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Is the telco business 
dying? Will cable 

TV profits continue 
to grow? Craig 

Moffett assesses the 
industries’ strengths 

and weaknesses 
moving forward.

By JANET STILSON

ImAgINE ThAT yOu hAvE BEEN 
blessed with a couple of stellar oppor-
tunities: the chance to work at either 
a major cable operator or a phone 
company engaged in both landline 
and wireless service. 

They’re both going to give you a more 
exciting title than the one you have at that 
no-good company you’re ready to ditch. 
The pay and benefits are the same. You have 
good vibes about the people at both places as 
well. But which industry has the best future 
prospects?

If you heard Craig Moffett speak at Media 
Finance Focus 2010, you’d probably pick 
cable. And if you were looking for a spot 
within the most robust division, you’d prob-
ably pick a job in broadband over video dis-
tribution. Looking at the business structures, 
“it doesn’t take a genius to say, ‘I’d rather be 
in broadband than video, and I’d rather be 
in video than wireless,’” says Moffett, who 
is VP and senior analyst of  U.S. telecom-
munications, cable and satellite at Sanford C. 
Bernstein & Co.

Yet for all his optimism about pay TV, 
and more specifically broadband, Moffett 
also sees some dicey situations up ahead for 
the businesses. One problem involves the 

in five years, 
telco landline 
penetration 
is likely to be 
36%, Moffett 
predicts. “This 
is a bankruptcy 
scenario for 
major phone 
companies in 
America.”
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high cost of basic-cable packages at a time 
when many Americans barely have enough 
money to put food on the table. And there 
are also questions about how the Federal 
Communications Commission may exert 
its authority to regulate broadband. (See 
sidebar, page 26.)

historic dip
There was also a rather 
unfortunate historic “first” 
during the second quarter 
of this year: the pay-TV 
industry experienced its first 
quarterly subscriber loss ever, 
according to Moffett, when 
contacted for an update just 
before this story went to 
press. He analyzed data from 
publically traded cable, satel-
lite and telco distributors to 
come up with that figure.  

“It’s a very small decline, 
of about 3,000 subscribers, 
and the second quarter is always the worst of 
the year. But nevertheless, it’s noteworthy,” 
Moffett says.

Even so, “it would be an overstatement to 
say that’s evidence of cord cutting,” Moffett 

adds, referring to subscribers who cancel their 
subscriptions, resorting to pure broadcast TV 
or online video. 

Despite that crack in the pavement, 
Moffett says pay TV’s subscriber growth is 
currently clocking in at about 2% on a com-
pound annual growth rate basis (CAGR). 
That’s a bit lower than mobile subscriber 

growth, which is around 3%. 
However, the revenue growth for pay 

TV is in the 4% to 4.5% CAGR range, 
and that’s due in part to greater video-on-
demand revenue. For the wireless business, 

the average revenue per user is about flat.
Pay-TV’s growth is “an astonishing thing, 

overall, because new household formation in 
the U.S. has been negative for the last couple 
of years, and it’s essentially zero right now as 
far as we can tell,” Moffett explains. “By some 
estimates, the country lost 3 million house-
holds since the beginning of the recession 

because of children moving 
in with their parents.”

And it’s that situation, 
along with a “terribly weak 
macro economy” that’s to 
blame for that second-quar-
ter weakness. In general, 
cable and satellite operators 
have been very successful at 
passing along their increases 
in program expenses to con-
sumers – even though they’re 
apt to kick and scream when 
stations and networks nego-
tiate higher per-subscriber 
rates. 

“You could argue that [per-subscriber prof-
its from video] are starting to plateau a bit 
in the last year, but they have been generally 
and gradually rising, despite all the compet-
itive threats from the telcos,” Moffett says. 
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(See chart, page 25.) However, he notes the margins aren’t as good 
as they once were.

assessing the Telcos
Moffett has been a critic of the telephone companies’ expansion into 
the video business from the get-go. He spent 10 years advising Veri-
zon on its strategy during the ’90s, and cautioned against building a 
second infrastructure “because the economic returns from a second, 
broadband network simply weren’t interesting. But Verizon obviously 
didn’t listen.” Verizon began its FiOS video and broadband service 
around 2002, and ramped up its expansion in 2005. But “they’ve just 
recently thrown in the towel and stepped back from their expansion, 
largely conceding it didn’t make the return expectations that they’d 
hoped for,” Moffett says.

As Verizon pulls back, cable is gaining a larger share of new broad-
band subscribers, moving from 48.1% in fourth quarter 2006 to 
60.1% in the fourth quarter of 2009. And in this year’s first quarter, 
its share climbed to 76.5%, according to Moffett.

