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Widely called the most powerful influence on our national life,

television is regulated today under various laws that were written

before anyone ever thought of television broadcasting. The laws haven't

changed much -- but televsion has, and so have we -- so the old laws

have to make do in dealing with the modern television industry.

Under the anti-trust laws, the government must prove in court that

the TV networks have broken the law in an effort to monopolize television

programming. Like most non-lawyers, I don't know whether the networks

have broken the anti-trust laws. Indeed, anti-trust suits seem inevitably

to be long, complicated affairs; and it may well be years before we

know how the courts decide these caL;es.

But the Justice Department suit does highlight a very important

issue of concern to all of us: We are all used to discussing television

as a social, or political, or educational phenomenon. Too often, we

forget that TV is first and foremost a business -- a very big and very

profitable business at that. And there is no question that the three

network companies dominate the TV business. During prime time, over

half of all the homes in the country are watching one of the three

networks at any given moment; and over 90% of those TV sets that are

turned on are tuned to a network program.

Public television can be an important alternative, but it is

limited to one channel in most cities. Cable TV continues to grow slowly,

and one day may offer substantially more channels adR and more choice.

But for the next decade or so, commercial television broadcasting will

be our primary source of TV programming.
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It won't do much good for journalists, politicians, and irate

parents to continue to rant against the greed, banality, irresponsibility,

toirmeeni Like all executives in large corporations who

are answerable for the profits they earn, they respond primarily to

the institutional incentives of th+usiness they are in. Significant
r cp item,S.

in TV programming fare will come only if the Justice Department,

the FCC, the Congress, and the concerned public start learning

something more about the business that lies behind the tube.

There are ways to get more competition into the business of TV
thdin brut at larea netwopks olleau,

program production and distributionA By opening up the domination of our

Omit= viewing choicesito more competition from more sources as the Justice

Department suit tries to do, by allowing other companies, perhaps smaller

and more innovative to get some of their programs on network lines
c.v. Aare

across the nation, weAMWOMMOIL more diversity and more choice in

what we and our children can see on TV.

The only alternative to more competition in the television industry

is more regulation of programming by the FCC -- a decidedly unpalatable

alternative whatever your political persuasion. The fact is that the

three TV networking companies cannot be both as powerful as they want and

as free as they want. To quote Justice Hugo Black from an earlier,

pre-television time, "Freedom to publish is guaranteed by the Constitution,

but freedom to combine to keep others from publishing is not. Freedom

of the press from governmental interference under the First Amendment

does not sanction repression of that freedom by private interests."

Just as we have open competition for what we read; we also must

make open competition a reality for what we see.
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Can the Politicians Manage Both?

Most of the current discussion of social and technological change focuses

on the rapidity of change in recent times as the reason our government, in-

dustry, and other institutions are finding it so difficult to deal with the

changes we all see around us. I think it is more useful, however, to dis-

tinguish between two qualitatively different kinds of change which I shall

call "incremental" change and "systemic" change.

Incremental change includes shifts in production processes, factor

prices, resources availability, and consumer preferences. It includes new

modes of transportation, changes in workforce composition, and variations in

the costs of capital, changing tastes in culture and entertainment, and trends

toward shorter workweeks and improved working conditions.

Systemic change, on the other hand, is a significant shift in the

structural framework of incentives, checks, and balances by which our social,

technological, economic, and political system maintains its equilibrium. Some

examples of systemic change are: the adoption of widespread income main-

tenance through programs of the Federal government; extensive Federal regu-

lation of prices, investments, and markets; large shifts in monetary, fiscal,

and tax policies; and the use of predominantly national news media. The most

important systemic change is probably the trend toward statutory and regu-

latory intervention by the Federal government in short-term management deci-

sions of private enterprise, as for example in automobile pollution controls,

petroleum pricing and supply, and access to television time.

The distinction between incremental and systemic change needs better

definition, and there are of course many gray areas of overlap. But for
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purposes of analyzing our current problems of governmental leadership and

corporate management of social, technological, or economic change, the dis-

tinction is both useful and important. Systemic change can occur slowly as

the accumulation of more or less coherent incremental adaptations, as for

example the English common law evolved over several centuries. But the

advent of frequent systemic change that is impressed upon our socioeconomic

system rather than evolving from within it is a new phenomenon. For a

variety of reasons, the United States appears to be at the vanguard of such

change, with few good models abroad or in history from which to draw many

directly useful lessons.

If this analysis is approximately correct, then we must learn more

about the implications of such change if we aspire to "manage" it rather

than have it overcome us. It is the nature of systemic change that the role

of government is greatly expanded; for only the Federal government has the

power and authority to impose such changes earlier than they would evolve if

the free market and other social institutions were left to their own devices.

This expansion of governmentally imposed systemic change has numerous con-

sequences.

As a result of the social welfare programs of the 60's, the sizable

increase in regulation of business, the aftermath of the Vietnam war, and

the lingering "social issue," we have much less resilience in our economic

system and in our social fabric; both are stretched tighter now, with less

room for accommodation or to allow for bad decisions by government or industry.

Moreover, the imposition of systemic change presents a higher order of

complexity than does incremental change, for we must take into account not

only the direct consequences of changed policies, but also the reactions of

other parts of the socioeconomic system to the change and the incentives for

future behavior that also have been changed. Along with this complexity,
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particularly with increased detail of governmental intervention in social and

economic institutions, goes more areas of interaction between government and

industry, between government and the individual, that inevitably produces

more frequent conflict. One need only look at bussing, tax litigation,

Medicaid, and the energy "crisis" to see some good examples.

It is a fact of life that many of our current public concerns are with

matters not traditionally considered part of the public sector. Pension

standards, occupational safety and health, equal employment opportunities,

and pollution, for example, would have been considered matters for corporate

management decision not too many years ago. But they have become national

policy issues, and the Federal government has begun dealing with such issues

through the corporation. As a consequence, the Federal government is acquiring

more and more management control over individual corporations.

