only or also
by commercial advertising is a long lasting debatenany countries. Supporters of a
public TV financed only by licence fees and pulliansfers claim that this would
guarantee a higher quality of the programs by figggublic TV stations to Those
against

Whereas the BBC is a well-known and successful @kaof a public TV financed only
by licence fees and public transfers, in most otBeropean countries commercial
advertising revenues constitute a substantial gfattie budget of public TVs. Another
exception has however been Germany, where advertsi public TV after 20.00 has
been forbidden since 1991.

We do not address here the debate of whether piMishould or should not be
financed by advertising. We focus instead on thpaich of a regulatory intervention
banning ads on public TV starting from a situatamere public TV was financing itself
also and therefore potentially competing with pi@vaommercial TV not only on the
audience side but also on the advertising sidaehtarket.

Following the earlier German example, the Frenclvegament decided to ban
commercial advertisements on State controlled Tafists starting from January 5,
2009. The ban initially applies to programs broatiead between 20.00 and 6.00 and it
is planned that it will be gradually extended tobabadcasting timé.

The ban, announced by President Sarkozy in a poegsrence held on 8 January 2008,
came completely as a surprise to both the Frengkrgment and the management of

French public TV. The current paper will use this “natural experiti¢o estimate the

! The ban was confirmed also in 2010. See Rundfaakstertrag, 1991, and Rundfunkstaatsvertrag,
2010. Note however that it is still allowed to sponprograms broadcasted after 20h. Recently padgpos
have been put forward to ban adsp spomsoring 2@eon public TV stations except for sport events,
and to ban advertising from public TV stations elefore 20h.

Z Ministére de la culture et de la communicatior020

% According to Le Monde Diplomatique (2008), the aancement of President Sarkozy was completely
unexpected. Neither the prime minister Francoil®jIMrs Christine Albanel (ministre de I'audiovedu
public) nor Patrick de Carolis (president of Frarni@évisions) knew anything about this decision.
According to the article only Henri Guaino (who apgntly writes the TV speeches for Sarkozy) and
Alain Minc (consultant of the industrialist VinceBblloré) were informed about Sarkozy’s plans. The
last one is supposed to be involved in the devetoypirof Sarkozy's plan. Also according to Le Canard
enchainé (2008) and The Economist (2008) the ammeonent of the advertising ban on public television



impact of the regulatory change on the advertisimagket, by analysing how quantity,
price and advertising revenues have changed ongadilic and private TV channels.
The first objective is to analyse the impact offsan advertising ban on competition
between public and private TV channels. Since rigtemlly the impact of such a
regulatory intervention is likely to depend on features of competition in the market,
the analysis is also likely to shed some light alsothese features. As such it might
provide some guidance on the most appropriate rdstbbfinancing the vanishing of
advertising revenues for State-controlled chaniétse generally, it might have policy
implications for regulatory interventions on the dige market which aim at setting
limits to advertising concentration in a given negroduct (e.g. the EU Audiovisual
Media services directive) or aim at defending gdlama by setting limits to
concentration in the advertising market.

The regulation of the maximum amount of advertisiluging television programming
in the EU is decided by the European Commissioautdin the Directive “Television
without Frontiers”, implemented by each Member &tafhe Directivéd imposes
advertising floors of 12 minutes per hour and 3rkoper day. However, single
Member States are free to adopt stricter ruleshis context, even before President
Sarkozy’'s decision, France had one of the mostictge legislations in Europe.
Probably in order to prepare the advertising banpohlic TV stations, the decree
approved on December 192008 and coming into force on th& af January 2009,
established the extension of the average dailytheofyadvertising from 6 to 9 minutes
per hour for the most important private channelsl B#hd M6 (however, the rule
regarded also cable, satellite and DTT statibis.of I of January 2009, the average
length of advertising decreased from 8 to 6 mingishour for the public television
channels (France 2, France 3, Francéf)rthermore, the decree established the shift
from the “glissante” to the “exact” hour as theereihce to calculate the maximum
advertising time permitted in an hour, which renedirat 12 minute8.These new

was unexpected. According to the Guardian (200&estthe announcement was unexpected and even
the culture minister did not know anything about han.

