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For roughly two months, about 900,000 households in small towns across the U.S. 
haven't been able to watch Nickelodeon, MTV or Comedy Central, as a result of a 
blackout of the Viacom Inc.-owned channels by some 60 small cable operators.  So far, 
there is little evidence any more than a handful of the households care.  After bracing to 
lose as many as a 10th of their customers, the operators have lost less than 2% of their 
collective subscribers, according to an industry group that represents the operators.  
 

Some customers seem unperturbed. "Quite frankly, I can't say I did notice," said David 
Smith. The 64-year-old tire-shop owner in Edinboro, Pa., is a subscriber to the local 
company, Coaxial Cable Television Corp. He said he hadn't watched Viacom channels in 
at least a dozen years. 
 

Viacom isn't worried either, saying it expects "no financial impact" from losing what is only 
about 1% of 
total pay-TV 
households. As 
a result, with the 
cable operators 
unhappy about 
the price 
Viacom wants 
for the right to 
carry the 
channels, 
executives say 
the blackout is 
likely to be 
permanent. 
Several have 
replaced the 
Viacom 
channels with 
others.  The 
situation signals 
a shift in the 
often-tense 
relations 
between pay-TV 
operators and 
entertainment 
companies. 
With video 
choices 
increasing, 
operators are 
starting to push 
back at program 
cost increases 
by dropping 
channels 
altogether.  
 

To be sure, 
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high-profile channels such as the traditional broadcasting networks retain plenty of clout. 
Last year Time Warner Cable Inc. blinked after a month-long blackout of CBS Corp.'s 
flagship network, following sharp subscriber losses. But some pay-TV executives predict 
that channels increasingly will be carried only where there is viewer demand.  The 
markets in the current dispute are mostly rural and suburban, in states including 
Oklahoma, Minnesota, Iowa and Idaho, where Viacom's portfolio of young-skewing 
channels with edgy programming popular in urban centers may not carry as much sway. 
While Comedy Central features personalities including Jon Stewart and Stephen Colbert, 
executives at two of the small cable companies said customers were more unhappy about 
missing "I Love Lucy" reruns on Viacom's TV Land. 
 

There are signs that the dispute, and the lack of viewer reaction, could embolden other 
operators to take similar action. Jeff Janssen, vice president of sales and marketing at 
ImOn Communications, a Cedar Rapids, Iowa, cable company that no longer has Viacom 
programming, said he had been fielding calls from other larger cable operators who have 
been inquiring about the results of the drop.  "I think there are going to be a significant 
number of larger cable operators that may follow suit" with other major programmers, Mr. 
Janssen said.  
 

The operators in the dispute—the biggest of which is Cable One, owned by Graham 
Holdings Co., formerly known as Washington Post Co.—for years have bought 
programming through a consortium called the National Cable Television Cooperative Inc. 
But when the NCTC reached its most recent agreement in April with Viacom, many 
operators thought the terms too onerous and declined to sign on. 
 

Many calculated that they would have lost more customers by increasing cable rates than 
by dropping the Viacom channels. Smaller cable operators already pay higher per-
subscriber fees than big operators, such as Comcast Corp., which have the leverage to 
negotiate volume discounts. Cable executives say the new Viacom agreement would have 
meant paying more than a 100% increase from 2013 rates over the course of the five-year 
deal.  "We're happy with our agreement with the NCTC," said Viacom spokesman Mark 
Jafar. "It is unsurprising to us that the level of switching has been relatively low" since in 
most of the markets customers don't have another broadband option than their local cable 
operator. Even if they wanted to switch TV providers, Mr. Jafar said, they would have to 
keep the same Internet provider—an "enormous hurdle" to customers switching. 
 

NCTC Chief Executive Rich Fickle said that a lot of the operators surveyed customers 
ahead of time to estimate potential subscriber losses.  "It's really kind of unprecedented," 
Mr. Fickle said, in that "it's not really a dispute from their standpoint" but a permanent 
decision. 
 

"My customers have proven to me that they are OK without it," said Chris Lovell, general 
manager of Coaxial Cable, which serves about 3,000 customers. The Pennsylvania 
company has replaced the programming with high-definition channels such as Lifetime 
and History.  Since Coaxial Cable dropped Viacom, only 31 customers—about 1% of its 
customer base—have dropped their TV services.  
 

Coaxial customer Tom Angelo said his 8-year-old daughter, who would watch 
"SpongeBob SquarePants" on Nickelodeon "over and over," is happy enough with the 
new kid-friendly channels like Sprout that Coaxial Cable has added in place of the Viacom 
channels. When she does want to watch Nickelodeon shows, Mr. Angelo says he finds full 
episodes on Amazon.com Inc.'s Prime Web video service and even on YouTube. "We 
actually don't miss it at all."   
 

