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Netflix is trying to gain an unfair advantage over its competitors by setting up "fast lanes" 
for its content, according to a Republican regulator at the Federal Communications 
Commission.  
 

In a letter Tuesday, FCC Commissioner Ajit Pai said a Netflix program designed to 
smooth out video playback enables Netflix to "run the equivalent of a 100-yard dash 
while its competitors' videos would have to run a marathon."  The letter comes amid 
continued debate over how the FCC should regulate Internet providers to prevent them 
from speeding up or slowing down some Web sites over others. 

The Netflix program in 
question, known as Open 
Connect, stores video 
content inside the networks 
of Internet service providers 
so that the content doesn't 
need to travel as far to reach 
viewers at home. The result 
is often faster service, and 
Netflix has urged ISPs to 
participate in the program by 
letting the company connect 
proprietary boxes to the 
ISPs' internal networks. To 
date, "hundreds" 
of broadband companies 
have agreed, according to 
Netflix. But others, including 
major providers like Comcast 
and Verizon, have balked — 
leading to declines in 
streaming quality until Netflix 
started signing separate, paid 

agreements with those 
ISPs to improve service.  
 

In part because of those 
commercial deals, Netflix and 
its allies have called for 
aggressive oversight of 
broadband companies. If the 
industry is allowed to 
prioritize some Web 
sites over others — 
especially in exchange for 

payment — content providers would need to pay up to succeed.  The commissioner's 
letter seeks to turn the rhetorical tables on Netflix, arguing that Netflix's arrangements 
through Open Connect aren't much different from the company's nightmare scenario.  "If 
ISPs were to install open caching appliances throughout ISPs' networks, all video 
content providers — including Netflix — could compete on a level playing field," Pai 
wrote. Instead, he said, Netflix insists on requiring Open Connect partners to use closed, 
proprietary hardware designed by Netflix itself.  A Netflix spokesperson declined to 
comment on Pai's letter. 
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A key distinction between Open Connect and the paid fast lanes to which Pai compares 
the program is that Netflix does not charge ISPs a fee. Nor does Netflix control access to 
Internet users in the way that broadband companies do.  Even if Open Connect is free, 
said Geoffrey Manne, a libertarian economist who has urged the FCC to adopt lighter 
regulations, there are still certain costs associated with allowing Netflix into an ISP's 
network.  "While the boxes themselves may be at a zero price," said Manne, "they're 
definitely not free in the sense that there's all sorts of equipment and maintenance and 
space and electricity that are required to maintain them." 
 

But in an interview earlier this year, a broadband industry official denied that cost was the 
stumbling block.  "It's not the cost — we just don't have anybody's servers inside our 
network," said the official, who spoke on condition of anonymity because she was not 
authorized to speak publicly. If they allowed Netflix in, the official added, "does that 
mean I have to put an Amazon server in my network, and a Yahoo server in my 
network?" 
 

That Amazon or Yahoo could approach an ISP and ask to install their own 
boxes suggests Netflix, much as it benefits from Open Connect, may not be benefiting all 
that unfairly. If any companies might be harmed by this practice, it would be smaller firms 
that cannot afford to run similar programs of their own. But few firms traffic in so much 
data that they require a program like Open Connect in the first place, and there exists a 
robust third-party market that provides similar content delivery services. In short, the 
barrier to more ISPs agreeing to programs like Open Connect is simply the ISPs 
themselves, who can approve or reject a content company's advances for any reason. 
 

Some Netflix critics warn that strong federal rules against prioritization of Web traffic 
might wind up backfiring, effectively making Netflix's Open Connect illegal.  "There's 
nothing wrong with what Netflix is doing," said Berin Szoka, president of the libertarian 
group TechFreedom, "except its sanctimonious hypocrisy."   
 

