





October 16, 1973

By coincidence, just about the time you

sent me John Richardson's memorandum

I had a call from John Moellering in Mrs,

Anne Armstrong's office. He said he has

been given responsibility for coordinating

the international Bicentennial activities,

that he had read the ICY file in Len Garment's
office and "it is the best single thing I've

seen to date, "

He asked where matters now stand. I told
him Secretary Rogers had be¢ 1 scheduled
to float (e ICY idea in a speech, but that
events had intervened, He said he hoped
that the effort could be 'put in train soon"
and offered to be of help.

May we discuss soon? Ihave a couple
of procedural suggestions.
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1. Techiinnloyy

Becausce cable television systems are wired to transmit

a cross betwecen TV stations
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TV gignals, they are o
and telephone companies. Iowever, unlike TV stations, cable
systems can carry lots of channels simultaneously. Modern
systems generally have about 20 channcls. And, unlike
telephone systems, most cable systems are "one-way" -
subscribers cannot talk back to the rogram originator,

or to each other. ("Two-way" cable systems, still experimental,
allow a highly restricted degree of responsc by subscribers.
This response is limited to simple coded signals which can

be received only at the system's headquarters, not by other
subscribers.) Cable systems are configured as follows:

There is & headquarters or "heaQZ?nd" wvhere a 1 the signals

are originated. The signals are fed into trunk cables

which are either buried under the street or attached to

1

telephone poles. he "drop lines" connect the trunk to
subscriber's homes. The trunk lines need amplifiers at
periodic intervals, and it is the capacity of these amplifiers
(rather than the sizc of the cable) which determines the
numbér of channels which can be offered. The cable generally
replaces the roof top antenna, although a switch can be
installed to permit either device to be used. If the cable

is equipped for "two-way" service (which means that it has

special amplifiers and c¢. her equipment) then a special terminal




device is installed on top of the subscribor's Tv sct.

This device is cyuipped with buttons, switches, or other
means of generating signals which are transmitted to

the readend, usually for computers to "read."

The headend of a simple cable system is just a
tall antenna and some electronic equipment which amplifies
the over-the-~air Tv signals received, for transmission
over the cable. Sometimes UHF signals are translated onto
empty VHF channels ~o that subscriber tuning is casier.
More sophisticated headends have studio facilities for
generating their own 7Tv shows. Many systems also have
built microwave commupications links to bring in signals
from far-away Tv stations. This is ca led "distant

signal importation.®

The important Points to note about this technology are:

(1) There is clearly likely to ; , only one cable operator or

system in any given neighborhoogq, (2) Tue cable operatoxr

controls all the Channels +tq each subscriber s home,

not just one as with IV stations. (3) Once the cable

subscriber has removeg his roof-top antenna, cable is the

only means by which a TV station can reach him. (4) To the

extent that ¢

able systens SUupply more signals than a roof-top
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antenna can picli vp, subscribers have more choice and
TV stations have more competition.  (5) Tt is perfectly
feasible, technically, for a cable operator to lease channels,

or lease on channels, to third partiecs.

2. Costs

It is very difficult to generalize about the cost of
cable systems, since costs vary widely depending on the
nunber and density of subscribers, the number of channels
and the location of the station where they originate, and
whether the system is buried or on poles. In a very densely
populated urban area; a buried 20-channel cable system may
cost $1 million per mile or more. Iﬁ rural areas the cost
may be a few thousand dollars a mile. Average costs (capital
costs per subscriber) depend on the "penetration rate," which
is the number of home net subscribers on a percentage of
those passed by the cable. Then costs typically run from
$150 to $300 per subscribing home for penetration rates of
25% to 50%. Operating costs, of course, are much smaller
than capital costs. In this respect cable is much like a
typical public utility. In particular, although urban
construction costs are very high, it is urban areas which
arc most economical to wire, because the density of subscribers

is greater. Wiring remote rural areas, where homes are widely




Separated, is much less economical. If we leave aside

these rural areas, com@rising perhaps 159 of the network
homes, then the total cost of wiring the entire nation for
cable would be about $10 billion. This ccmpares with

about $50 billion invested in telephone service, $ _  billion

in existing TV stations, or $ billion in electric utilities.

Cable systewms today usually charge an installation
fee plus about $6 per month for each subscriber, which works
out to an annual revenue of $70 - $80 per subscriber. Therc
is a fairly active market in which cable systems are bought
and sold; and the prices paid for such systems vary in the

range of $200 - $500 per subscriber.

3. Economnic Considerations

Consuner demand for cable service depends on the

price charged, the technical quality of the signals, and

the number and type of channels offered. Other things

equal, there will be more subscribers the more network-quality
programs are offered, relative to those available with a

roof-top antenna. In urban areas, where consumers already

1. Rural hamlets are economical to wire; most present

subscribers live in such arecas.




have several good-quality signals, this means in practice
éhat the cable operator must import signals from district
cities with strong independent TV stations. (This explains
why cable operators were so anxious for the FCC to 1ift the
1968 "freeze" on distant signal importation. It also
explains why the guestion of copyright liability for these
signals is so important. The only practical alternative
to imported TV signals is for cable systems to produce or
purchase their own programs. This is perfectly feasible,-
but it will not be economic until there are enough cable
subscribers to support network-quality programs. Such
programs cost about $225,000 pef hour, but are viewed by
10-20 million homes. Cable systems could produce such
programs with fewer viewers if per-program charges were

possible (pay~TV), and this would increase the demand for

cable subscriptions.

