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General Introduction

CTW: I have been in Washington for some five years now, all
with the Nixon Administration; and, as some of you may know,
I am contemplating leaving within the next few months. So I
come to you at a time where I have had, oh, five or ten minutes
over the last month to think about my experience in Washington;
and I would like to make my remarks today fairly general about
what we see the problems of the communications industry being.

First, a word about the Office of Telecommunications Policy.
We are, in effect, the Executive Branch office for all the
electronics communications matters. We coordinate between
$5 to $10 billion a year that your friendly Federal Government
spends on electronic communications, radar and the like; and
if some of you have a feel for what $5 to $10 billion annual
activity is, you can appreciate that we spend over half of
our time just worrying about those funds. Secondly, we try as
best we can to coordinate the communications policy planning
process within the White House. This does not impend
at all on Mr. Ron Ziegler's office -- if you have any complaints
about how the President looks on television or the credibility
gap or whatever -- for that maybe you can get Ron Ziegler to
talk to you sometime.

The third role that we have is what I would like to focus on
today, and that is being the voice of the Executive Branch in the
game of checks and balances that goes on among the various
departments and agencies of the Federal Government and deciding
what will be the communications policy. Our most recent effort
has been in the field of cable television where a Cabinet committee
set up by the President some three years ago just last month made
a rather sweeping proposal for a new policy -- you could say
the first policy in the country on cable television. One
reaction to that policy has been -- why on earth do we need it?
Only some 10% of the nation's homes have cable and there are
problems in the industry - why do we need a policy now? It is
not needed now. Let's wait until we have a need for it in the
future and then let's have a policy. To answer that, I simply
refer you to the energy crisis and the lack of an energy policy.
The time for policies is before the crisis comes. I don't
want to get up here and cry "wolf" and tell you that we are about
to have a communications crisis in this country. But I think
there are a lot of parallels between the communications field
today and the energy field of some years ago. The limited
refinery capability that we have in this country has its
parallel to a limited number of television outlets that we have.
It has its parallel in the limited rates of return which
discourage capital investments. The Federal Communications
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Commission today is very much in the business of rationing
our television entertainment and information through rules
such as the Fairness Doctrine, by which they decide who will
and will not be allowed to speak on what controversial issues
of public importance; the Prime-Time Access Rule which defines
which hours of prime time television may be programmed by
what source or what kind of programming; the television license
renewal criteria goes into some 14 different categories of
programming among which the television broadcaster is to
divide up his time -- things such as sports, entertainment, of
course, but also public service, religion, education, agriculture,
and so forth. We are learning in our increasingly complex and
interdependent society that such detailed Federal regulation
inevitably comes back to haunt us. We tamper with the market-
place through intervention at the Federal regulatory level
only at our peril; and I would simply point out that aside from
the economic perils of Federal regulation which has brought
us things like the energy crisis, the trucking strike and the lot,
there is another order of problems that is more social than
economic; even perhaps in an ultimate sense more fundamental
when we have the government involved in saying what we can and
cannot see on our television screen. The communications industry,
at least from the Washington perspective, is facing a very
fundamental change. There has not been much change in the 40
years since the Communications Act was passed in 1934. Now
to be sure there has been a lot of technical innovation in the
communications industry, but when you stop to think of it,
most of it is like the change from steam power to diesel
power in the railroad. The real change in transportation came
when the trucks came, when a new mode of transportation, a new
service with new capabilities, new perspectives for competition
come into being. We are just now seeing those kinds of change
come into the communications business: value-added information
networks flexibly linking computers and communications facilities
across the country; cable television, which is not just an
expansion from say five channels to ten channels of our existing
television industry, but an expansion into tens of channels --
SO channels or more to be interconnected whereby all manner of
things can be plugged into a cable system, all manner of
devices can be plugged into the telephone jack to allow the
user to use the communications network of this country where
almost any kind of information passing and information processing
(garbled). The Communications Act of 1934, as I said,
has been with us for 40 years and has been largely unchanged
in that time. All of the technical innovation in electronics
and communications has been funneled into a very few, very
narrow pigeon holes of regulatory apparatus under that Act.
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Those artificial barriers of what is and what is not a recognized
communications service under Federal law have indeed been
measured barriers. Moreover, people in the industries that
were established by the '34 Act are naturally reluctant to see
the new competitors arrive. The Bell System argues not just for
a single telephone system but for a total monopoly on all
common carrier communications. Television networks and the
television broadcasters in this country argue that we should
limit the number of television stations that each community has.
We should limit the growth of cable television, but I think
that today's (garbled) competition, (garbled) innovation are
largely behind us. Technical innovation has been there too long.
The marketing innovation is beginning to catch up; and, believe
it or not, I believe that Federal policy is beginning to catch
up. The FCC, the OTP, and indeed I think most of Washington
these days, is searching for ways to allow more open entry,
more competition, more flexible forms of regulation into the
communications business. The lessons of transportation and
power and so forth have not been totally lost. This is especially
true in the field of cable television. Cable telPvision is
not just another electronic gimmick. The timespan over which
cable will grow is highly questionable, but Lnere seems to be
an almost inexorable logic in allowing the marketplace demand
to bring forth an ever larger number of television channels
corresponding at a lower price for advertising time and a
correspondingly greater choice for the television viewer.

