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AFFIDAVIT OF DR. SEAN ENNIS



I, Sean

AFFIDAVIT OF SEAN F. ENNIS

F. Ennis, having been duly sworn, state as follows:

* I am an economist employed by the Antitrust Division of the U.S. Department of Justice
L,

as a member of the Competition Policy Section of the Economic Analysis Group, based in
Washington, D.C.. I have served as an economist for the Antitrust Division for about two

years.

In 1990, I received a B.A. with Honors in economics from King’s College, Cambridge,
England. In 1996, I received a Ph.D. in economics from the University of California at

Berkeley.

Since July 1996, I have served as an economist in the U.S. Department of Justice. In this
capacity, I have performed economic analysis related to many mergers and acquisitions,

including numerous radio station mergers.

In September 1998, I was asked to assess the likely economic impact of the proposed
acquisition of Triathlon Broadcasting by Capstar. Both of these firms own, operate and
sell advertising time on radio stations. I have focused on assessing the transaction’s likely

effects on radio station competition in the vicinity of Wichita, Kansas.



I am continuing to analyze this transaction. However, based on the preliminary review I

have undertaken, I have concluded that there are substantial and material reasons to

believe that the merger may significantly reduce competition among radio stations that

serve Wichita and lead to higher prices for radio advertising. The reduction in competition

and the price increase would likely be particularly large for advertisers who target listeners
v,

in particular demographic groups best served by the Capstar and Triathlon staiions. The

merger is also likely to harm advertisers who seeck general audiences.

My analysis is based on data from standard radio industry data sources, general industry
knowledge, and discussions with Capstar’s attorney and economic consultant. Radio data
sources include Arbitron listenership data and Broadcasting Investment Analysis (BIA)
station data. My general industry knowledge is derived from speaking with many people
who sell and buy radio advertising time throughout the country. These people have
included radio station sales people, radio station owners, advertisers, advertising agencies

and “media buyers” -- people who purchase advertising time for advertisers. My general

industry knowledge is also derived from a variety of written sources.

Capstar and Triathlon stations are significant competitors in the sale of radio advertising
time in Wichita. Between ther-n, they account for 53% of radio station revenue in the
market. The merging parties are two of only three competitors of significant size in
Wichita. The thir:i competitor is Great Empire Broadcasting with a share of 39% of the

revenue in Wichita. Great Empire has a joint selling agreement with two other stations in



Wichita besides those it owns. This means that Great Empire sells the advertising for
these stations. Since it sells their advertising, their revenues, which are small, are included

in Great Empire’s total revenues.

The acquisition of Triathlon by Capstar would lead to one owner controlling nine stations.
L

As this violates current radio station ownership limits, Capstar will have to sell two FM

stations in order to comply with the current FCC ownership rules. Assuming Capstar sells

the two FM signals with the lowest revenue, Capstar could have a revenue share of 45%

after the merger, as is indicated below in Table 1. This means the combined share of

Capstar and its only significant competitor would be 84%.

A commonly cited index of industry concentration is the Herfindahl-Hirschman Index, or
HHI. This index measures the degree of concentration in a market. The Merger -
Guidelines state that a market with a HHI below 1,000 is unconcentrated while a market
with a HHI above 1,800 is highly concentrated. The pre-merger HHI for the Wichita radio
market is about 3040 which indicates a highly concentrated market. The HHI for Wichita

increases to 3680 after the merger. The merger thus generates a 640 point increase in the

HHI.
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Table 1. Pre and Post-Merger Revenue Shares

Pre-Merger Post-Merger

Firm 97 Revenue Percent of | 97 Revenue Percent of

($ 000) Total ($ 000) Total
Capstar 4,950 20.3% 11,100 45.5%
Triathion 8.000 32.8%
Great Empire 9.550 39.1% 9,550 39.1% <.
Stephenson 850 3.5% 850 35% .
Anderson 700 2.9% 700 2.9%
Spinoff -- -- 1.850 7.6%
Other 350 1.4% 350 1.4%
Total 24,400 24 400

Based on my initial analysis of this transaction, the proposed acquisition is likely to reduce
competition substantially, leading to an increase in prices that advertisers pay for radio
advertising. This is likely for three reasons. The first is that the bargaining power of
advertisers will be reduced. Normally, advertisers negotiate rates with stations in part by
threatening to spend their money on other radio stations unless they receive a good price.
Currently, when negotiating with a Capstar station, an advertiser can threaten to move its
spending to either Triathlon or Great Empire. After this merger, the advertiser will have
lost one of its main competitive alternatives. As a result, when negotiating with the new
Capstar, the advertiser will have less ability to divert dollars in order to fight a price
increase.

The second reason the acquisition is likely to lead to higher prices is that Capstar will
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control access to a considerably larger number of radio listeners in Wichita. As the
number of listeners over which Capstar has control increases, Capstar will have a greater

ability to profitably increase the price it charges for advertising.