* Seehttp://ec.europa.eu/avpolicy/reg/tvwf/index_en.htm

®> Ministére de la culture et de la communicatiorQ@0

® Légifrance, 2010

"SNPTV, 2010
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constraints conformed to the new European Directifadiovisual Media Serviceg”
which had partially modified the previous one. bbhshed in particular the daily limit
of 3 hours of advertising but kept the establistedirly limit of 12 minutes for
advertising and teleshopping sptts.

As already mentioned above, the first step of teéorm consisted of banning
commercial advertisements on public French TV atati(France 2, France 3, France 4,
France 5 and others, all controlled by France Tsi@vs) between 20pm and 6am
starting from January™s 2009 The very same reform includes setting at zero the
advertising in all time slots of France Télévisidmysthe end of 2011

Also the Spanish government decided to follow thern@an and French examples
announcing a drastic reduction in advertising ohlipuTV (RTVE) on April 14, 2009
and on May 8 proposing the complete ban of adwegtisThe law banning ads from
public TV on all time slots was approved by the i8gla parliament on July 29 of 2009.
This law came into effect as of September 1, 200Qatilowed Spanish public TV to
broadcast until the end of 2009 the advertisingreated before this date. As from the
first of January of 2010, advertising is banned;egt for self-promotion advertising,
corporate communications campaigns and informaltiotempaigns with social
purposes. Moreover, RTVE is not allowed to charge these exceptional ads. To
finance its operations, the public corporation wioabntinue receiving state subsidies,
in addition to proceeds from new specific taxesptovate television stations and
telecommunications companies, and an importantepégige of the revenues from the
fee on airwaves usage.

The modalities of the gradual phase out of advegi®n France Télévisions are laid

out in the new law on the reform of French pubdilevision adopted in March 2009.

From a strictly arithmetical viewpoint and considgronly the daily average duration
of advertising interruptions, private stations (T&id M6) could take up completely the

advertisers’ demand in the 20pm-6am time slot, beeaf the increase of advertising

® Seehttp://eur-lex.europa.eu/LexUriServ/site/fr/oj/200832/|_33220071218fr00270045.pdf

% European Commission, 2008

' SNPTV, 2010

12 Ministére de la culture et de la communicatior)2@nd Journal Officiel de la République Francaise,
2009




time from 6 to 9 minutes per hour as mentioned abotdowever, taking into account
the advertising time across different slots, tlassll2zam-14pm and 19pm-22pm show
that the advertising time on private stations wkase to the maximum allowed (12

minutes), because of the consumption habits ofdfreiewers:*

These informal observations can be combined witorttical predictions based on
previous analytical work on the theme. This will ¢d@ne in Section 3, while the next
section briefly reviews those studies that deahwaitivertising caps in media markets.
Section 4 describes the data while Section 5 shbesesults of the empirical analysis.
Section 6 concludes discussing the policy implaragiof our main results.

2. Related literature

Following the seminal works by Steiner (1952), Gord1953) and Reddaway (1963) ,
quite a rich theoretical literature developed amitiedia markets, e.g. Spence and Owen
(1977) and Beebe (1977). These studies have irettent years merged into the wider
literature on two-sided markets, as first defingd Rarker & Van Alstyne (2002),
Rochet & Tirole (2003, 2006) and Armstrong (2008 discussed in detail in
Anderson and Gabszewicz (2005), in a two-sided ataakmedia firm typically sells
content to readers/viewers/listeners and advegtispace to advertisers and it knows
that the number (and possibly the characteristits)ewers/readers/listeners influences
the demand for advertising space/time while, on otieer hand, the quantity (or
concentration) of advertising slots affects the dethfrom readers/viewers/listeners. In
other words, a media firm recognises and interealithe existence of indirect network
effects between the two-sides of the market asais that in such a market the viable
business strategy requires bringing “both sidedboard”. Whereas clearly the higher
the number of readers/listeners/viewers the higherdemand for ads all else equal,
vice versa it is not clearly established what s #ttitude of readers/listeners/viewers

towards advertising.

