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Mr. Chairman and Members of the Committee:

I appreciate this opportunity to appear before you to review the budget
estimates of the Office of Telecommunications Policy.

We are requesting total appropriations of $2,702,000. An appropriation
of $1,702,000 is requested for salaries and associated expenses; this will
enable us to grow at a uniform rate over the fiscal year to a level of 65 full-
time positions. An appropriation of $1,000,000 is requested for necessary
studies that can be carried out more economically by contract or require
highly specialized expertise rather than by in-house staff. Our budget
estimates for Fiscal Year 1972 are based on the requirements foreseen at the
time the Office of Telecommunications Policy was established, as modified
by our first few months of actual operation.

You have before you our budget estimates for Fiscal Year 1972. Since
the Office of Telecommunications Policy is new to this C.ommittee—since,
in fact, we are rather new to everyone--I think it would be useful in this pre-
sentation to discuss briefly what the Office is and what it does.

Essentially, it is our responsibility to develop overall communications
policy. First, the Director of the Office is the President's principal adviser
on electronic communications policy. Second, the Office enables the
Executive Branch to speak with a clearer voice on communications matters
and to be a more responsible partner in policy discussions with Congress,
the FCC, the industry, and the public. Third, the Office formulates new policies
and coordinates operations for the Federal Government's own very extensive
use of electronic communications.

I. HISTORY OF OTP

Electronic communications at this point in our history can no longer be
considered a novelty. The first commercial telephone service in this country
was initiated almost a century ago, the first commercial radio broadcasting
a half-century ago. Congressional regulation of the field began as early as
1866, and the Federal Communications Commission has been in existence
since 1934. Until 1970, however, there was no agency within the Executive
Branch responsible for establishing executive policies in the communications
field or for coordinating the communications activities of the Federal Govern-
ment itself.

Over recent years, the need for such an agency became increasingly
apparent. Communications has rapidly become such an important part of the
national economy and of the Federal Government's own operations that it
requires continuing and coordinated attention on the part of the Executive
Branch. During the last twenty years, the communications industry's contri-
bution to national income increased by over 500 percent. That growth is almost
double that of the economy as a whole during the same period and even more in
excess of the rate for such important areas as transportation and trade.



(Chart #1) Communications is, moreover, an industry which requires a
constantly increasing share of our national capital investment--$10 billion
of new investment in 1970, compared with approximately $6 billion for
transportation and $3 billion for mining. (Chart #2)

Such figures demonstrate the economic importance of the industry. They
do not suggest its social importance. Communications is no longer just a
technology; it is no longer just a service; it is a social force of the first
magnitude, affecting what our children learn, how our political processes
operate, where our business and industry locate, what our people know and
perhaps what they believe in. There is virtually no area of our life which
it does not touch.

It is, moreover, a force which is constantly changing, and in changing,
it creates a series of new and important policy problems and issues. This
era of change is not coming to an end; it seems to be barely beginning. A
graphic representation of the dates that principal communications innovations
first entered into commercial use will show most of them crowded into the
last 25 years. (Chart #3) The rate of innovation is accelerating. It was only
in 1956, for example, that we were first able to make transatlantic telephone
calls by submarine cable; prior to that, the calls were subject to the poor quality
and unreliability of shortwave radio transmission. Yet less than 10 years later,
we were making transatlantic calls by satellite.

Presidents Truman and Eisenhower conducted studies of this accelerating
trend and the need for improved Executive organization. President Kennedy
ordered a limited reorganization for emergency communications in 1963.
President Johnson established a task force on communications policy that
proposed, as one of its major recommendations, the establishment of a new
entity within the Executive Branch--"a long-range planning, policy-formulating
and coordinating, and mission-support capability which can serve to integrate
the various roles in which the Executive Branch is presently engaged."
When the present Administration took office, it initiated extensive discussions
on this subject among representatives of Government and industry, and carefully
examined the merits of alternative reorganization forms. Last year President
Nixon submitted, and the Congress approved, Reorganization Plan No. 1 of
1970, establishing the Office of Telecommunications Policy. The functions of
the Office were further specified in Executive Order 11556.

II. FUNCTIONS

The specific responsibilities assigned to OTP are set forth in the Reorgani-zation Plan and the Executive Order, copies of which I submit for the recordand will be happy to distribute if you wish. You already have our budget
estimates before you which go into our specific programs in some detail. For
the balance of this presentation I would like to give you some examples of the
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matters which currently occupy our attention in the three major subject
areas with which we deal.