So not only have the traditional public sector functions like law en-

forcement, education, defense, and welfare expanded in the budget and in

managerial complexity, but the Federal government is now engaged more and more

in the management of the private sector. This blurring of the distinction

between the private sector and the public sector is not necessarily all bad,

but it creates some real problems that we must attempt to understand, not

the least of which is the feasibility of managing both sectors via the politi-

cal process.

The language of business is efficiency, competition, and capital; but

the language of government is equity, power, and wealth. Government is

notoriously inefficient; but it is not usually efficiency that society seeks

when the government becomes involved. In a sense government is concerned with

the inefficient: the investment the private sector won't make; the people

business doesn't hire; the safety standards corporations cannot adopt un-

ilaterally and remain competitive. Some of this government involvement is
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necessary for the functioning of a healthy society, for equity can be no

less important than efficiency, and for all its successes the economically

motivated modern corporation cannot be expected be all things to society.

But there clearly can be too much government involvement in the private

sector, and there must be better and worse ways for government to promote

social objectives. The Soviet Union, England, and New York City offer

examples of the consequences of excessive or unwise governmental involvement

in the private sector. Not only does the efficiency of the private sector

suffer, but worse, the ability of the socioeconomic system to adapt is re-

duced, important public services are slighted, and civil liberties are con-

strained. The difficulty in designing imposed systemic change is in knowing

how much and what kinds of government control are appropriate and what the

corporation might do differently in society's and its own longer-term best

interest.

These questions are more complicated than we once thought them to be.

Philanthropy is not a sufficient answer to the modern corporation's social

responsibility. And socialism and capitalism are not the sole clear-cut

alternatives for our economic system. Instead, we have a poorly understood

diffusion of ownership, control, accountability, and responsibility involving

both the private and public sectors that seems to be edging toward unrespon-

siveness and instability.

Why is the public allowing this trend in government to go on? It is

hardly unperceived, and yet despite the lack of any good examples of success

abroad or at home, despite the generally high standard of living private

enterprise has produced, the trend continues toward more and more ambitious

public sector management of both the public and the private sector. Such a

trend can persist only if the public perceives such control through political

processes to be in their best interest. And that is a disturbing thought,
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since the American public's confidence in their political leaders and insti-

tutions is remarkably low according to most polls. If the public feels they

stand to gain from political management of the private sector, then pretty

clearly something is wrong with the way our corporations are fulfilling their

role (even if it is a substantially changed role that is hard to perceive).

The theory of corporate profit-maximization as an indicator of social

benefit via the "invisible hand" is at the root of corporate legitimacy in

the free enterprise system. Yet that concept is crumbling at the micro-

economic level just as the GNP can no longer be considered an adequate indi-

cator of economic performance at the macroeconomic level. With the multi-

plication of externalities that accompanies the growing complexity of

government-industry relationships, the structural assumptions of the econo-

mist underlying the theory of corporate behavior as a basis for social weal

are no longer as appropriate as they once were. Business clearly has a

problem, and while it would be presumptuous of me to attempt to be very

definitive about its causes, I believe some of the factors can be identified.

They are mostly structural and include:

1. The separation of ownership and management, and the rise of

the professional managerial class.

2. The preeminence of short-term revenue and profit growth as

criteria for executive promotion.

3. Inflated and hyperbolic advertising rhetoric (not unlike

the vacuousness of much political rhetoric).

4. Substantial achievement of material well-being for the middle

class worker/consumer so that quality of life begins to supercede

(at least on the margin) industrial production in the consumer's

calculus.



-6-

S. Accounting conventions and definitions of profit, in-

vestment, cost, and so forth that confuse debate about the

role and performance of industry.

6. A paucity of business executives who can contribute knowledgeably

and constructively in the public debate over the directions of

national policy.

The problems of management at the higher levels of the coporation today

are less clearly perceived and more complicated than the problems of management

we are used to. Like the changes in government and society and the world

economic order, the problems are systemic rather than incremental. How should

we be organized? What business should we be in? What pension plans will bene-

fit business in the long run? Should some subsidiaries be spun off before an

antitrust suit is invited? Should the firm "lobby" in Washington for protection

from competition? Will that backfire in the longer run? How should it deal with

the media?

Incremental change can be managed; American industry does a good job of

it, and our business schools teach it (or at least the principles of it)

tolerably well. But systemic change cannot be "managed," at least not as

routinely as an open-loop system, for the process, techniques, and considera-

tions are different than those involved in the incremental decisions we usually

think of as management. If we attempt to apply standard management and cost-

benefit techniques to systemic change, we run the risk of forgetting the checks

and balances in the marketplace and in politics that keep our socioeconomic

system robust. The types of decisions involved here for top management are

generally lumped into a single course on business policy in the management

schools, reflecting how little we know about how to deal rigorously with such

issues.



-7-

It seems to me that we need a new theory of management including a new

theory of corporate incentives to deal with the problems that new kinds of

change are presenting. This is not to say that we merely need to learn how

to do more sophisticated cost-benefit analyses, nor is it to say that we need

ten years of basic research in psychology, economics, and philosophy before

we can arrive at some useful changes. Rather, we need to rethink the reasons

behind the principles of management previously arrived at and supplement them

with new principles more in line with the new structure of business and society.

This should include:

1. Indices of managerial performance for pay and esteem.

2. Short-run vs. long-run incentives for managers.

3. Impact of industry structure on corporate incentives.

4. Different accounting conventions for different purposes.

5. Education for top management perspective.

6. Traditions of business morality and leadership.

7. Management of private and public non-profit organizations.

But better principles for corporate management are only part of the answer.

We also need a new theory of how government should treat the private sector.

Neither economic theory nor political theory today provide the principles of

governmental regulation of business and intervention in the management of in-

dustry that we need. Neither the conservative ("leave business alone") nor the

liberal ("soak the rich corporations") political movements offer any intellectual

or practical basis for establishing principles of government for the kind 
of

world we now live in or want to live in for the future. Our political processes

are not surfacing very thoughtful nor broadly competent candidates for public

office, and we seem embarked upon the continued growth of a degree of political

control over the management of the private sector that is so complex that even

the most competent and responsible politicians could not exercise effectiv
ely.