13 Conseil Supérieur de I'Audiovisuel, 2009
14 Conseil Supérieur de I'Audiovisuel, 2009



Most advanced countries regulate the maximum amg@eugt, minutes per hour of
programming) of TV advertising, In addition, polinyakers believe that some (de)merit
goods must not be advertised and paternalisticideraions suggest advertising bans
on specific products. Rather surprisingly, econosubolars focused the second point,
while the economic analysis on advertising ceilisgsxtremely thifr.

Anderson (2007) uses a two-sided market modeluvesiigate the effects of advertising
caps on social welfare. The disutility that constsres readers or viewers derive from
advertising may be particularly high with respecthie benefits accruing to advertisers.
With high ad aversion the level of advertising mugibrium may be excessive with
respect to the social optimum. The opposite cir¢camte of over provision of
advertising takes place if the advertising nuiséoceonsumers is lower than the return
for advertisers. Therefore, an advertising cap@adly beneficial in the first case and
harmful in the second. Anderson (2007) studiesatiheertising choice of a monopolist
platform. With low advertising nuisance, the moniggiodetermines a level of
advertising which is below the optimal level. Undeis circumstance, the effect of an
advertising cap is a further reduction of socialfare. If we consider the opposite
scenario with high advertising nuisance, the leskladvertising is over the social
optimum. This means that an advertising cap wdr@ase social welfare. However, the
monopolist profits will fall as well, and this magduce the incentives for other firms to
enter the market and increase the variety of progrig.

Although these results are quite reasonable, tefgy to a monopolist platform/editor.
In case of more than one firm in the market, sgiateonsiderations play a major role in
shaping the equilibrium outcome. In addition, tliigbrium changes according the
assumptions on viewers’ behaviour, profit functia@ismedia outlets and advertising
demand function. Anderson (2007) also studies ffexts of advertising caps on the
quality of programming and on the degree of diwgrbetween competing platforms.
The results in terms of content quality and varesty mixed and, once more, related to
a monopoly market.

In Australia television advertising was deregulate&eptember 1987 (with the aim of

reducing the rate of interruption fwrograms) by allowing stations more flexibility in

5 A correct and complete evaluation of the effedtsadvertising caps on producers, consumers and
media should include a broad discussion about die of advertising in modern economies. See
Anderson (2007).



their scheduling of ad time. Wright (1994) clainhait deregulation caused an increase
in the amount of non-program content. To exploris iesue, Wright (1994) puts
forward a duopoly model where commercial TV stai@ompete and shows that the
regulation of the number of advertisements per ohtime both below the joint profit
maximizing level (for appropriate parameters) amtow the Nash equilibrium level
(for different appropriate parameters) can reduognam quality. Therefore, depending
on the parameters of the model, fostering compaetithay be preferable to regulating
the amount of advertisements per unit of time.

Finally, Stuhmeier and Wenzel (2010) analyse tlhecef of advertising bans. The main
assumptions of their theoretical model are theofwithg: two TV channels, horizontal
program differentiation, a continuum of TV viewerBhey assume that there is a

continuum of advertisers with measure 1, with atytiunction given by
U = Ay +a5) = (aF + 25 + 2baay)

whereA is the size of the advertising market amds the demand of advertising on
channel. This assumption leads to an indirect demand eéidi$ing given by

P =A-3a —ba;

where p; is the price of an advertising unit and the patemé measures the
differentiation of the channels in the eyes of Huvertisers. Stuhmeier and Wenzel
(2010) stress that this approach allows for a cormescription of “pecuniary
externalities”, that is, the effect on the advamgsprice caused by the advertising
decisions of each media outfetThe main objective of Stuhmeier and Wenzel (2040)
to explore the effect of an asymmetric advertisiag, that is, un upper bound imposed
only to the advertising time of a single broadcasiéhe model of Stuhmeier and
Wenzel (2010) predicts that and advertising cap hale the following effects: i) the
unregulated channel will increase its advertisiegel if advertising is a strategic
substitute and decreases its advertising levelvédising is a strategic complement; ii)
strengthening the cap will make the price of adsierg rise on both TV channels; iii)
after the introduction of the advertising cap, theegulated TV station gain higher

profits if the degree of differentiation in the egé advertisers is over a given level,