A. Government Communications:

We are responsible for establishing policies and procedures for the
management of the Federal Government's own communications systems.
Federal communications systems serve a variety of purposes, ranging
from telephone service communication between fire prevention personnel
in national forests to command and control of our strategic missile systems.
It has been estimated that the Government's investment in communications
equipment is almost $50 billion. The annual expenditure for these systems
is somewhere between $5 and $10 billion; the imprecision of this estimate
is testimony to the absence, prior to OTP, of any agency which could focus
upon overall Government expenditures.

Some of the major policy issues with which we are presently concerned in
the field of government communications are the following:

( 1) National Warning and Alert Systems:

It is imperative that the nation have a warning system, available for
use in the event of attack or natural disaster, in which the public can have
absolute confidence. The recent failure of the Emergency Broadcast System
(EBS) has shaken that confidence, and has raised serious questions about our
-ability to respond to major emergencies. This Office is now in the process of
subjecting both EBS and our National Warning System to an intensive review
to assure their reliability and responsiveness to varying needs.

(2) Oversight of Federal Communications Expenditures:

As the expenditures of the Federal Government for communications--
including research and development in the field--have grown to their current
level, it has become both increasingly important and increasingly difficult to
avoid duplication and waste. An example is the relationship between AUTOVON
and FTS: The Federal Telecommunications System (FTS) is a voice and data
communications system, managed by the General Services Administration and
used by all Federal Government agencies. In addition, the Department of
Defense maintains a separate voice communications network (AUTOVON) and
a separate data communications network (AUTODIN). Interconnection between
FTS and AUTODIN has been achieved, but at the present time the Department
of Defense voice system has no access to, and is not accessible from, the voice
communications systems serving the rest of the Government. This situation is
not only inconvenient but perhaps very costly. This Office, working with the
General Services Administration, the Department of Defense and the Office of
Management and Budget has undertaken to determine what improvements and
economies can be achieved.
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(3) Spectrum Allocation Procedures:

Approximately half of the radio frequency spectrum is now allocated

to the Federal Government and used by the various agencies of the Federal
Government. I am responsible for the appropriate allocation of this Federal
Government use of the spectrum, and in carrying out that responsibility, I
rely heavily upon the advice and assistance of the Interdepartment Radio
Advisory Committee composed of representatives of 17 Federal agencies that
make extensive use of the spectrum. The spectrum is a limited--and therefore
valuable--resource. Highly complex and very difficult decisions must be made
about who will be allowed to use what frequencies, for what purposes, where.
As the demands on the spectrum for various public and private uses multiply

new methods of spectrum planning and management will be required. OTP is
exploring such methods jointly with the FCC which allocates the spectrum to
non-Federal users.

B. Private Domestic Communications: 

The United States has the largest communications industry in the world.

Our per capita expenditure on communications services of all kinds exceeds

the total per capita income of many nations. Almost 5% of our gross national
product is devoted to electronic communications. Except for health services
and education, it is the most rapidly growing sector of our economy. OTP is
responsible for clarifying the significant policy issues concerning electronic
communications and for formulating and presenting the Administration's

positions in this field to the Congress, the FCC, and the public. Some of the

current and important issues are the following:

(1) Specialized Carriers:

Advances in electronic technology have created the need for, and made

possible, many new kinds of communications services in addition to the familiar

telephone and telegram services. Having quantities of data and methods of

doing business at the disposal of small companies may equalize the competitive
advantage held by larger corporations. Microwave relay and satellite systems

can carry enormous amounts of information, including television signals,

computer data, and facsimile; new low-cost information machines make these
large quantities of data and information widely available. Such new systems
present the nation with the policy question whether the common-carrier monopoly
historically held by telephone companies should be extended to some or all of
these new fields; whether new common or quasi-common carriers should be
allowed to enter this field; or whether competition should be allowed. If
competition is to be allowed, we must decide what pricing limitations should
be imposed upon the protected-monopoly common carriers.



- 5 -

(2) Mobile Communications  Services:

Ours is a mobile society. As a result, our communications systems
must become mobile as well. This is already a reality in the area of broad-
cast communications—the car radio, the pocket radio, and the TV set small
enough to take to the beach. There are increasing demands for similar
flexibility in our person-to-person communications—personal paging devices
such as many doctors now have, radio-dispatched vehicles for the small
businessman, and pocket or car telephones for everyone. Mobility, however,
stretches the capability of the wire; most of these new services must utilize
the radio frequency spectrum. A pressing issue at the present time is how
space is to be found for mobile person-to-person communications on an
already crowded radio frequency spectrum.