“The old adage that content is king and distribution is just a com-

modity – that doesn’t tell you anything intelligent about what it’s 
worth,” says Moffett.  “There is a rapidly rising demand for band-
width, and there is a rapidly declining supply of broadband. In most 
cases, the number of relevant players is moving from two to one, as 
DSL increasingly becomes a non-issue.”

By way of comparison, there are typically seven mobile phone com-
petitors in a given U.S. market. And there are generally four, or more 
typically three, video distributors – between the telcos, cable and 
satellite providers. “Once you get past four or five competitors in a 
commodity market, it’s not a happy place to be,” he says. 

Moffett notes that the larger the number of competitors, the more 
difficult it is to control fixed costs, because there’s a loss of lever-
age when negotiating with suppliers. And at this point, the capital 
expenditure of cable companies is decreasing, because they’ve already 
invested so much in their infrastructure.

If you’re looking for a place to work with some challenging health 
issues, try the wired, voice-services division at a telco. When the Tele-
communications Act of 1996 was passed, 97% of all U.S. households 
had a landline phone. And with 30% of homes also having a second 
line, the penetration was essentially 125%, Moffett reports. 

Today, only 75% of all homes have landline service, and cable com-
panies have stolen a 25% share. Second-line penetration is 10%. So 
the telcos’ wired voice business is about half of what it once was.

In five years, 40% of all households are likely to have cut the tele-
phone cord, and second-line penetration is likely to be down to about 
zero. “The telco business will have been cut in half again, to some-
thing like 36% penetration,” Moffett says. “This is a bankruptcy 
scenario for major phone companies in America.” He envisions the 
day when officials from AT&T and Verizon could be sitting before 
Congress asking for a bailout.

Moffett notes that it’s tempting to think that telcos are predomi-
nately in the mobile business, but in fact, Verizon derives about half 
its revenue from wired subscribers, and 65% of its costs are tied to 
landline. “It’s even more wired than that by assets, and AT&T is 
almost exactly the same.

“I’ve never understood the fascination of the video business for 
cable operators. It’s obviously a market you want to serve, but as a 
cable operator, who in their right mind wouldn’t look at this com-
petitive situation and say, ‘The sooner I can make my core business 
broadband, the better.’ Nobody can lose this war.”

Janet Stilson is editor of this magazine and can be contacted at 
TFMeditor@MediaFinance.org or (212) 694-0126.

The high cost of basic pay-TV program packages is creating an 
extremely difficult situation, in Moffett’s view. The reasons net-

works and stations are demanding rate hikes may seem logical when 
considered individually — and it may seem reasonable to pass those 
costs on to consumers – until you look at the economic situation for 
a large share of U.S. consumers.

“The average American in the bottom two [economic] quintiles 
had $21,000 of income after taxes. When you take out food, shelter 
and transportation, the average American had $250 left for every-
thing else.” That’s per year, not per month, 
Moffett says, referring to data that either 
pre-dated the recession, or was collected 
when it was just picking up steam. 

“There’s a very real danger that the 
cable industry will price itself out of rele-
vance,” he says. “For a business like cable 
that is dependent on high penetration, 
40% of your customer base having no money is a problem.” 

“There’s been growing talk about crafting slimmer packages of 
channels that are more responsive to lower-income Americans,” 
Moffett adds. “I think it’s long overdue.”

Another cloud brewing on the horizon for cable is the very real 
possibility that the Federal Communications Commission will exert 
control over that transport portion of broadband service (and not 
the data-processing side of the business). That would give it the 
ability to regulate such issues as net neutrality — and the carriers 
are almost certain to fight this in the courts and lobby Congress to 
stop that from occurring. It could take years for the matter to be 
resolved, Moffett says.

He notes that in building the case that it has the right of control, 
the FCC has chosen certain statutes within the 1934 Communica-
tions Act that require it to regulate broadband pricing. Even though 
the FCC has said it has no intention of doing that, if there are 
enough consumer complaints, it will be legally bound to do so.

“I think that there will be chaos in the financial markets around 
this sector, because people have no idea how rates will be regulated 
down the road,” he says. “If anyone doesn’t think that’s a major deal, 
they aren’t paying attention.”
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“There’s a very  
real danger that the 
cable industry will 
price itself out of 
relevance.”
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moffett says he’s been bearish on the satellite business 
because he sees the day when cable will have the vast 

majority of broadband connections into the homes of satellite 
customers. “At that point, it is a simple pricing change to take 
back your video share, and it’s hard to imagine they won’t do 
that,” he says. 

Unless regulations prevent them, cable operators could raise 
their broadband rates and lower the video prices, keeping the 
overall video/broadband bundle price the same. “Eventually, it 
will become untenable for a customer to take satellite service.”
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