But the alternative — when ISPs refuse to participate in Open Connect on principle and 
instead require Netflix to pay a fee to connect to users — is worse, according to public 
interest advocates.  "They like having control of their network," said Harold Feld, senior 
vice president of the consumer group Public Knowledge. "Their attitude is, 'We want 
to do it in a particular way, and we want to make you do it in a particular way.'  "Normally 
we say [to the ISPs], 'It's your business,' but sometimes when your business is part of 
critical infrastructure — this isn't just about Netflix and Comcast, these fights affect 
everybody — when we have these fights over basic services, that's where the 
government needs to step in as a referee and prevent you and I from being squashed 
when the elephants dance.” – Washington Post 

________________________________________________________ 
 

Viewership of traditional television dropped nearly 4% last quarter, as online video 
streaming jumped 60%, according to a new report from Nielsen, crystallizing a trend for 
TV-channel owners amid ratings declines.  The average American still watched more 
than 141 hours of live television a month last quarter—more than four hours a day. But 
that number is down 4% from the third quarter of last year, when Americans on average 
watched 147 hours a month. 
 

Meanwhile, Americans increased streaming of Web video to nearly 11 hours a month, up 
from nearly 7 a year earlier. The amount of online video consumed is likely even higher 
than the numbers suggest, as they don’t include viewing with devices such as the Roku, 
gaming consoles or smartphones.  Among viewers between the ages of 18 and 49—a 
coveted demographic for advertisers—TV viewing per day declined 3%. People 18 and 
over of all ages—including adults over 55—increased consumption of digital video by 
more than 50% a day.  The report highlights a major worry for media executives: Online-
video services like Netflix Inc. are gaining in popularity even as pay TV, which funds the 
lion’s share of media companies’ profits, shows early signs of decline.  
 



Since the third quarter of last year, the pay-TV industry has lost more than 2.2 million 
customers, according to the report, because customers have been “cutting the cord” and 
dropping pay-TV subscriptions. Some media analysts say licensing revenue from Netflix-
type services might not, in the long run, offset a hit to ad income from declining 
ratings.  “The uptick of [subscription video-on-demand viewing] means it’s likely that 
there will be an impact on traditional TV ratings,” said Steve Hasker, global president of 
Nielsen. 
 

In an interview, Netflix Chief Content Officer Ted Sarandos brushed off such concerns, 
saying that “we have seen Netflix viewing seed ratings improvements for shows from 
‘Breaking Bad’ to ‘Curious George.’”  “Given the new license-fee revenue from Netflix 
and other [subscription video-on-demand] players, and the relatively stable upfront ad 
dollars, share may be shifting but the pie appears to have grown,” Mr. Sarandos 
said.   However, this year’s “upfront,” when television networks hawk most of their ad 
inventory for the coming season, was unusually weak, with flat sales for broadcast 
networks and a 6% drop in sales for cable networks, according to the Cabletelevision 
Advertising Bureau industry group. 
 

The Nielsen report showed inconclusive results on the extent to which media companies’ 
practice of licensing old seasons of shows to Netflix, Hulu and Amazon.com Inc. affects 
the viewership of their current seasons on TV. Nielsen showed how ratings for two such 
shows waned after old seasons were made available on Netflix. Ratings for two others 
improved.  Dounia Turrill, Nielsen’s senior vice president of client insights, said she 
analyzed the results of 16 such shows and found an even split of shows that benefited 
and those that didn't. Nielsen declined to name the shows it analyzed.  Still, Nielsen said 
it recognizes the need to measure the total viewership of a show—across live TV, video 
on demand and online outlets.  
 

Nielsen recently made waves when it announced it will soon start measuring viewing of 
shows that appear on subscription online-video services like Netflix and Amazon’s Prime 
Instant Video.  Netflix has chosen not to share viewership data publicly, arguing that its 
service isn’t ad-supported and therefore doesn’t require measurement. But media 
executives have chafed at the practice, since it cloaks the performance of their shows on 
the service relative to others and weakens their negotiating position against Netflix.  Mr. 
Sarandos said Nielsen’s move to measure Netflix viewing is “much ado about nothing.” 
While media companies may ask for more money if ratings are high, “there’s no market 
to support why you’d pay.” Netflix only has to pay “a dollar more than the next bidder.” – 
Wall Street Journal  
  
 

 

 
     