Even more importantly for the long run we must develop a sound
technological and institutional framework that will permit a substantial growth
in mobile communications not possible under current arrangements.

(3) The Fairness Doctrine:

In exercising its responsibility to insure that broadcasting meets the
"public interest, convenience and necessity," the FCC has over the years
developed the "Fairness Doctrine." This refers to what is becoming an
increasingly detailed and confusing set of rules and decisions, intended to
assure that broadcasters present fairly both sides of controversial issues of
public importance and provide opportunity for response to personal attack.
There is concern that what was originally intended to spur public debate and
increase public awareness has now come to have the opposite effect, since
the risk of violating the Fairness Doctrine can be reduced by minimizing
discussions of public issues. The time has come for an overall reassessment
of the doctrine and its effects--including its application to the political field
and the threat of governmental content control.

(4) Protection of Private Rights in the Computer Culture:

Computers make it possible to accumulate data banks which contain
vast quantities of data with considerable proprietary value and information
concerning millions of our citizens. Electronic communications make this
information readily accessible to people in remote locations. The way in
which it is assembled, used, and distributed may profoundly affect lives,
careers, and incomes. On occasion, the assembled information may be
inaccurate. Should the individual have some right to learn about this and
correct it? What restrictions should be imposed upon the communications of
such accumulated information to other persons? What procedural and privacy
safeguards should be required?
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(5) Cable-TV and Over-The-Air Broadcasting:

One of the new technologies, coaxial cable, permits the distribution
of television signals by wire--and a much larger number of signals than over-
the-air broadcasting. Cable seems to have the technological potential of
providing a new diversity, flexibility, and quality in television programming.
There may be some danger, however, that it could destroy our present system
of over-the-air television without providing a satisfactory substitute. At the
present time, some cable systems are permitted to import "distant signals"
from broadcast stations many miles away without making any payment for the
use of such material, either to the broadcasters or to the copyright owners
from whom the broadcasters have purchased performance rights. There is
general agreement that this is wrong, but no consensus as to how the payment
should be required. The FCC has required cable systems above a certain
size to originate programs. Some feel that the desirable policy would be the
direct opposite of this--that origination of programming by the cable system
owner should be positively forbidden so that an anti-competitive common
control of program production and telecast distribution will not develop. Cities,
counties, and states in addition to the FCC have all imposed upon the new
medium varying, often confusing, degrees of regulation which may conflict
now or in the future. These and many other problems pertaining to cable do
not fit. existing regulatory molds and almost certainly will require new
legislation.

(6) Domestic Satellites:

American technology launched the first commercial communications
satellite for international use in 1965. Six years have passed, and even though
American private industry has been willing and able, the American public still
does not have the benefit of even a satellite system for national communications.
The problem has not been money or technology, but simply governmental delay
and indecision concerning how domestic systems should be authorized. Should
there be one company granted monopoly rights from the outset, or should the
field be open, at least initially, to all entrants? Should telephone common
carriers be permitted to enter the field? Should Comsat? What special
requirements should be imposed, or special privileges granted, to assure
service to Alaska and Hawaii?

C. International Communications 

International communications traffic has historically grown at an annual
rate of about 15%. Americans now spend more than $530 million a year for
this purpose and are expected to be spending more than $5 billion by 1980.
International communications are not only important for the conduct of over-
seas business; in the open world which we seek, they heavily affect the way
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in which nations view one another. It is now possible to call London from
New York City by simply dialing the number. Last week, a world champion-
ship boxing match taking place in Monte Carlo was watched by United States
sports enthusiasts on network television. In an era when so many new tech-
nologies seem only' to facilitate war, creative development of the new
technologies of communications is a great chance for peace. Such development
requires the resolution of many policy issues, on which OTP will be developing
proposals and working closely with the Congress and the FCC.