The business of producing TV programs is a highly
competitive one. There do not appear to be economies of
scale or other conditions which would lead to economic
concentration. This is in marked contrast to the xisting
structure of TV networks, where three firms control programming
choices for most viewers. The networks bring programs from
a competitive industry. he amount of choice available to the

public is thus constrained by the number of channels and




the degree of control over them by networks, stations, or
cable operators, rather than by the program production

industry. The situation is comparable to that of the

magazine industry. Consumers have far more choices among
magazines than among TV programs, even though the business

of writing and producing TV shows is just as competitive

as that of writing and producing magazines. The difference

is that the magazines are not delivered through a system of
limited fchannel capacity" or one in which one or a few
persons control access to that capacity, nor does it select
the content of the "programs" which pass through it. If

one could imagine the postal service actively deciding which
magazines should be delivered, then 6ne would have a situation

to network television or to cable television

with operator control of channel content.

The incentive of a cable operator to offer "origiﬁal"
programming, as we have seen, increases in an urban area
where existing TV signals already offer a relatively wide
choice. It makes no difference whether this original
programming is provided by the cable operator or by persons
who lease his channels for that purpose, although the c »le
operator clearly has an incentive to offer bargain prices

to potential leasees, since 1e will share in the revenues




that accrue from the new subscribers. It is conceivable, in
the early stages of cable growth, that the cable operator
is the only one with a sufficient incentive to offer

original programming. But this cannot be true when

water became high, because at that point new

programs no longer increase the number of subscribers.

No matter whether programs are paid for by subscribers
or advertisers, more channels mean more competitors and
more competition means a reduction in monopoly profits. TV
stations are limited in number of FCC spectrum allocation
policies. Economists belicve that this situation leads
to "economic rents" or profits in excess of what is
"normal." hese profits are associated with the scarce
channels, and since the FCC charges only nominal licensee
fees, they are captured by the owners of the licenses.
Naturally, cable threatens to destroy this "economic rent"
by increasing the numbex of channels and hence increasing
competition for viewers and for the advertiser's dollar.

It is not surprising that the television industry has opposed

cable growt ..

The other side of the coin is that more channels
means lower advertising rates and more choices for viewers,
if the channels are competitive. It can be demonstrated

guire convincingly that an increase in the number of competing




channels increases program diversity and makes viewers
better off. (The same is not necessarily true for an
increase in channels under monopoly control by the cable

operator or anyone else.)

The value that viewers place on increases in the
program choices available to them is difficult to calculate,
but many viewers demonstrate that this increase in choice
is worth at least the $6 per month price of cable service.
Various economic studies have estimated the total value of

TV service to viewers at up to $25 per family per month.

The economic effect of cable television on TV
stations depends on many factors which are subject to policy
determination. Generally speaking, cable helps UHF-TV
stations (by improving the technical gquality of their signals).
VIF-TV stations are probably hurt by cable's tendency to
increase competition for a limited audience. This effect is
aggravated by the copyright question. (The legal liability

of cable for copyright payments to TV stations is sub judice.)

Clearly, much depends on how many and what type of distant
signals can be imported. Probably more important in the

long run is the question of pay-cable television (per-program
or per~channei charges). When technically feasible, the

amount of this kind of service will greatly effect cable growth
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is not true that a monopolist will fail to increcase capacity
ghen demand gfows. It is true that he will not increase
capacity by the full amount of the increase in demand.)

The cable operator's ability to engage in this behavior will
be limited by whatever regulatory and franchising authorities
decide to do. The cconomic problem herec is to decide when
and how to introduce regulation. If it is introduced too

soon, cable growth may be stifled. Too late, and some

conf-rence and program suppliers may have been hurt.

There are three groups who are : better

Off because of cable: consumers who, having a choice,
choose to subscribe; advertisers; and program producers. The
last two groups are not unimportant forces in the economy.

Advertisers will benefit from cable for two reasons: The

increased competition will drive down the price of advertisiné‘ﬂul
and ‘the increased diversity will provide specialized audiences
tailor-made to particular products, as with specialized

magazines. There seems little doubt that cable will increase
total advertising expenditure on television, reducing

advertising expenditure on magazines and newspapers.

The program production industry will experience a
considerable increase in the demand for its products,
especially if pay-cable Programming is possible.\ " 1is industry

is presently concentrated in Losg Angeles and New York, but




























To: Abbott Washburn

EE—— - —-— T ————
| 10-10-73

From: Tom Whitehead

From the communications
standpoint, do y« have any thoughts
-n the attached -- for me to

send to ohn Richardson.




ICPG Luncheon

Tuesday, October 9, 1973

Expected attendance:

Dr. Austin

Dr. Berman E
Miss Harford i
Mr. Kopp .
Mr. McWhorter ?
Mr. Richardson

Mr. Whitehead

Miss Elam

Possible Topics:

- A U.S. "cu tural policy" as
part of foreign policy?

- TV program interc_ange --
facilitation needed?
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Alternative Recommendations:

(a) that I see you to discuss these ideas;

Approve

Date Time

Disapprove

Or,

———

(b) that I develop these ideas further by
preparing for you individual papers on the four initial
steps suggested -rove. o '

= 0CT 8 1373

Approve %%ii_‘ Dis-mprove

L

Drafted: CU:JRichardson,Jr.:mdh:dm
x22464:9/27/73

Concurrences: PA - ; b. Laise(z 2.

Mr. Blaiﬂ%g_ ‘
























































































26 Reconstituting The Human Community

real life, mutuality, recipro - and cooperation are not abstractions
but are expressed through  nan beings. It is they who realize the
sensitivity and openness and resulting humility of mind so central to
these | :as. The process of value transfer takes place among people:
with elites, different interest groups, those in and out of power, and '

the masses.