There has been some talk that our proposals by the Cabinet
committee should be viewed as lame duck proposals, after all
Richard Nixon's political power seems to be somewhat diminished.
The Chairman of the Committee, the President's principal adviser
on communications is on the verge of leaving, and I think that
if you look at OTP and you look at the policy process in Wash-
ington in the light of the past, you can easily be led to that
conclusion. Changing FCC Chairmen typically changed the
agenda of what is fashionable in communications policy issue
in the country in the past has kind of bounced from issue to
issue in communications. I have some confidence that that will
not be the case in the future. The Office of Telecommunications
Policy is now accepted as an integral part of the communications
policy apparatus in Washington. Congress looks to us to submit
legislation, Whether I am still here or not, the Office of
Telecommunications Policy will propose legislation to the Congress.
Congress has indicated a willingness, indeed a desire, to hold
hearings this year on cable. None of us expect legislation
to pass this year; but we do see, developing in Washington
something that is perhaps a little unique, perhaps a little more
constructive than we have seen in the past -- a slightly
anticipatory constructive policy process tying together the
Executive Branch, the FCC and the Congress, trying to anticipate
a medium that we know is going to bring profound changes to the
communications industry and in turn profound changes to the



4

country. In trying to set that up -- set up the policy for
that in a sound and constructive way before we have the crisis.

OTP is also involved in a fairly wide range of other activities,
and we hope to make some other proposals to the Congress. In
addition to cable legislation, I am very hopeful that we will
be able to offer to the Congress a long-range funding plan
for public broadcasting. I am very hopeful that we will be ableto introduce to the Congress new legislation dealing with theinternational communications industry, Comsat, ATT, record
Carriers and so forth that will bring the old policies of the'34 Act a little more into line with the realities of the
international communications business today. Finally, OTP has
been very much involved in issues of computers and communicationsprivacy, and we expect to play role in the President's privacy
initiative which he announced in the State of the Union Message.

So I come to you today in part for the measure of concern about
how the country is going to respond to the change that is
coming in communications with a degree of cautious optimism
about Washington's ability to anticipate that change and deal
with it in a constructive way and to say to you that it looks
to me like one of the other big problems of communications
over the next ten years is going to be the capital market.
Capital markets will have to make room for a much bigger
electronic communications role, a much bigger share of it.
Recognizing the innovation and the flexibility you are going to
have to provide capital in a very flexible way to make sure
that the needs for capital are matched up with the potential
suppliers of capital in ways that perhaps you are not used to
doing for communications systems, which of course, you on the
other hand are very much used to doing in other types of
business.

If I could leave you with a parting thought it would be that
after five years I have drawn a conclusion, if I may draw on
Winston Churchill -- private enterprise is the worst form of
organizing productive economic endeavors except for everything
else we have tried especially except government. The communica-
tions business, if it grows, is going to have to be just that --
it is going to have to be a business. Washington is going to
have to continue to play an important regulatory role, but we
cannot have the Federal Government in Washington making all of
the decisions about what this business will be and what it
won't be. There is going to have to be some working together
between industry and Washington to see that legitimate social
cOncerns and social needs are recognized and at the same time
see that the communications system is a viable economic business.