( 1) Structure of the Industry:

At present this country's international private communications are
handled by several companies—most of the telephone traffic by AT&T, and
most of the data traffic by ITT World Communications, RCA Global Communi-
cations and Western Union International. By decision of the FCC, AT&T
divides its telephone traffic originating in this country between submarine
cables and satellite circuits leased from the Communication Satellite Corpora-
tion (Comsat). Comsat is a private corporation authorized by Federal statute
whose Board includes Presidentially appointed directors and representatives
of other U. S. carriers that buy service from Comsat. The complexity and
conflicting incentives built into this industry structure may increase the cost
to the public of overseas messages; they certainly place the United States at
a severe disadvantage in negotiating with other countries, each of which is
usually represented by a single entity. There have been questions raised about
this structure for many years; with the tenfold increase in traffic projected by
1980, the Congress and others have been calling for a review of existing
legislation and the development of new policy.

(2) The Balance between Satellites and Underseas Cables:

No landing of an undersea communications cable may be made within

the United States nor may any communications satellite be placed into service

without governmental approval, determined by the FCC. Because of our •

regulatory structure, if insufficient or excessive capacity is authorized, or if

an unreliable or technologically outmoded system is authorized, the private

and public consequences are serious. There are at times sharp disputes

concerning projected capacity, as well as the relative merits of cables and

satellites. These disputes are routinely resolved, in one way or another, in

the context of a particular cable or satellite application, but they arise from

a failure to address fundamental questions of long-range planning on which the

views of industry and several governmental agencies must be sought and

coordinated.

(3) International Negotiations:

International communication requires international agreement. Two
systems need governmental approval at both ends--for cable landings or
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satellite earth stations, for rate structures, for connection into the national
communications networks. Even one-way broadcasting requires international
agreement, since interfering spectrum uses must be avoided. The first

permanent forum for such international arrangements was the International
Telegraph Union, established in 1865. Its successor is the International
Telecommunications Union, established by the Madrid Conference of 1932

and recast into its present form by the Atlantic City Conference of 1947.
This organization holds Plenipotentiary Conferences at approximately 5-year
intervals, and sponsors much more frequent Administrative Conferences to
negotiate changes in the International Radio Regulations and the International
Telephone and Telegraph Regulations. In addition to ITU proceedings there
are frequent special negotiations with one or more foreign nations--such as

those now in progress here in Washington among the members of the Inter-
national Telecommunications Satellite Consortium (INTELSAT). Such

negotiations can have significant commercial, social, and political consequences

for the United States. OTP is responsible for providing communications policy

guidance for these negotiations to the Department of State.

In all of the areas I have discussed above--and in particular the private

domestic and international fields--it is not my intention to create the impression

that OTP is the final policy maker. Communications policy in this country is

ultimately made by the Congress. It is interpreted and applied by the FCC in

the exercise of its regulatory responsibilities. As in other fields, however,

the Executive Branch has an important role to play--by making known to

Congress, the FCC, and the public its considered views on communications

policy matters and their relationship to the broad scope of national concerns;

by proposing legislation to the Congress where necessary; by providing a forum

for the opinions of the public and industry; and by stimulating national discussion

on issues of national consequence. In the field of management of the Govern-

ment's own communications systems my Office does exercise considerable

authority though even there we feel strongly that our approach, insofar as

possible, should be to coordinate rather than to control. In the field

of non-Government communications, on the other hand, we are

merely a partner in the policy-making process, dealing in behalf of the

Executive Branch with the Congress, the public, the industry and the FCC.

(Chart #4)

III. ACCOMPLISHMENTS OF THE OFFICE

The most important thing we have done in our first six months is, frankly,

to organize the office and form the nucleus of a staff capable of dealing with

the kinds of policy problems I have just discussed. I am sure you are aware

that the job of building a new agency and establishing its relationship with other
Government agencies is enormously time consuming. When OTP was originally
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established, it was contemplated that it would have a staff of
 65 people. The

present budget request would enable
 us to continue our orderly growth in the

coming year until we have reached
 that original minimal level. I may add

parenthetically that we do not anticipate ever growi
ng much beyond that level.

The Office was intentionally
 structured in such a way as to avoid the building

of a new bureaucracy. Consequently it was located within the Executive

Office of the President; technical sup
port is provided by staff units in various

Government departments. In particular, the Department of Commerce has

the mission of supplying OTP with broad technical s
upport and with administra-

tive support in the frequency management process. 
I am pleased to report

that we are now beginning to function effectively in the
 role that the President

and the Congress set for us.

While in the process of building our organization, we 
have felt it important

to press forward on a number of substantive issues.
 Some of these are

•still underway, but I might ment
ion two completed projects of some importance.