We need some new kind of political leadership that includes:

1. Recognition that the modern large corporation is neither the

exploiter of consumers and workers, nor is it qualitatively the

same as small entrepreneurial businesses. It has to be viewed

as a new type of socio-economic institution with many facets,

purposes, and incentives that can be intelligently shaped.

2. Broader recognition of the role of profits and the effect

of our accounting and tax conventions on jobs, production, inno-

vation, and consumer satisfaction.

3. Regulation through responsible changes in structural constraints

and incentives, rather than ad hoc meddling in management decisions

reflecting incentives government itself once established or sanctioned.

4. New approaches to antitrust that emphasize prospective accommo-

dation and the promotion of competition rather than retrospective

prosecution and punitive remedies.

5. Serious attention to the consequences for our civil liberties

of increased governmental control of private enterprise.

New principles of management and political leadership will not arise

overnight. Given a long enough time, trial and error may produce many of the

needed changes, as they have in the past in the United States; but such an

approach is not likely to serve us so well into the future, because of the com-

plexity of our institutional relationships and because the suspension of checks

and balances may rigidify both government and industry to the point that any

change short of the revolutionary becomes infeasible even if we knew what would

be desirable. (One need only look at the plight of England to see the possi-

bility.) We should be wise enough to find a surer and less costly way toward

the new principles we need.
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I suspect that the impetus will have to come from outside business and

outside politics, even though many corporate and political leaders recognize

the need for such developments. Schools of economics, law, government, and

management seem the most likely sources of the needed new ideas if they can

overcome the well known disciplinary barriers that exist among and within aca-

demic departments. And only in part because we are here at the Sloan School

of Management do I suggest that schools of management in particular should take

the initiative. Schools of government for the most part are too historically

oriented; law schools too procedurally oriented; and economics schools almost

exclusively quantitatively oriented. Many of the better management schools,

on the other hand, are normatively oriented and encompass at least passable

familiarity with the related disciplines of law, economics, and government.

Wherever the task is undertaken, it will not be easy. There is a great

temptation to see the problems through the filter of a specific intellectual

discipline. (I am reminded of the philosopher who observed that the economists,

lawyers, scientists, and operations researchers reminded him of a small boy

with a hammer: It just so happens that everything he encounters needs pounding.)

I am a firm believer in being well grounded in an academic discipline, but the

task we face in "managing" social and technological change in the complex world

of public and private sector institutions and controls we have built requires

something broader and more integrative than any single discipline.

In a sense, we must return to the development of the field of political

economy. But whatever we call it and wherever we develop it, the new principles

of management and political leadership we need must be intellectually sound,

pragmatic and action-oriented. They must command our spirit as well as our

intellect. They must inspire that which is best, rather than merely checking

that which is worst. They must remain true to the freedom and worth of the

individual as well as guide the institutions through which we act collectively.
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We already know a considerable amount about the building blocks of such

new principles, if only we can manage to put them all together to fit our

changed circumstance and our new levels of accomplishment. It seems to me we

ought to be able to do so, and we ought to give it a try. For it would be sad

indeed if historians wrote of the American experience that we faltered in

managing our success because we were smart, but not wise.
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Can the Politicians Manage Both?

Most of the current discussion of social and technological change focuses

on the rapidity of change in recent times as the reason our government, in-

dustry, and other institutions are finding it so difficult to deal with the

changes we all see around us. I think it is more useful, however, to dis-

tinguish between two qualitatively different kinds of change which I shall

call "incremental" change and "systemic" change.

Incremental change includes shifts in production processes, factor

prices, resources availability, and consumer preferences. It includes new

modes of transportation, changes in workforce composition, and variations in

the costs of capital, changing tastes in culture and entertainment, and trends

toward shorter workweeks and improved working conditions.

Systemic change, on the other hand, is a significant shift in the

.4444)
structural framework of

A
incehtives, checks, and balances by which our social,

technological, economic, and political system maintains its equilibrium. Some

examples of systemic change are: the adoption of widespread income main-

tenance through programs of the Federal government; extensive Federal regu-

lation of prices, investments, and markets; large shifts in monetary, fiscal,

and tax policies; and the use of predominantly national news media. The most

important systemic change is probably the trend toward statutory and regu-

latory intervention by the Federal government in short-term management deci-

sions of private enterprise, as for example in automobile pollution controls,

petroleum pricing and supply, and access to television time.

The distinction between incremental and systemic change needs better

definition, and there are of course many gray areas of overlap. But for
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purposes of analyzing our current problems of governmental leadership and

corporate management of social, technological, or economic change, the dis-

tinction is both useful and important. Systemic change can occur slowly as

the accumulation of more or less coherent incremental adaptations, as for

example the English common law evolved over several centuries. But the

advent of frequent systemic change that is impressed upon our socioeconomic

system rather than evolving from within it is a new phenomenon. For a

variety of reasons, the United States appears to be at the vanguard of such

change, with few good models abroad or in history from which to draw many

directly useful lessons.

If this analysis is approximately correct, then we must learn more

about the implications of such change if we aspire to "manage" it rather

than have it overcome us. It is the nature of systemic change that the role

of government is greatly expanded; for only the Federal government has the

power and authority to impose such changes earlier than they would evolve if

the free market and other social institutions were left to their own devices.

This expansion of governmentally imposed systemic change has numerous con-

sequences.

As a result of the social welfare programs of the 60's, the sizable

increase in regulation of business, the aftermath of the Vietnam war, and

the lingering "social issue," we have much less resilience in our economic

system and in our social fabric; both are stretched tighter now, with less

room for accommodation or to allow for bad decisions by government or industry.

Moreover, the imposition of systemic change presents a higher order of

complexity than does incremental change, for we must take into account not

only the direct consequences of changed policies, but also the reactions of

other parts of the socioeconomic system to the change and the incentives for

future behavior that also have been changed. Along with this complexity,
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particularly with increased detail of governmental intervention in social and

economic institutions, goes more areas of interaction between government and

industry, between government and the individual, that inevitably produces

more frequent conflict. One need only look at bussing, tax litigation,

Medicaid, and the energy "crisis" to see some good examples.