Thank You.
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Introduction regarding question-and-answer session.

QUESTION: I gather you are opening the CATV to competition
within that level but are you allowing them or are you allowing
the telephone company, let's say, to compete with the CATV; if

so, what happens if they become such viable competitors that

they knock the CATV companies out of business?

CTW: I think the question of competition between the phone

company and the cable companies can either be a very short-run

competition or it can be a problem which is put off for several

decades. Under the policies that the Cabinet committee

proposed, we proposed that it be put off for several decades.

If the telephone companies were allowed to get into the cable

business in the short-run, we anticipated two major problems.

Number one, the massive amounts of capital that the cable
industry is going to have to have means that the phone company

with its own great capital needs is going to have even more
problems raising capital. Secondly, it is going to have problems

trying to divide its capital up between the cable side of its
business and the very vital telephone side of it. Those kinds
of problems neither the phone industry nor the cable industry
needs today. Secondly, we do recognize that the phone industry

could have, anticipating this form of competition that is down

the road, a real incentive just as the broadcasters have to slow

the cable growth; and we thought that it was the best judgment

by far simply to say that the phone company should not be allowed

to get into the business of owning and running cable companies.

The two industries ought to grow as separate industries. When

the day comes that 75% - 85% of the country is wired for cable,

then we may have some problems with the phone company and the

cable industry both being able to provide a communications

capacity; and my successors and successor Chairmens of the FCC

will just have to deal with that question of competition when

that time gets here.

QUESTION: It seems to me that one of the things you are doing

in the communications industry is to, let's take the telephone

industry for example, the domestic satellite interconnect special

common carriers. You have substituted, as far as I can see,

or potentially substituted competition for price regulation.

Price regulation historically has been necessary because of the

tendency of the telephone industry itself. What role do you

see in the future for say price regulation in the (garbled)?

CTW: Well there has been a subtle shift over the years about

why we regulate monopolies and the telephone monopoly in particular

You are quite right that the original rationale was to protect
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the consumer from the monopoly power of the telephone monopoly
More and more, though, we find the rationale being put forth that

the function of regulation is to protect the monopoly from would-

be competitors. I must confess that I find that a hard rationale

to follow. The proper role is where there can be competition

such as the specialized carriers, satellites and the like, where
the customer is usually another very sophiticated business firm
rather than the average homeowner. I see very little need
for any kind of regulation, particularly price regulation.
I am realistic enough to accept the fact that the prevailing
view in this country is that all electronic communications
ought to be regulated one way or the other. It is just that
we are saying that the form of regulation when it comes to
these kinds of business should be no price regulation, open-
entry and in essence, minimal regulation necessary to meet

certain technical standards, interconnect, and the like.

QUESTION: Mr. Whitehead, President Nixon, just a few weeks

back, referred to network news reportage on Watergate related

matters as vicious and distorted and you yourself created a

disturbance with some of your proposals about how networks should

or shouldn't be handled in terms of size and operation in

programming. Mr. Clawson, the White House aide, was quoted

extensively in the New York Magazine in which he described

his manner of dealing with network anchor men and the producers

of programs about shows and stories that the Administration

finds to be not in its liking. Do you believe, and would you

advise the White House to continue to attempt to influence

the way television news reports?

CTW: I don't believe that that is within my prerogative to

make that recommendation, however, I do feel very strongly that

the President and his aides, the press secretary, certainly

have a responsibility and indeed the priviledge to talk back

to the press. The First Amendment was not set up to establish

the press as a priviledged institution that could criticize

and in turn be immune from criticism. So in the sense of having

that back and forth -- the press telling the President what

they think of him and how he is doing his job -- and the President

is free, if he chooses, to talk back and tell the press how

he thinks they are doing their job. It is quite ,healthy and

quite constructive. On the other hand, there has beensome

proposals which came out in light of the Watergate hearings that

the White House ought to use the legal power that the Govern-

ment has over the television networks and over television

broadcasters. To somehow coerce favorable coverage or conversely