• First was the establishment of an aeronautical satelli
te policy for the United

States. It had been apparent for several years that the rapid 
increase in

aircraft traffic on international routes and the limited 
capability of existing

communications systems would soon require the use of s
atellite communications

for aeronautical navigation over the Atlantic and Pacific
 Basins. There had

nevertheless been extended delay in making the necessar
y arrangements,

because of disagreement on technical matters among Fe
deral agencies and

within the private sector, and because of the absence o
f any single forum in

which the Federal decision could ultimately be made. 
The National Aeronautics

and Space Administration and the Federal Aviation 
Administration were about

to proceed with overlapping and incompatible programs 
which could have

wasted a substantial amount of money. One of the first accomplishments of

the Office was the establishment of a Government policy 
for aeronautical

satellite communications, arrived at after consultation 
with representatives

of various Federal agencies, private airlines and foreign 
governments. It

sets a time frame for development of the system and es
tablishes the outlines

of Government-industry cooperation and guidelines for
 international cooperation.

This policy was announced last January. Since that time OTP has been

following through to see that it is promptly implemented. 
This is an example

of the type of policy which OTP will be developing -
- not policy in the abstract

but a specific definition of management relationships 
to hasten the conversion

of new technology to benefit the public and to conser
ve public funds.

The second major project which has been substantiall
y completed is

coordination of United States preparation for the World 
Administrative Radio

Conference on Space to be held in Geneva next month. The process of estab-

lishing detailed United States positions is a lengthy 
one, requiring consultation

with industry, Federal agencies ranging from H
EW to DOD and, of course,

the Department of State. The decisions rea
ched in these international negotiations

will be submitted to the Senate for ratificat
ion as a treaty; they will affect

the growth and development of spac
e communications over the next decade.

Our major positions have at this p
oint been established. The briefings of
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the Chairman to our delegation have been commenced, and we look forward

to a successful session in Geneva.

I should also make mention of three policy proposals which will be
announced in the near future. One is legislation for the long-term financing

of the Corporation for Public Broadcasting and for the support of educational
broadcasting in general. The second is an Executive Branch policy statement
concerning the planning of satellite and cable facilities for transatlantic
communications. And the third is an updating and amplification of the
Executive Branch policy on domestic satellites which was originally announced
before formation of this Office, a year ago January.

I have thought it most important, at this first formal appearance before
this Committee, to give you this overview of what the Office of Telecommuni-
cations Policy is and what it does. Needless to say, I have not made mention
of everything we are engaged in, nor have I gone into much detail. I hope,
nevertheless, it was enough to give you the general sense of what this Office
is meant to do. I will now be happy to reply to any questions you may have
concerning the Office and its budget proposal.
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1
I am pleased to have this

 opportunity - to appear before

you today, .to discuss so
me aspects of the First Amendment

which it is an important conce
rn of my Office to protect.

I wish to address my remar
ks specifically to the First Amend-

ment implications of the two mos
t significant innovations

in our mass communications sy
stem during the past decade.

The first of these is cable televis
ion. Coaxial cable

and related technologies enabl
e large numbers of electronic

signals--television signals included
--to be carried directly

into the home by wire rather tha
n being broadcast over the air.

There is no particular limitation 
on the number of signals

which can be provided; systems now be
ing constructed typically

have the capacity to carry abou
t 20 television channels, -

and can be readily expanded t
o 40.

The original use for this technology w
as "CATV," or

Community Antenna Television. As its name implies, that

involved no more than the use of cable
 to carry broadcast

signals picked up by a high master an
tenna into homes in areas

where reception was difficult. 
In recent years, however, use

of the technology has progre
ssed far beyond that. Many cable

systems now use microwave relay 
systems to import television

signals from far distant cities.
 Some originate programming

of their own, and make unused
 channels available to private

individuals, organizations, schoo
ls, and municipal agencies.

Looking into the future, cable tech
nology has the potential

to bring into the home communication
s services other than

television--for example, accounting an
d library services,
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.remote medical diagnose
s, access to computers, and per

haps

even instantaneous fac
simile reproduction of news an

d other

printed material. But I wish to focus upon the im
mediate

•••••• 
•

consequences of cable,-and-in p
articular its impact upon mass

communications.

I do not have to belabor the poi
nt that the provision

of 20 to 40 television chann
els where once there were onl

y

four or five drastically al
ters the character of the mediu

m.