It is a fact of life that many of our current public concerns are with

matters not traditionally considered part of the public sector. Pension

standards, occupational safety and health, equal employment opportunities,

and pollution, for example, would have been considered matters for corporate

management decision not too many years ago. But they have become national

policy issues, and the Federal government has begun dealing with such issues

through the corporation. As a consequence, the Federal government is acquiring

more and more management control over individual corporations.

So not only have the traditional public sector functions like law en-

forcement, education, defense, and welfare expanded in the budget and in

managerial complexity, but the Federal government is now engaged more and more

in the management of the private sector. This blurring of the distinction

between the private sector and the public sector is not necessarily all bad,

but it creates some real problems that we must attempt to understand, not

the least of which is the feasibility of managing both sectors via the politi-

cal process.

The language of business is efficiency, competition, and capital; but

the language of government is equity, power, and wealth. Government is

notoriously inefficient; but it is not usually efficiency that society seeks

when the government becomes involved. In a sense government is concerned with

the inefficient: the investment the private sector won't make; the people

business doesn't hire; the safety standards corporations cannot adopt un-

ilaterally and remain competitive. Some of this government involvement is



necessary for the functioning of a healthy society, for equity can be no

less important than efficiency, and for all its successes the economically

motivated modern corporation cannot be expected be all things to society.

But there clearly can be too much government involvement in the private

sector, and there must be better and worse ways for government to promote

social objectives. The Soviet Union, England, and New York City offer

examples of the consequences of excessive or unwise governmental involvement

in the private sector. Not only does the efficiency of the private sector

suffer, but worse, the ability of the socioeconomic system to adapt is re-

duced, important public services are slighted, and civil liberties are con-

strained. The difficulty in designing imposed systemic change is in knowing

how much and what kinds of government control are appropriate and what the

corporation might do differently in society's and its own longer-term best

interest.

These questions are more complicated than we once thought them to be.

Philanthropy is not a sufficient answer to the modern corporation's social

responsibility. And socialism and capitalism are not the sole clear-cut

alternatives for our economic system. Instead, we have a poorly understood

diffusion of ownership, control, accountability, and responsibility involving

both the private and public sectors that seems to be edging toward unrespon-

siveness and instability.

Why is the public allowing this trend in government to go on? It is

hardly unperceived, and yet despite the lack of any good examples of success

abroad or at home, despite the generally high standard of living private

enterprise has produced, the trend continues toward more and more ambitious

public sector management of both the public and the private sector. Such a

trend can persist only if the public perceives such control through political

processes to be in their best interest. And that is a disturbing thought,
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since the American public's confidence in their political leaders and insti-

tutions is remarkably low according to most polls. If the public feels they

stand to gain from political management of the private sector, then pretty

clearly something is wrong with the way our corporations are fulfilling their

role (even if it is a substantially changed role that is hard to perceive).

The theory of corporate profit-maximization as an indicator of social

benefit via the "invisible hand" is at the root of corporate legitimacy in

the free enterprise system. Yet that concept is crumbling at the micro-

economic level just as the GNP can no longer be considered an adequate indi-

cator of economic performance at the macroeconomic level. With the multi-

plication of externalities that accompanies the growing complexity of

government-industry relationships, the structural assumptions of the econo-

mist underlying the theory of corporate behavior as a basis for social weal

are no longer as appropriate as they once were. Business clearly has a

problem, and while it would be presumptuous of me to attempt to be very

definitive about its causes, I believe some of the factors can be identified.

They are mostly structural and include:

1. The separation of ownership and management, and the rise of

the professional managerial class.

2. The preeminence of short-term revenue and profit growth as

criteria for executive promotion.

3. Inflated and hyperbolic advertising rhetoric (not unlike

the vacuousness of much political rhetoric).

4. Substantial achievement of material well-being for the middle

class worker/consumer so that quality of life begins to supercede

(at least on the margin) industrial production in the consumer's

calculus.
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5. Accounting conventions and definitions of profit, in-

vestment, cost, and so forth that confuse debate about the

role and performance of industry.

6. A paucity of business executives who can contribute knowledgeably

and constructively in the public debate over the directions of

national policy.

The problems of management at the higher levels of the coporation today

are less clearly perceived and more complicated than the problems of management

we are used to. Like the changes in government and society and the world

economic order, the problems are systemic rather than incremental. How should

we be organized? What business should we be in? What pension plans will bene-

fit business in the long run? Should some subsidiaries be spun off before an

antitrust suit is invited? Should the firm "lobby" in Washington for protection

from competition? Will that backfire in the longer run? How should it deal with

the media?

Incremental change can be managed; American industry does a good job of

it, and our business schools teach it (or at least the principles of it)

tolerably well. But systemic change cannot be "managed," at least not as

routinely as an open-loop system, for the process, techniques, and considera-

tions are different than those involved in the incremental decisions we usually

think of as management. If we attempt to apply standard management and cost-

benefit techniques to systemic change, we run the risk of forgetting the checks

and balances in the marketplace and in politics that keep our socioeconomic

system robust. The types of decisions involved here for top management are

generally lumped into a single course on business policy in the management

schools, reflecting how little we know about how to deal rigorously with such

issues.
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It seems to me that we need a new theory of management including a new

theory of corporate incentives to deal with the problems that new kinds of

change are presenting. This is not to say that we merely need to learn how

to do more sophisticated cost-benefit analyses, nor is it to say that we need

ten years of basic research in psychology, economics, and philosophy before

we can arrive at some useful changes. Rather, we need to rethink the reasons

behind the principles of management previously arrived at and supplement them

with new principles more in line with the new structure of business and society.

This should include:

1. Indices of managerial performance for pay and esteem.

2. Short-run vs. long-run incentives for managers.

3. Impact of industry structure on corporate incentives.

4. Different accounting conventions for different purposes.

5. Education for top management perspective.

6. Traditions of business morality and leadership.

7. Management of private and public non-profit organizations.

But better principles for corporate management are only part of the answer.