® However, the utility of advertisers is not affattey the number or characteristics of each chasnel’
viewers; in other words, they abstract from indineetwork effects that typically characterize tvides!
markets.



otherwise, the profits of the unregulated privalarmel decrease; iv) for moderate
levels of regulation, the profit of the regulatetannel may increase after the
introduction of advertising caps.

The theoretical approach of Stuhmeier and WenZ&L (R is very close to the theme
that this paper wants to investigate empiricalljau3, the next section will try to
generalize the results of Stuhmeier and WenzelQR@hd other authors in order to
propose a theoretical background for the empiacellysis described in the fourth and
fifth Section.

3. Theoretical background

Although this paper deals with two-sided markdis, theoretical and empirical analysis
will focus on the advertising market. In fact, bdoasting televisions derive the bulk of
their revenues from selling advertising time, give nature of public good of TV
programs on the viewers’ side We first formalize a theoretical argument in gahe
terms, then we apply the very same argument ttotésuppression of advertising on a
single TV station. In particular, we study the effeproduced by a change of the level
of advertising of a single TV station. In the re$tthe section we assume a duopoly
market, with a public station competing with a pt& station. In particular, we assume
a public TV station which reduces its level of adisng because of an advertising cap;
in other words, we have a “regulated” public statcmmpeting with an “unregulated”
private station. The reduction of advertising of tbublic TV station will produce the
following effects.
1) The first effect derives from cross network extéties. If we assume viewers
adverse to advertisiny the audience of the public station raises antkrise

paribus, the audience of the private station dee®alhis effect increases the

”In many countries a possession fee is leviedhaniie the TV channels controlled by the State.

'8 Most contributions of media economics, for examielerson (2005); Mangani (2003), Anderson and
Coate (2005); Ambrus and Reisinger (2005); Choi0@p Crampes et al. (2004); Gabszewicz et al.
(2004); Kind et al. (2009); Kohlschein (2004); Kreatmer and Zenger (2008); Peitz and Valetti (2008)
assume that consumers dislike advertising. Exceptase Hackner and Nyberg (2000), who assume that
readers like advertising in print media, and Son28©0), who considers feedbacks from advertising t
circulation under the two alternative assumptiofisconsumer advertising aversion and advertising
appreciation. Also Armstrong (2005), considersraliéive scenarios, characterized by aversion, tove
indifference towards advertising.



demand for advertising of the public station orpther words, the willingness to
pay of advertisers to advertise on the public TM@ases.

2) The second effect is sometimes described “pecumiagrnalities” (Reisinger et
al., 2009) and goes in the opposite directiongast partially: the reduction of
advertising on the public station determines a c¢&dn of total supply of
advertising. If we assume an inverse demand fumdbo advertising taking the
form of pa=f(W) with <0, wherep, is the price per viewer-time ai is the
total supply of viewers-time units, the price ofvadising will increase after an
advertising bar?

There are two crucial points in the pecuniary exdéties argument. First, the price of
advertising needs to be unique. This contrasts thighcausal observations of frequent
price differentiation in the advertising market.c8ed, the economic rationale behind
the argument may not hold when a TV stati@creasests advertising level. Here, the

competitor has no interest in stabilizing the iasiag advertising price.

Broadly speaking, the reduction of advertising diardetermines ambiguous effects
on the price of advertising. These effects depanthe structure of the market (namely,
the number of broadcasting firms), the degreerofipct differentiation across media
outlets (Reisinger et al., 2009), etc.

The relative importance of network and/or pecunieffects affects the definition of

advertising levels as strategic substitutes otesjia complements. Since advertising is
an implicit price for viewers, the levels of adveirig can be seen as strategic
complements: when a TV station increases the adwveytquantity, the other does the
same, and the other way round. However, when wsidenpecuniary externalities, the
picture is more complex. In fact, when a (publidy $tation increases the level of
advertising, the price of advertising decreases.aA®action, the competitor has an
incentive to reduce its level of advertising tobdtae the price; from this perspective,

the advertising levels may be seen as strategitituties.