It converts a medium of sca
rcity into a medium of abundanc

e.

As this Subcommittee is awar
e from earlier testimony, o

ne of

the most severe problems wh
ich must be faced by broadca

sters

today is the allocation of limi
ted broadcasting time--allo

cation

among various types of program
ming, and allocation amon

g the

many groups and individuals who
 demand time for their 

point

of view. Cable, if it becomes widesp
read, may well change

that by making the capacity of 
television, like that of

 the

print media, indefinitely expa
ndable, subject only to the

economics of supply and demand.

Of course the new medium also brin
gs its own problems,

several of which are immediately rel
ated to First Amendment

concerns. Economic realities make it very unl
ikely that any

particular community will have more 
than a single cable

system. Unless some structural safeguard or
 regulatory

prohibition is established, we ma
y find a single individual

or corporation sitting astr
ide the major means of mass

communication in many areas.



: The second aspect of this new t
echnology which bears on

the First Amendment is, to my min
d, the more profound and

fundamental, because it forces us to q
uestion not only where

•••••

we are going in the-future-, but also w
here we have been in

the past. That aspect consists of this: the basic premises

which we have used to reconcile broadcast
ing regulation with

the First Amendment do not apply to cabl
e.

In earlier sessions of these hearings, 
this Subcommittee

has heard three principal justification
s for Government

intrusion into the programming of broadcast
 communications:

The first is the fact of Government licensi
ng, justified by

the need to prevent interference between 
broadcast signals.

But with cable, there is nothing broadcast ov
er the air, no

possibility of interference, and hence no una
voidable need

for Federal licensing. The second is "the public's own
ership

of the air waves" which the broadcaster use
s. But cable does

not use the air waves. The third is the physical li
mitation

upon the numbor of channels which can be b
roadcast in any area--

meaning that there is oligopoly control 
over the electronic

mass media, in effect conferred by Feder
al license. But

the number of feasible cable channels far
 exceeds the antic-

ipated demand for use, and there are vari
ous ways of

dispersing any monopoly control over wha
t is programmed on

cable channels.

In other words, cable television is now confronting 
our

society with embarrassing question: Are the reasons we

have given In the past forty-odd y6ars for denying to the
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media the same First Amend
ment freedom enjoyed 

by

media really reasons--or on
ly rationalizations.

that we now require (as we i
n effect do) that eac

h

television satin present 
certain types of

programming--news, religi
on, minority interest, ag

riculture,

• public affairs? Why is it that our courts r
epeatedly intervene

to decide, or require 
the FCC to decide, what iss

ues are

controversial, 1:aow many si
des of those controversi

es exist,

and what "balance" shoul
d be required in their p

resentation?

Is it really because the
 detailed governmental 

imposition of

such requirements is ma
de unavoidable by oligop

oly control of

media content or by the
 need to decide who is a 

responsible

licensee? Or is it rather that we have, as
 a society, made

the determination that
 such requirements are goo

d and therefore

should be imposed by the Gover
nment whenever it has 

a pretext

to do so? And if it is the latter, is this
 remotely in accor

d

with the principle of th
e First Amendment, which 

(within the

limitation of laws against obscen
ity, libel, decep

tion, and

criminal incitement) forbids the
 Government from d

etermining

what it is "good" and "not good
" to say?

This stark question is inescapab
ly posed by cable 

tech-

nology. The manner in which we choose 
to regulate cable

systems and the content of ca
ble programming will 

place us

squarely on one or the oth
er side of this issue. 

Perhaps

the First Amendment w
as ill conceived. Or perhaps it was

designed for a simpler
 society in which the p

ower of mass

media was not as immen
se as it is today. Or perhaps the



'First Amendment remains s
ound and means the .same thing now

as it did then-. The a
nswer to how we as a nation feel on

these points will be framed as we estab
lish the structure

••••••

within which cable television will grow.

Because the President realizes that such fuhdamenta
l

•
issues are involved, he has determined th

at the desirable

regulatory structure for the new technology d
eserves the

closest and most conscientious consid
eration of the public

and the executive and legislative br
anches of Government.

For this reason, he established last
 June a Cabinet-level

committee to examine the entire question and
 to develop

various options for his consideration. Not surprisingly, in

view of the magnitude and importance of
 the subject, the work

of the committee is not yet
 completed. I assure you, however,

that First Amendment concerns such
 as those I have been

discussing are prominent in our deliberations--as I 
hope they

will be prominent in yours when the Con
gress ultimately considers

this issue.

