
















manufacturers believe that during the transition period prior to

full ATV conversion, ATV television sets will be dual-mode even

absent any such requirement. Compelling dual-mode NTSC/ATV

receivers, therefore, seems an unnecessary means of ensuring that

consumers are able to buy television sets that can receive both

NTSC and ATV signals. 17 Moreover, the regulation could hurt some

consumers by eliminating options that would otherwise be available

to them.

Absent a dual-mode requirement, television manufacturers might

produce separate single-mode NTSC and ATV sets during the

transition period. Should the FCC require that televisions

manufactured during the fifteen year ATV transition period be

capable of both NTSC and ATV reception, the FCC might reduce

consumer welfare by forcing consumers who would otherwise choose

NTSC-only equipment to also purchase ATV equipment. Further, with

a dual-mode requirement, some consumers who might prefer to

16 ( ... continued)
16 See footnote 11 above and the related discussion in the

text.

17 Allowing consumers to continue to buy NTSC sets will
provide valuable information on whether or not the mandatory
conversion to strictly ATV transmissions i~ serving consumers'
interests. If large numbers of consumers voluntarily buy NTSC
sets with downconverters, notwithstanding the availability of ATV
broadcasts and ATV receivers, this would suggest that for these
consumers the benefits of ATV reception does not cover the
associated costs. This information would be most useful during
the reviews of the simulcast and conversion deadlines scheduled
for the years 1999, 2002, and 2008 (see Memorandum, pp. 4-5).
The FCC's plan to periodically review the conversion deadlines
indicates a recognition of the importance of a flexible approach
to regulation in this matter.
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purchase just ATV equipment would be forced to purchase unwanted

NTSC equipment.

One would expect that the transition from NTSC broadcasting to

ATV broadcasting will not be accomplished at a uniform rate across

the host of individual television statio~s throughout the country.

Some broadcasters might face financing delays or construction

delays, while still other broadcasters might install new ATV

facilities relatively quickly. Similarly, all or most broadcasters

in some areas of the country may have fully operational ATV systems

during periods in which other metropolitan areas have very few

operational ATV systems. Consumers in areas with a large number of

ATV broadcasters might place relatively less value on NTSC

equipment than consumers in areas with fewer ATV systems in

operation. Should the FCC require that manufacturers produce

televisions that are capable of both NTSC and ATV reception, the

FCC might force some consumers in the former group to pay for NTSC

equipment that they otherwise would not purchase.

Absent market failure, economic efficiency and consumer-

welfare considerations would not support eliminating options that

consumers might desire. Although economists have identified

certain market failures that can impede the transition from an

older technological standard to a newer one,18 the FCC's announced

18 See, for example, Besen and Johnson, Compatibility
Standards, Competition, and Innovation in the Broadcasting
Industry, RAND Publication No. R-3453-NSF (November 1986);
Farrell and Saloner, "Standardization, Compatibility and
Innovation," RAND Journal of Economics 16 (1985), 70-83; Katz and
Shapiro, "Network Externalities, Competition, and Compatibility,"

(continued ... )
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commitment to full conversion will make such potential problems

irrelevant in this case.~ Based on the FCC's action to date,

market failure would likely not prevent the adoption of ATV because

regulation, rather than the market, would be -imposing the new

standard.

Given the FCC's commitment to full ATV conversion, consumer

demand for ATV-compatible receivers will be created. Depending on

the configuration of consumer preferences, this demand will call

forth the production of some as-yet unknown mix of ATV-only,

(convertible) NTSC, and dual-mode receivers. Under a consumer

welfare standard, requiring that only dual-mode receivers be

produced during the transition period would be justified only if a

18 ( ••. continued)
American Economic Review 75 (1985) 424-440; "Product
compatibility Choice in a Market with Technological Progress,"
Oxford Economic Papers 38 (1986) 146-165; and "Technology
Adoption in the Presence of Network Externalities," Journal of
Political Economy 94 (1986) 822-841. These theoretical analyses,
and their relevance to policy-makers, are discussed in the FTC's
Digital Audio Radio Services comment, supra note 8.

19 These forms of market failures result from uncertainty
over whether a new standard will be accepted by consumers and
manufacturers. For example, early adopters of a new technology
might risk losing their investment if acceptance of the new
technology is not widespread, Le., they risk being "stranded"
with a low-valued technology unless other consumers make the same
choice (e.g., consumers that purchased Beta format VCRs may have
been "stranded"). Such risks may lead consumers to defer
adopting a new technology until the choices of other consumers
are known. If enough potential buyers act this way, such "excess
inertia" may prevent the adoption of an efficient technology even
though consumers might be better-off if it were adopted. Such
potential market failures are not relevant here because the FCC
is imposing the new standard and, ultimately, eliminating the old
NTSC standard. Thus, by imposing a single, specific broadcast
standard, the FCC eliminates any uncertainty with regard to which
broadcast standard consumers, broadcasters, and television
manufacturers might choose.
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sufficient number of consumers valued dual-mode receivers by more

than their production ~ost so as to justify their production, but

manufacturers ignored or disregarded these preferences. W This

seems to us unlikely. We are not aware of any reason why

television manufacturers would pass up the opportunity to profit by

selling receivers to consumers who wish to buy them. Accordingly,

current information would not appear to justify imposing a dual-

mode receiver requirement.

v. Conclusion

Our analysis suggests that requiring production of dual-mode

television receivers will not serve consumers' interests. This

requirement may restrict consumers' choices and may force some

consumers to purchase certain types of equipment that they

otherwise would not voluntarily choose to purchase.

Once the transition to ATV begins, demand for NTSC-only or

ATV-only receivers might be so low that only dual-mode television

sets will be manufactured. Nonetheless, the demand for single-mode

NTSC or ATV receivers may be sufficient to allow manufacturers to

W Problems could arise, at least initially, if some
consumers are unaware of the FCC's timetable for the transition
to ATV. Such consumers, for example, might, on account of their
ignorance concerning the transition, purchase NTSC-only equipment
When,. if they were fully informed, they would prefer dual-mode
equipment. Such potential problems notwithstanding, the
manufacturers of ATV and dual-mode television sets and television
broadcasters will have very strong financial incentives to ensure
that consumers are fully informed. If the FCC is concerned about
harm to uninformed consumers, steps to disseminate and/or
disclose information concerning the transition would be
preferable to actions that would limit the choices available to
all consumers.
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profitably sell these types of receivers. Since the levels of

future d=_uand for dual-mode and single-mode NTSC and ATV receivers

are unknown, the interests of both consumers and manufacturers will

best be served by allowing all of these products to be produced.
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