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Abstract

We study the welfare e¤ect of a quantity restriction on advertising in free-to-air television

(and other advertising �nanced media) in the presence of commercial media bias. Broad-

casters face a trade-o¤ between increasing the number of viewers by sending content that

is highly valued by viewers, and increasing the price of advertising by choosing advertiser

friendly content. A cap on advertising drives the per viewer price of ads up, thus content

improves for viewers. Therefore, the cap can be welfare enhancing, even when viewers are not

ad averse. Competition among broadcasters makes it more likely that a cap on advertising

improves welfare. Thus there is a complementarity between regulation and competition on

this market. We also show that a tax on advertising revenues has quite di¤erent e¤ects than

a cap on advertising quantity.
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1 Introduction

It is widely agreed that a free and independent media is important for society and democracy.

While the independence of media can be endangered from many directions, recent discussions

both in academia and policy circles have shown that commercial media bias is an important

concern. Commercial media bias arises out of a con�ict of interest between advertisers and au-

diences over media content. Studies from marketing have shown that advertisers prefer lighter
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