We also need a new theory of how government should treat the private sector.

Neither economic theory nor political theory today provide the principles of

governmental regulation of business and intervention in the management of in-

dustry that we need. Neither the conservative ("leave business alone") nor the

liberal ("soak the rich corporations") political movements offer any intellectual

or practical basis for establishing principles of government for the kind of

world we now live in or want to live in for the future. Our political processes

are not surfacing very thoughtful nor broadly competent candidates for public

office; and we seem embarked upon the continued growth of a degree of political

control over the management of the private sector that is so complex that even

the most competent and responsible politicians could not exercise effectively.
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I suspect that the impetus will have to come from outside business and

outside politics, even though many corporate and political leaders recognize

the need for such developments. Schools of economics, law, government, and

management seem the most likely sources of the needed new ideas if they can

overcome the well known disciplinary barriers that exist among and within aca-

demic departments. And only in part because we are here at the Sloan School

of Management do I suggest that schools of management in particular should take

the initiative. Schools of government for the most part are too historically

oriented; law schools too procedurally oriented; and economics schools almost

exclusively quantitatively oriented. Many of the better management schools,

on the other hand, are normatively oriented and encompass at least passable

familiarity with the related disciplines of law, economics, and government.

Wherever the task is undertaken, it will not be easy. There is a great

temptation to see the problems through the filter of a specific intellectual

discipline. (I am reminded of the philosopher who o served thate r economists,

lawyers, scientists, and operations researcheryeminded hi of a small boy

with a hammer: It just so happens that everything he encounters needs pounding.)

I am a firm believer in being well grounded in an academic discipline, but the

task we face in "managing" social and technological change in the complex world

of public and private sector institutions and controls we have built requires

something broader and more integrative than any single discipline.

In a sense, we must return to the development of the field of political

economy. But whatever we call it and wherever we develop it, the new principles

of management and political leadership we need must be intellectually sound,

pragmatic and action-oriented. They must command our spirit as well as our

intellect. They must inspire that which is best, rather than merely checking

that which is worst. They must remain true to the freedom and worth of the

individual as well as guide the institutions through which we act collectively.
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We need some new kind of political leadership that includes:

1. Recognition that the modern large corporation is neither the

exploiter of consumers and workers, nor is it qualitatively the

same as small entrepreneurial businesses. It has to be viewed

as a new type of socio-economic institution with many facets,

purposes, and incentives that can be intelligently shaped.

2. Broader recognition of the role of profits and the effect

of our accounting and tax conventions on jobs, production, inno-

vation, and consumer satisfaction.

3. Regulation through responsible changes in structural constraints

and incentives, rather than ad hoc meddling in management decisions

reflecting incentives government itself once established or sanctioned.

4. New approaches to antitrust that emphasize prospective accommo-

dation and the promotion of competition rather than retrospective

prosecution and punitive remedies.

5. Serious attention to the consequences for our civil liberties

of increased governmental control of private enterprise.

New principles of management and political leadership will not arise

overnight. Given a long enough time, trial and error may produce many of the

needed changes, as they have in the past in the United States; but such an

approach is not likely to serve us so well into the future, because of the com-

plexity of our institutional relationships and because the suspension of checks

and balances may rigidify both government and industry to the point that any

change short of the revolutionary becomes infeasible even if we knew what would

be desirable. (One need only look at the plight of England to see the possi-

bility.) We should be wise enough to find a surer and less costly way toward

the new principles we need.
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We already know a considerable amount about the building blocks of such

new principles, if only we can manage to put them all together to fit our

changed circumstance and our new levels of accomplishment. It seems to me we

ought to be able to do so, and we ought to give it a try. For it would be sad

indeed if historians wrote of the American experience that we faltered in

managing our success because we were smart, but not wise.
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A few weeks ago in Indianapolis, I delivered

a speech which some people misinterpreted and, even

worse, quite a few people misunderstood. The

speech was about the responsibilities of broadcasting

licensees and about the Administration's proposals to

change the license renewal process. Most of

that speech dealt with the first issue -- the licensee's

responsibilities -- and today I want to focus on the

second issue, and give you the facts about our license

renewal bill.

Our system of broadcasting presents this country with a

unique dilemma which goes back to the basic policy embodied

in the Communications Act of 1934. Section 309(a) of that

Act requires the Federal Communications Commission (FCC) to

grant applications for broadcast licenses if "the public

interest, convenience, and necessity will be served thereby."

This necessarily means that the government will be involved,

to some extent, in passing judgment on the heart of the

broadcast service -- the broadcaster's programming.

But then section 326 of that same Act specifically denies

the FCC the "power of censorship" and the power to

"interfere with the right of free speech" of the broadcaster.
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The implementation of these two statutory goals requires

a difficult balancing act. On the one hand, the

broadcasting industry must be responsible to the public and it is

through the legal processes of the Communications Act that

the public has recourse to see that this responsibility is

being exercised. On the other hand, the Government

can't use the Act to be too active an intermediary between

the public and the industry -- even with the best of

intentions -- because the net effect would be to make

Government agents out of broadcasting licensees, rather

than establish them as independent voices and sources of

information in our marketplace of ideas.

The place in the federal licensing system where these

competing statutory

the license renewal

interests is thrust

Communications Act,

goals are most clearly evident is

process. The burden of balancing these

squarely on the FCC's shoulders by the

and the Act contemplates that they will

be maintained in a state of equilibrium. But recently

instability and uncertainty have developed in the broadcast

licensing process. And when something as sensitive as

licensing a medium of expression is involved, this instability

and uncertainty give rise to the threat of arbitrary and

subjective determinations that promote the Government's own

view of what programming is good for the public to see and

hear. In this unstable environment, the broadcaster will
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seek the shelter of whatever safe harbor is available.

To ensure that his license is renewed, he will operate

his station in a manner that pleases the government, and not

one that best serves his local audiences.

To evaluate our proposal for restoring balance and stability

to the license renewal process, it's important to know what

our bill does do, and what it doesn't do. That is what has

been most misunderstood and what I want to clear up for you

today.