While the two sides appear to be willing to move on without each other, one wrinkle in the 
dispute has caught regulators' eyes: Viacom has blocked the full episodes of programs 
such as "The Daily Show with Jon Stewart" on its websites for the broadband customers 
of the cable operators who have dropped its TV channels. Margo Davenport, a lawyer in 
the Federal Communications Commission's media bureau, said the move is "something 
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we're concerned about."  The American Cable Association, which represents the smaller 
operators, says Viacom's moves violate the spirit of "net neutrality," the principle that all 
Internet traffic should be treated equally.  But people familiar with the FCC's thinking said 
the issue is separate from net neutrality as it is defined today, and it is murky whether the 
FCC has legal authority to intervene, since under federal law, a programming vendor has 
the right to determine where and under what circumstances its programming appears.  –
  Wall Street Journal 
_________________________________________________________ 
 

The Federal Department of Netflix, run by Federal Netflix Commissioner Tom Wheeler, 
launched an investigation last Friday into why some Netflix customers who are paying for 
high-speed broadband nevertheless get jinky service when watching Netflix videos.  While 
he's at it, he should probably also inquire why season two of "House of Cards" wasn't as 
good as season one, what happened to the Larry Sanders Show, and why Rocky and 
Bullwinkle are available only on Amazon Prime. 
 

If these occasions are beginning to seem repetitive, they should. Mr. Wheeler is one of the 
most sophisticated technologists ever to head the Federal Communications Commission 
(his agency's actual name). He knows Netflix presents unique challenges to established 
ways of paying for the Internet. Yet he's acquiring a habit of letting himself be twisted 
around Netflix's finger whenever Netflix decides to link its business interests to the ever-
fungible net-neutrality principle. "I have experienced these [video-buffering] problems 
myself and know how exasperating it can be," he foolishly declaimed in feel-the-public's-
pain mode last week.  
 

Netflix is the biggest complainer about transit bottlenecks, joined by Level 3 
Communications. Both point fingers at last-mile operators like Comcast, Verizon and 
AT&T.  Netflix accuses the last-mile carriers of "double dipping," or trying to get paid twice 
for delivering Netflix videos. This is specious. How the cost of transport is apportioned 
between a customer's Comcast bill and his Netflix bill is, in fact, not especially relevant.  
 

Level 3, a backbone operator that delivers Netflix video on a contract basis, complains 
that Comcast and friends are slow to add capacity because they are haughty monopolists. 
This confuses two different issues. More last-mile competition surely would be nice but it 
would only heighten the problem Level 3 is complaining about. In a more competitive 
marketplace, broadband operators wouldn't be able to price their services as they do now, 
using flat-rate pricing in which their heaviest users (often Netflix subscribers) are 
subsidized by light users. Were a customer able to choose between five broadband 
operators the way he chooses between five airlines for his travel, pricing would be a lot 
more like airline pricing—with much greater price discrimination between user classes.  
 

This—the prevalence of flat-rate pricing for broadband—is the entire reason for the 
current squabbling. Put it this way: By shifting some of the cost upstream to Netflix, 
broadband carriers are looking for a way to ding their own heaviest users by the backdoor.  
 

The logic that cries out here is as obvious as it is unwelcome: Put the full cost on Netflix 
users by billing all broadband customers according to how much data they use and when 
they use it (congestion pricing). This would cause psychic angst among those who fire up 
a Netflix video and now face no variable cost for doing so, but it would produce lower 
average costs for users for the same reason that business travelers benefit when airlines 
fill up planes with backpackers and grannies on cheap tickets.  Unfortunately, the existing 
Web powers won't stand for it, even though Twitter, Facebook and Google all have 
experimented with subsidizing bandwidth for overseas wireless users, who are more 
accustomed to metered pricing and bandwidth caps. Their business models are still 
predominantly built for a world where users face no variable cost for Internet usage. 
 

If metered pricing were to become the norm on the fixed Internet—and, we stress again, 
metered pricing is a perfectly equitable, democratic way to price broadband—it would 
utterly transform today's debate in two ways: Netflix would become indignant were anyone 



to suggest Netflix wasn't free to pay Comcast et al. to defray the bandwidth costs of Netflix 
subscribers. Secondly, the largely illusory fears that animate the net-neut argument would 
become even more illusory. The only incentive facing broadband operators would be to 
deliver all the content users want and encourage them to want as much as possible.  
 

Just let a broadband operator try to introduce serious metered pricing, though. Despite a 
complete lack of grounds, Congress and the FCC would instantly come under pressure 
from Google and its armies to ban the practice under some sophistical new definition of 
"net neutrality." In 2009, a mere hint of such an experiment by Time Warner Cable led to 
grandstanding by Sen. Chuck Schumer and a bill being introduced in the House.   
 

This explains something else: A rulemaking right now before the FCC runs an outside risk 
of bringing in a regime of old-style utility regulation on the Internet. If you wonder why, in 
their captious pursuit of net neutrality, the Googles and Netflixes are prepared to risk so 
drastic an outcome as the dead hand of government over the Internet that made them 
rich, it's because at least then Silicon Valley would have direct political influence, under 
the Administrative Procedures Act, over the pricing models broadband operators could 
adopt.  –  Wall Street Journal columnist Holman Jenkins  
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