¥ The “modern” studies on media markets focus onfitise effect to highlight the importance of cross
network externalities. Only Reisinger et al (20@8d Stuhmeier and Wenzel (2010) treat explicitly th
pecuniary externalities. In reality, Masson et @990) analyzed the second and direct effect of
“advertising supply” on price, and then showed timportance of advertising aversion and network
externalities for the market equilibrium.



The decision to ban advertising completely in aegitime slot is an extreme case of
this theoretical framework. In fact, when a broadeaeliminates advertising in a given
time slot it substantially exits the market, beeauhe “effective” market of
broadcasting television is on the side of advedis&he competitor becomes a
monopolist on the advertisers’ side, although itynfiads itself without a relevant
audience that has shift to the station without dthiag. Potentially, this circumstance
creates a large inefficiency. The market outcombesefore ambiguous. For example,
if the degree of program differentiation is relativ large with respect to advertising
aversion, the absence of advertising on a singlestBfon will not shift the audience
from its competitor. If the pecuniary effect prdsaipon the cross network effects, the
private/monopolist/unregulated broadcaster keepstipe levels of advertising and
increase its revenues. Conversely, if advertisingrsaion prevails upon program
differentiation, viewers may abandon the privatd amregulated TV channel which,
although monopolist on the advertisers’ side, canegploit its market power.
Advertising aversion of TV viewers and product éiffintiation between media outlets
are difficult to estimate directly. Therefore, thpirical analysis regarding the French
experience has the objective to explore these sssydocusing on the consequences of
the ban in the advertising market.

4. Empirical analysis

The dataset contains data on quantity of advegtiinmber of spots and seconds) and
advertising revenues per channel (aerial, satetldble and digital) for each week in the
seasons 2007-2008 and 2008-2009 (excluding the sunmonths, i.e. July and
Augustf®. We are therefore able to calculate the averaipe er spot and price per
second, in addition to the length of a spot.

We also added data on the stock market performahtiee firms owning Tv channels
in the periods above.

As already mentioned, starting from tH & January 2009, advertising was banned on
public aerial television (“hertziennes channelsy)tihe time period 20.00-6.00, which

includes prime-time.

20 The data were obtained from TNS France.
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A preliminary analysis of the data, and a comparisb the seasons 2007-2008 and
2008-2009, shows that

- overall, nominal advertising revenues in the se@)08-2009 were more or less at the
level of those of the season 2007-2008; the nurabadvertising slots in the season
2008-2009 were slightly higher than those in theesea 2007-2008 before January 6th
and more or less at the same level afterwards;séime is true for the number of
seconds of advertising; the price of an ad, andh eéwere the price per second, in the
season 2008-2009 were lower than those in the 8€628@/7-2008 before January 6th

and more or less at the same level after Janubry 6t

- on hertziennes channels, advertising revenudgbdanseason 2008-2009 were lower
than those in the season 2007-2008. There appebes thaybe, a further slight decline
just after January 6th. Advertising spots in thass& 2008-2009 more or less at the
same level than those in the season 2007-2008. bhbeyme slightly lower just after
January 6th. A similar result is found looking &cends. The price of an ad in the
season 2008-2009 was slightly lower than in the@e&007-2008 before January 6th
and more or less at the same level after Janubrylée difference between the months
before and after the ban is less evident lookirtheprice per second.

-on cable & satellite channels, advertising revenuoehe season 2008-2009 were more
or less at the level of the season 2007-2008. Tagpears to be no particular increase
just after January 6th. Advertising slots in thassen 2008-2009 were slightly higher
than those in the season 2007-2009 before Jandlargn®l more or less at the same
level , or slightly lower, January 6th. A similasult is found looking at seconds. The
price of an ad in the season 2008-2009 was lowaer th the season 2007-2008 before
the ban and more or less at the same level afeelb#im. A similar result is found
looking at seconds.