What our bill does not do is change the broadcaster's

present obligations to be responsive to his community

and to be even-handed in covering important public issues.

These long-standing obligations of the broadcaster constitute

the two principal criteria for license renewal in our bill:

(1) the broadcaster must be substantially attuned to

community needs and interests, and respond to those needs

and interests in his programming -- this is known as the

ascertainment obligation; and (2) the broadcaster must

provide reasonable opportunity for discussion of conflicting

views on public issues -- this is known as the fairness

obligation. These criteria represent a distillation

of what the public interest standard means in the context

of license renewals, as stated by the Congress and the FCC.
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These obligations bear repetition and emphasis, and serve

as ideal criteria for license renewal because they require

the broadcaster to turn toward his local audiences. He

must serve their needs and see that they are adequately

informed on public issues. If the broadcaster can

render satisfactory service to his communities, based on

these two criteria, then his license should be renewed.

Now for what our bill does do. It improves the license

renewal process by making four changes in the present

practices: (1) it extends the term of broadcast licenses

from three to five years; (2) it eliminates the requirement

for a comparative hearing whenever a competing application

is filed for the same broadcast service; (3) it prohibits

any restructuring of the broadcasting industry through the

license renewal process; and (4) it prohibits the FCC from

considering its own predetermined program criteria in applying

the ascertainment and fairness standards of the bill.

In the interests of clarity, if not scintillating style,

I'd like to bore you with the details of these provisions

of our renewal bill.
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The first change would be to extend broadcast license terms

from three to five years. When the Communications Act

was passed in 1934, the short three year license term was

a reasonable precaution in dealing with a new and untried

industry. A five year period, however, seems to be a more

reasonable period at this stage in broadcasting history.

It would inject more stability into the license renewal

process and allow the broadcaster more time to determine

the needs and interests of his local community and plan

long-range programs of community service.

A longer renewal period would also go a long way toward

lightening the serious burden that processing applications

for renewal places on the FCC's resources and reducing the

paperwork backlogs that cause delays in re-licensing stations.

For example, as of this week, the trade press reports that

143 television and radio licenses are in limbo awaiting

renewal.

Moreover, an extension to five years of the broadcaster l a

license does not mean he will be put out of the reach

of the FCC or that he may ignore his public interest



responsibilities for five years at a time. The

bill would not affect the powers of the FCC to deal

with complaints raised by the public. The licensee

would continue to be answerable to his community at any

time during the five year period.

The second change the bill would make in the renewal process

would be to eliminate the requirement for a comparative

hearing whenever a competing application is filed for the

same broadcast service. Presently, when a broadcaster's

license comes up for renewal and it is challenged by a

competing application, the FCC must set a comparative

hearing in which the competing applicant and the performance

of the present applicant are evaluated together.

The FCC, under current procedures, is forbidden from exercising

its independent judgment as to whether a comparative hearing

is even necessary. Without initially assessing the past

performance of the incumbent licensee, the FCC must throw him

into a comparative hearing, which usually involves substantial

expenditures of time, money and manpower. The comparative

hearing is not unlike the medieval trials by battle, and the

winner of this trial is not necessarily the person who will



best serve the interests of the local community but rather

the one who can afford to stay in the heat of battle the

longest -- the one with the most time, the deepest pocket,

and the best lawyer. Certainly, in this day and age, we

can devise more rational and equitable procedures especially

when, in all cases, a substantial public interest is at stake.

Our license renewal bill would revise these procedures so that

a hearing would be required only if the competing applicant

has raised a substantial question regarding the present

licensee's performance under the criteria set out in the bill.

If the FCC determines there is no question, then the license

would be renewed. Only if the Commission is unable to

conclude that the licensee's performance warrants renewal

would a hearing be required.

The third change in the bill would preclude the FCC

from restructuring the broadcasting industry through

license renewal hearings. Presently, the Commission

can implement policy relating to industry structure -- such

as a policy restricting the types of companies that can

own TV stations -- through the criteria it uses to decide

renewal hearings. This means the policy could be

applied in a highly subjective and -inconsistent manner.
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Restructuring of the broadcasting

should not be allowed. Rather,

are to be changed, they should be

rulemaking procedures of the FCC,

industry in this manner

if industry-wide policies

changed through the general

with full opportunities

provided to the entire broadcast industry and all members

of the public to participate in the proceeding.

The fourth and last change our license renewal bill would

make in the renewal process would be to forbid the FCC use

predetermined performance criteria for the evaluation of

renewal applications.

The Communications Act of 1934 does not anywhere define

what constitutes the "public interest, convenience

and necessity." And so, the responsibility for

doing so has fallen on the FCC and the courts.

As a result the "public interest" has come to mean no

more than what the FCC and the courts want it to mean.

Presently, an important factor in determining the

licensee's public interest performance is the extent

to which he has programmed in 14 specific program

categories predetermined by the FCC. And the

trend is toward more detailed program categories,

more program quotas and more percentages.

of



The Administration's bill is designed to halt this trend

toward quantification of the public interest. Confining

the FCC's evaluation of the licensee's performance to the

bill's ascertainment and fairness criteria makes the local

community the touchstone of the concept of public service

embodied in the Communications Act. Serving the local

community's needs and interests instead of the desires

of the Washington bureaucrats would become the broadcaster's

number one priority.

You will recall my description of the dilemma that the

Government faces in regard to the regulation of broadcasting.

A lot of criticism that is being levelled at our license

renewal bill seems to be coming from those who are unaware

of this dilemma or misunderstand the present nature and

extent of broadcast regulation.

The critics seem to want it both ways. They say they

want to preserve absolutely the broadcaster's First Amendment

rights. But they are uncomfortable about leaving such a
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powerful medium of expression unchecked by Government

supervision. So they also feel that the public should

have unrestricted rights to bring Government power to bear

on the licensee at renewal time.

There is legitimate room for disagreement about how

this balancing process can be best achieved.

But the dilemma will not go away and those who criticize

our bill can't have it both ways. Don't you want

limits on government power such as those in our bill?