The third reason the acquisition is likely to lead to higher prices is that there is not a likely
t H

response by Great Empire or fringe radio stations that would be sufficient to eliminate an

increase in price. In particular, new entry or repositioning by competing radio stations is

unlikely to arise as a result of this merger.

Analysis of Competition

13.

14,

In analyzing competition between radio stations, it is important to consider the factors that
enter into the decisions related to the selling and buying of radio advertising time. The
likelihood of a price increase depends on the willingness of advertisers to substitute other

products and on the effects that substitution would have on profits.

An advertiser’s decision about where and how to advertise a product is based very much
on the particular product, on the intended purpose of the current advertising campaign,
and on the special features of t-hc advertising medium and specific outlet under
consideration. It is frequently the case that radio stations form part of the media mix
selected by an ad\;crtiscr. Radio is highly differentiated from other media for a variety of

reasons. First, and most obvious, radio is an exclusively sound-based medium. Second,
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radio allows advertisers to focus more on particular demographic groups than most media.
Some radio statioqs, because of their programming, attract more women, some attract
more men; some attract younger listeners, some attract older listeners; some attract more
affluent listeners, some attract less affluent listeners. The sheer number of radio stations
and variety of programming divides the audience of radio listeners into many smaller,

s
more focused demographic groups. Advertisers often want to reach one demagraphic
group more than another, or to customize their ads for specific demographic groups, so
this narrow focused feature of radio can be valuable. Third, radio ad slots have prices low
enough to allow for many repetitions of ads. Since there is a common belief that an ad is
more effective when it reaches a listener multiple times, the economy of repetition is
important. Fourth, the cost of producing a radio ad is Jow compared to some other media,
such as TV. For local advertisers with a low budget, this can be a distinct advantage of
radio over TV. Fifth, radio allows for very quick turnaround time from the decisionuto run
an ad to actually hearing a professionally produced ad. This is valuable, for instance, to an

advertiser trying to respond quickly to a sale from its competitor. Sixth, radio can reach

people while they are driving.

The unique features of radio make other media imperfect substitutes for it. The fact that
radio stations provide this whéle set of features while other media, such as television,
cable and newspapers do not provide the same entire set of features, suggests that the best
substitutes for a r;dio station will be other radio stations rather than other media such as

TV, cable, and newspapers.
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Advertisers who are considering a given radio station generally perceive other radio

stations as the closest substitutes, particularly when those other stations are similar in

terms of total audience, the demographics of the audience, and the qualitative features of

the audience. Competition with other media is of secondary importance in determining the
.

prices of radio advertising. Inresponse to a small but significant increase in the price of

advertising on a radio station, a prospective purchaser of ad time is much more likely to

switch to another radio station than to other media, such as TV, newspaper, or billboards.

Over the course of a year, advertisers will often spend very different percentages of their
total advertising budgets on radio. This does not show that advertisers are switching
between media in response to relative price changes among the media. As a result, it does
not indicate the willingness of advertisers to switch media in response to price chang?ts.
Rather, this shows simply that for some types of advertising campaigns, radio is more
desirable and for other types of campaigns, radio may be less desirable. For instance, if a
department store is advertising a general storewide July 4™ sale, it may be happy to
advertise on radio. In contrast, if a department store is advertising a sale on Scandinavian

furniture, the department store might prefer to advertise the sale on television to better

show the style of furniture available.

The product an advertiser is selling often determines the type of radio station on which it

seeks to advertise, because many products are bought more by one gender than another or
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by one age group than another. Ilist a variety of examples below: A car dealer advertising
pickups would likely seck to advertise on a radio station that reaches mainly men and may
even prefer a country station over a news/talk station, if the country station’s listeners are
more likely to own and buy pickup trucks. A manufacturer advertising its brand of
pregnancy tests would likely seek to advertise on a radio station that reaches mainly

L.
women. An advertiser for basketball shoes would likely seek to advertise on a radio
station that reaches young people. A retirement community would likely seek to advertise
on a station with older listeners. A car dealer advertising Lexus cars would likely seek a
radio station that reaches a relatively affluent audience, such as a classical station. In
short, for advertisers seeking to reach a specific group, some radio stations offer a more

attractive and more economically valuable audience than others.