-on digital channels, advertising revenues fohm $eason 2008-2009 have more or less
doubled with respect to those in the season 2008-28owever, there is no particular
increase just after January 6th, not even in the slot 20.00-6.00. Advertising slots in
the season 2008-2009 were higher than those isgagson 2007-2009 before January

11



6th and more or less at the same level, or ongh8li higher, after January 6th. This

finding does not depend on the time slot. A simitzsult is found looking at seconds.

The price of an ad, or the price per second, instreson 2008-2009 were higher than
those in the season 2007-2008 and always growinegrelis no change in trend at the
time the ban came into effect, not even in the 20000-6.00 or in the slot 6.00-20.00.

All this seems to suggest that, while advertisimgdigital television is growing, its
growth has not been affected by the ban coming effiect on January 6th. Similarly,
advertising does not seem to have switched to catulesatellite.

An effect seems present at the aggregate levdiandfter the ban the average price
seems to have declines while the quantity declimedhat extent part of the advertising

might have ceased rather than switched as a coasegwf the shift.

All in all, however, it would seem justified to fas our attention on the competition
between public and private aerial TV channels. fiis tegard the following can be

observed:

-on public channels, advertising revenues haveativdeclined in the season 2008-2009
with respect to the season 2007-2008. Howeverld¢akne with respect to the previous
season is lower after the advertising ban, despédack of advertising revenues from
the time slot 20.00-6.00. In fact, the time slé0620.00 advertising revenues for public
channels have slightly increased with respect ¢opitevious season after the ban cam
into effect, as before the ban they were much loth@n in the previous season.
Advertising slots have declined in the season with respect to the season
2007-2008 after the ban came into effect. Thisus tb the ban of advertising in the
time slot 20.00-6.00. However, in the time slot0eaD.00 advertising was lower before
the ban in the season 2008-2009 with respect teghson 2007-2008 but after the ban
it grew to the same level. The latter is more ewideoking at seconds. The price per ad
and the price per second were initially much loimethe season 2008-2009 with respect
to the season 2007-2008. They remained lower eften the ban came into effect.
However, in the time slot 6.00-20.00 the price agrand the price per second after the

12



ban in the season 2008-2009 were at the same dé\ibE prices in the season 2007-
2008.

-on private channels, advertising revenues havairesd more or less stable for private
channels in the season 2008-2009 with respectet@¢hson 2007-2008 before the ban
on advertising on public tv came into effect. Hoeewafter the ban came into effect,

advertising revenues seem to have declined ahidt;effect seems due to a decline in
advertising revenues in the time slot 20.00-6.08 mraybe also in the time slot 6.00-

20.00. Advertising slots have remained more or &table for private channels in the

season 2008-2009 with respect to the season 200§ {2€fore the ban on advertising

on public tv came into effect. However, after tlaltame into effect, advertising slots

seem to have declined a bit; this effect seemga@aedecline in advertising slots in the

time slot 6.00-20.00. A similar result is found kireg at seconds. The price of an ad
and the price per second have remained more owstabte for private channels in the

season 2008-2009 with respect to the season 2008 {2€fore the ban on advertising

on public tv came into effect. However, after thenkcame into effect, the price per

second has declined a bit; this effect seems daedicline in the price per ad, and per
second, in the time slot 20.00-6.00.

All this seems to suggest that advertising whicls weeviously broadcasted on public
TV in the time slot 20.00-6.00 did not switch tovate channels in the same time slot
(nor was the price in that time slot on privateroies increased). Rather advertising
switched to public TV in the time slot 6.00-20.00.

This might imply that from the point of view of aghtisers viewers are more

differentiated between public and private chanrk&n they are across time slots: a
person watching public TV in the 6.00-20.00 timat & a better subistitute for one who
watches public TV in the time slot 20-00-6.00 tleare who watches TV on a private

channel.

All in all, the preliminary evidence shown above uMb seem to suggest that the

common expectation that the ban would favour pevE¥ channels at the expense of

public ones was not fullfilled.
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