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A Study of Cost Properties and Market Power in the Taiwan’s Cable
TV Industry

Abstract

Along with the horizontal and vertical integration since 1996, the number of
cable TV firms in Taiwan had been decreasing from 110 in 1997 to 62 in 2006; more
than 70% of the cable TV firms had belonged to 5 conglomerate groups; higher than
two thirds of effective channels had been owned by top 2 conglomerate groups.
Monthly fees had risen from 150 NT dollars to 500 NT dollars or higher, and the
monthly fees charged by most firms had been approaching to the price cap of 600 NT
dollars. Based on the characteristics of the cable TV industry in Taiwan, and by
referring to the existing literatures, this paper first establishes a simultaneous model
of translog cost function, factor and revenue share equations. Then, the 3 SLS method
is used to estimate the simultaneous model by utilizing the 2003-2006 data of 62
cable TV firms in Taiwan. The empirical results show that there exist economies of
scale and high market power in the Taiwan’s cable TV industry. Marginal costs of the
cable TV firms in the monopolistic markets are lower than those in the oligopolistic
markets; marginal costs of the cable TV firms belonging to the conglomerate groups
are higher than those of independent cable TV firms. The degrees of scale
economies of the cable TV firms belonging to the conglomerate groups are higher
than those of independent cable TV firms. Market powers of the cable TV firms in the
monopolistic markets are higher than those in the oligopolistic markets; and market
powers of the cable TV firms belonging to the conglomerate groups are lower than

those of independent cable TV firms.

Key Words: Translog Cost Function, 3SLS, Cost Properties, Market Power
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