Or do you prefer the current scheme, with its burgeoning

program categories, percentages, and renewals every three

years? Do you want the Government to exercise

more control over broadcasting? Or should the

Government withdraw completely from broadcasting regulation

and tell minority groups they have no recourse against the

licensee?

When I say critics of our bill can't have it both ways, I

mean they can't answer yes to all of these questions.

There are a number of quite different, and mutually exclusive,

approaches to broadcast regulation.
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Under one approach, we could expand the present trend of

Government control and have the Government take over the broad-

caster's responsibility to his local community. Under

another approach, the Government could withdraw completely

from regulation of broadcasting. This Administration

has chosen a third approach, one that would restore equilibrium

to the broadcasting system and balance the competing goals

of the Communications Act. This approach relies

on the exercise of more private responsibility and voluntary

action by broadcast licensees who truly dedicate themselves

to the communities they are licensed to serve. Which

approach will you choose?

OEP 730572
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In this calm during the holidays, we in Washington

are thinking ahead to 1973; among other things, planning

our testimony before Congressional committees. For my

part, I am particularly concerned about testimony on

broadcast license renewal legislation. Broadcasters are

making a determined push for some reasonable measure of

license renewal security. Right now they are living

over a trap door the FCC can spring at the drop of a

competing application or other renewal challenge. That

is a tough position to be in, and, considering all the

fuss about so-called "intimidation," you would think

that there wouldn't be much opposition to giving broad-

casters a little more insulation from government's hand

on that trap door.

But there is opposition. Some tough questions will

be asked--even by those who are sympathetic to broad-

casters. Questions about minority groups' needs and

interests. Questions about violence. Questions about

children's programming; about reruns; about commercials;

about objectivity in news and public affairs programming--

in short, all questions about broadcasters' performance

in fulfilling their public trust. These are questions

the public is asking. Congress is asking the questions,

too; Senatore Pastore on violence; Senator Moss on drug

ads; Representative Staggers on news misrepresentations.
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Despite this barrage of questioning, the Congress is

being urged to grant longer license terms and renewal

protection to broadcasters. Before voting it up,

down, or around, the Congress will have to judge the

broadcasters' record of performance.

And where do we see that performance? It leaps out

at you every time you turn on a TV set, and it's

definitely not all that it could be. How many times

do you see the rich variety, diversity, and creativity

of America represented on the TV screen? Where is the

evidence of broadcasters doing their best to serve

their audiences, rather than serving those audiences

up to sell to advertisers? And, most disturbing of all,

how do broadcasters demonstrate that they are living up

to the obligation--as the FCC puts it-- to "assume and

discharge responsibility for planning, selecting, and

supervising all matter broadcast by the stations, whether

such matter is produced by them or provided by networks

or others."

It's been easy for broadcasters to give lip service

to the uniquely American principle of placing broad-

casting power and responsibility at the local level.

But it has also been easy--too easy--for broadcasters

to turn around and sell their responsibility along with
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their audiences to a network at the going rate for

affiliate compensation.

The ease of passing the buck to make a buck is

reflected in the steady increase in the amount of

network programs carried by affiliates between 1960

and 1970. It took the FCC's prime time rule to reverse

this trend, but even so, the average affiliate still

devotes over 61% of his schedule to network programs.

This wouldn't be so bad if the stations really exercised

some responsibility for the programs and commercials

that come down the network pipe. But all that many

affiliates do is flip the switch in the control room

to "network," throw the "switch" in the mailroom to

forward viewer complaints to the network, sit back,

and enjoy the fruits of a very profitable business.

Please don't misunderstand me when I stress the

need for more local responsibility. I'm not talking

about locally-produced programs, important though they

are. I'm talking now about licensee responsibility

for all programming, including the programs that come

from the network.

This kind of local responsibility is the keystone

of our private enterprise broadcast system operating

under the First Amendment protections. But excessive

concentration of control over broadcasting is as bad
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when exercised from New York as when exercised from

Washington. When affiliates consistently pass the buck,

to the networks, they're frustrating the fundamental

purposes of the First Amendment's free press provision.

The press isn't guaranteed protection because

it's guaranteed to be balanced and objective--to the

contrary, the Constitutition recognizes that balance

and objectivity exist only in the eye of the beholder.

The press is protected because a free flow of infor-

mation and giving each "beholder" the opportunity to

inform himself is central to our system of government.

In essence, it's the right to learn instead of the

right to be taught. The broadcast press has an obliga-

tion to serve this free flow of information goal by

giving the audience the chance to pick and choose among

a wide range of diverse and competing views on public

issues.

This may all seem rather philosophical. Cynics

may argue that all television, even the news, is

entertainment programming. But in this age when

television is the most relied upon and, surprisingly,

the most credible of our media, we must accept this

harsh truth: the First Amendment is meaningless if

it does not apply fully to broadcasting. For too long

we have been interpreting the First Amendment to fit
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the 1934 Communications Act. As many of you know, a

little over a year ago I suggested ways to correct

this inversion of values. One way is to eliminate

the FCC's Fairness Doctrine as a means of enforcing

the broadcasters' fairness obligation to provide

reasonable opportunity for discussion of contrasting

views on public issues.

Virtually everyone agrees that the Fairness

Doctrine enforcement is a mess. Detailed and frequent

court decisions and FCC supervision of broadcasters'

journalistic judgment are unsatisfactory means of

achieving the First Amendment goal for a free press.

The FCC has shown signs of making improvements in what

has become a chaotic scheme of Fairness Doctrine en-

forcement. These improvements are needed. But the

basic Fairness Doctrine approach for all its problems,

was, is and for the time being will remain a necessity;

albeit an unfortunate necessity. So, while our long

range goal should be a broadcast media structure just

as free of government intrusion, just as competitive

just as diverse as the print media, there are three

harsh realities that make it impossible to do away

with the Fairness Doctrine in the short run.
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First, there is a scarcity of broadcasting outlets.