Some products are inherently broader in their demographic appeal than others. Prob;bly
the most common demographic focus of a campaign is on people who are aged from 25 to
54. In order to reach a large segment of this broad audience, national advertisers will
typically choose to advertise on the top stations in a market. It is unusual for national
advertisers to purchase radio stations that are not in the top ten, in terms of audience
ratings. Typically, national advertisers seek to advertise products by using a group of
stations rather than just a singic station. The need to assemble a group of stations makes
it particularly difficult for them to “buy around” an owner who controls many top-ranked

radio stations.
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To understand the competitive environment in which advertising is sold, it is important to
understand the process by which ads are typically bought and sold. Imagine that an
advertiser, such as a car dealer, is interested in advertising. Typically, the car dealer will
purchase advertising time in one of three ways: (a) by contracting directly for the purchase
of advertising time, (b) by contracting through an agent, such as an advertisir:g agency
(that might organize both the creative content of a campaign and the media pu:rchases for
that campaign), or (c) by contracting via a media buying company that focuses primarily

on buying media for advertising campaigns.

Generally, significant advertisers are much less interested in advertising on small stations
than on large stations, since it is much more difficult to reach a large audience by
advertising on the smallest stations in a market. This is consistent with the general finding

that top-rated stations in a market are generally able to extract a higher price per listener

than smaller stations in a market.

The purchaser of advertising typically either notifies the local radio stations that an
advertising “buy” is coming up, or the radio station sales people may simply call on the
advertiser directly to seek business. When a purchaser is considering purchasing radio
time, the radio station sales pe("sple seek out as much information as possible about the
type of campaign under consideration. This serves a number of purposes, including (a)
helping the seller ;o estimate the buyer’s benefits from and alternatives to advertising on

the seller’s station, (b) allowing the seller to customize its services better for the advertiser
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(c) allowing the seller to ensure that no ads from direct competitors to that car dealer will
be run in a set of consecutive ads and (d) allowing them to figure out ways to argue that
“my station is better than the others for your purposes.” The proposed price for a buy is
then negotiated on an individual basis between an individual station and the buyer. The
range of prices that a radio station considers is usually governed by comparileons with the
price of advertising on other radio stations rather than the price of advcrtising.-on other
media. After prices have been negotiated, often with more radio stations than the buyer
intends to use, the buyer makes a final decision on which offers to accept and thus which
radio stations will air the advertiser’s ads. The decision over which offers to accept
depends on a number of factors including the reasonableness of the price, the extent to
which the station provides listeners in the demographic that the advertiser seeks, and many

qualitative concerns related to the specific products being offered.

Individually negotiated prices -- the practice of radio stations negotiating different rates
with different advertisers for the same product -- is called, in economic terms, “price
discrimination.” Individually negotiated prices are prevalent in the radio industry. The
reason for the prevalence is that different advertisers are willing to pay different amounts
for advertising on a station because the benefits from and alternatives to advertising on
that station differ. The radio station will then quote higher prices to buyers with fewer
alternatives to that station and to buyers whose benefits are greater on that station than

others. A car dealer, for instance, may have a higher expected profit from running an ad

than a small bar. A TV station advertising its Thursday evening lineup of programming
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that is focused on young women will value a radio station with an audience of primarily
young women more than an audience of primarily old men. It makes sense, then, for radio
station sales people to try to figure out the value of the advertising to different advertisers,
and adjust the prices to those advertisers accordingly.

L.
When advertisers are considering which radio stations can serve as substitutes:to one on
which they are considering advertising, one of the primary considerations is the
geographic area served by the radio stations. The service areas of a radio station are
relatively well defined. Similarly, the locations of a radio station’s listeners are relatively
well defined. Generally, the stations may be considered in the same geographic market
when, other things being equal, advertisers regard the stations as close substitutes.
Clearly, if a station is based in Kansas City and reaches no Wichita listeners, then it is not a
reasonable substitute to a Wichita based station for an advertiser wishing to reach Wi-chita
residents. If a station from Kansas City receives a significant number of listeners in
Wichita, but these listeners form a small share of the station’s total listenership, then that
station will, most likely, serve as a poor substitute to a Wichita station for an advertiser
interested in reaching Wichita listeners, because the price for each Wichita listener reached

will likely be much higher than that for other Wichita stations.

Local advertisers will typically just advertise on radio stations that are “home” to their
Arbitron market. Wichita constitutes an Arbitron market. This means that surveys

focusing on the Wichita area are conducted and the results of these surveys are distributed
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to advertisers and radio stations. The first indicator of whether a station is a substitute for
another is whether they are both listed as “home” to the same Arbitron market. Generally,
Arbitron allows a radio station to declare itself home to only one market, so radio stations
will generally declare their home market as the one in which they believe advertisers will

be most_interested in them.

A second indicator is whether BIA reports the station as in the market. These two
indicators help to show whether a station is in a market, because they suggest the stations
that an advertiser or other stations would consider close geographic substitutes. In
essence, the question of geographic market is one of which radio stations an advertiser
wishing to reach Wichita listeners would consider. Based on these criteria, the stations
likely to be considered primarily Wichita stations are listed in Table 2. Moreover, the

Wichita area is likely the proper geographic market for analyzing this transaction.
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