Second, there is a substantial concentration of economic

and social power in the networks and their affiliated

TV stations. Third, there is a tendency for broadcasters

and the networks to be self-indulgent and myopic in

viewing the First Amendment as protecting only their

rights as speakers. They forget that its primary

purpose is to assure a free flow and wide range of

information to the public. So we have license renewal

requirements and the Fairness Doctrine as added require-

ments--to make sure that the networks and stations don't

ignore the needs of those 200 million people sitting

out there dependant on TV.

But this doesn't mean that we can forget about the

broader mandates of the First Amendment, as it applies

to broadcasting. We ought to begin where we can to

change the Communications Act to fit the First Amendment.

That has always been and continues to be the aim and

intent of this Administration. We've got to make a

start and we've got to do it now.

This brings me to an important first step the

Administration is taking to increase freedom and re-

sponsibility in broadcasting.
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OTP has submitted a license renewal bill for

clearance through the Executive Branch, so the bill

can be introduced in the Congress early next year.

Our bill doesn't simply add a couple of years to the

license term and guarantee profits as long as broad-

casters follow the FCC's rules to the letter. Follow-

ing rules isn't an exercise of responsibility; it's an

abdication of responsibility. The Administration bill

requires broadcasters to exercise their responsibility

without the convenient crutch of FCC program categories

or percentages.

The way we've done this is to establish two criteria

the station must meet before the FCC will grant renewal.

First, the broadcaster must demonstrate he has been sub-

stantially attuned to the needs and interests of the

communities he serves. He must also make a good faith

effort to respond to those needs and interests in all

his programs, irrespective of whether those programs

are created by the station, purchased from program

suppliers, or obtained from a network. The idea is to

have the broadcaster's performance evaluated from the

perspective of the people in his community and not the

bureaucrat in Washington.

Second, the broadcaster must show that he has

afforded reasonable, realistic, and practical oppor-

tunities for the presentation and discussion of con-

flicting views on controversial issues.
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I should add that these requirements have teeth.

If a station can't demonstrate meaningful service to

all elements of his community, the license should be

taken away by the FCC. The standard should be applied

with particular force to the large TV stations in our

major cities, including the 15 stations owned by the

TV networks and the stations that are owned by other

large broadcast groups. These broadcasters, especially,

have the resources to devote to community development,

community service, and programs that reflect a commitment

to excellence.

The community accountability standard will have

special meaning for all network affiliates. They should

be held accountable to their local audiences for the

61% of their schedules that are network programs, as

well as for the programs they purchase or create for

local origination.

For four years, broadcasters have been telling

this Administration that, if they had more freedom and

stability, they would use it to carry out their re-

sponsibilities. We have to believe this, for if

broadcasters were simply masking their greed and actually

seeking a so-called "license to steal," the country

would have to give up on the idea of private enterprise

broadcasting. Some are urging just that; but this



Administration remains unshaken in its support of the

principles of freedom and responsibility in a private

enterprise broadcasting system.

But we are equally unshaken in our belief that

broadcasters must do more to exercise the responsibility

of private enterprise that is the prerequisite of freedom.

Since broadcasters' success in meeting their responsi-

bility will be measured at license renewal time, they

must demonstrate it across the board. They can no

longer accept network standards of taste, violence, and

decency in programming. If the programs or commercials

glorify the use of drugs; if the programs are violent

or sadistic; if the commercials are false or misleading,

or simply intrusive and obnoxious; the stations must

jump on the networks rather than wince as the Congress

and the FCC are forced to do so.

There is no area where management responsibility is

more important than news. The station owners and

managers cannot abdicate responsibility for news judg-

ments. When a reporter or disc jockey slips in or

passes over information in order to line his pocket,

that's plugola, and management would take quick cor-

rective action. But men also stress or suppress infor-

mation in accordance with their beliefs. Will station

licensees or network executives also take action against

this ideological plugola?
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Just as a newspaper publisher has responsibility

for the wire service copy that appears in his news-

paper--so television station owners and managers must

have full responsibility for what goes out over the

public's airwaves--no matter what the origin of the

program. There should be no place in broadcasting for

the "rip and read" ethic of journalism.

Just as publishers and editors have professional

responsibility for the news they print, station licensees

have final responsibility for news balance--whether the

information comes from their own newsroom or from a

distant network. The old refrain that, Quote, "We had

nothing to do with that report, and could do nothing

about it," is an evasion of responsibility and un-

acceptable as a defense.

Broadcasters and networks took decisive action to

insulate their news departments from the sales depart-

ments, when charges were made that news coverage was

biased by commercial considerations. But insulating

station and network news departments from management

oversight and supervision has never been responsible

and never will be. The First Amendment's guarantee

of a free press was not supposed to create a privileged

class of men called journalists, who are immune from

criticism by government or restraint by publishers and
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editors. To the contrary, the working journalist, if

he follows a professional code of ethics, gives up the

right to present his personal point of view when he is

on the job. He takes on a higher responsibility to the

institution of a free press, and he cannot be insulated

from the management of that institution.

The truly professional journalist recognizes his

responsibility to the institution of a free press. He

realizes that he has no monopoly on the truth; that a

pet view of reality can't be insinuated into the news.

Who else but management, however, can assure that the

audience is being served by journalists dedicated to

the highest professional standards? Who else but

management can or should correct so-called professionals

who confuse sensationalism with sense and who dispense

elitist gossip in the guise of news analysis?

Where there are only a few sources of national news

on television, as we now have, editorial responsibility

must be exercised more effectively by local broadcasters

and by network management. If they do not provide the

checks and balances in the system, who will?

Station managers and network officials who fail to

act to correct imbalance or consistent bias from the

networks--or who acquiesce by silence--can only be con-

sidered willing participants, to be held fully accountable

by the broadcaster's community at license renewal time.
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Over a year ago, I concluded a speech to an

audience of broadcasters and network officials by

stating that:

"There is a world of difference be-
tween the professional responsibility of a
free press and the legal responsibility of
a regulated press. . . . Which will you
be--private business or government agent?--
a responsible free press or a regulated
press? You cannot have it both ways--
neither can government nor your critics."

I think that my remarks today leave no doubt that

this Administration comes out on the side of a

responsible free press.
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