I now wish to turn to what I consider
 the second major

innovation in our mass communications system durin
g the past

decade--the establishment of a Corporati
on for Public Broad-

casting, supported by Federal funds. The ideals sought by this

enterprise are best expressed in the following
 excerpt from

the Report of the Carnegie Commission on
 Educational Television.



"If we were to sum up o
ur proposal with all the

brevity at our command, we wo
uld say that what

we recommend is freedom.
 We seek freedom from

the constraints, however ne
cessary in their context,

of commercial television. 
We seek for educational

television freedom from the pressu
res of inadequate

funds. We seek fer the artist, the techni
cian, the

journalist, the scholar, and the p
ublic servant

freedom to create, freedom to innov
ate, freedom to

be heard in this most far-reach
ing medium. We seek

for the citizen freedom to view,
 to see programs that

the present system, by its incompl
eteness, denies him.

IT

In addition to this promise, public
 television also holds

some dangers, as was well
 recognized when it was establishe

d.

I think most Americans wou
ld agree that it would be dangero

us

for the Government itself to
 get into the business of running

a broadcasting network. 
One might almost say that the fre

e-

speech clause of the First Amend
ment has an implicit "non-

establishment" provision similar to th
e express "nonestablishmen

t

restriction in the free-exercise-of-religi
on clause. Just as

free exercise of religion is render
ed more difficult when

there is a state church, so also the f
ull fruits of free

speech cannot be harvested, whenthe Go
vernment establishes

its own mass communications network
. Obvious considerations

such as these caused Federal support o
f public broadcasting

to be fashioned in such a way as t
o insulate the system as 

far

as possible from Government interf
erence.

The concern went, however, even furthe
r than this. Not

only was there an intent to prev
ent the establishment of 

a

Federal broadcasting system, but
 there was also a desire to

avoid the creation of a large
, centralized broadcasting 

system

financed by Federal funds--th
at is, the Federal "esta

blishment"



• of a particular network. The Public Broadcasting Act of 1967,

like the Carnegie Commission Report which gave it birth,

envisioned a system founded upon the "bedrock of localism,"

the purpose of the national organization being to serve the

needs of the individual local units. * Thus it was that the

•
national instrumentality created by the Act--the Corporation

for Public Broadcasting--was specifically excluded from

producing any programs or owning any interconnection (or

network) facilities.

Noncommercial radio has been with us for over 50 years and

noncommercial television for 20. They have made an important

contribution to the broader use of communications technology

for the benefit of all. The new Corporation for Public Broad-

casting has, for the most part, made a good start in expanding

the quantity and quality of programming available to local non-

commercial broadcasting stations. There remain important questio

about the most desirable allocation of the Corporation's funds

among educational, instructional, artistic, entertainment, and

public affairs programming. But most importantly, from the First

Amendment standpoint, there remains a question as to how

successful the Corporation has been in avoiding the pitfalls

of centralization and thereby of Government "establishment."

Now that we have a few years' experience under this new system,

we see .a strong tendency--understandable but nonetheless

regrettable--towards a centralization of practical power and

authority over all the programming developed and distributed witl



Federal funds. Although the Corporation for Publi
c Broad-

casting owns.no interconnec
tion facilities, which the Act forb

ids

it funds entirely another organiz
ation which does so. Although

it produces no programs-it-self,
 which the Act forbids, the va

st

majority of the funds it receives ar
e disbursed in grants

to a relatively few "production cen
ters" for such programs as

the Corporation itself deems desirab
le--which are then distri-

buted over the Corporation's wholly 
funded network. We have

in fact witnessed the development of
 precisely that which

the Congress sought to avoid--a "Fourt
h Network" patterned

after the BBC.

There is, moreover, an increasing tend
ency on the part

of the Corporation to concentrate on 
precisely those areas of

programming in which the objection to "
establishment" is

strongest, and in which the danger Of pro
voking control through

the political process is most clear. No citizen who feels

strongly about one or another side of a m
atter of current

public controversy enjoys watching the o
ther side presented;

but he enjoys it a good deal less when i
t is presented at his

expense. His outrage--quite properly--is expres
sed to, and then

through, his elected representatives who
 have voted his money

for that purpose. And the result is an unfortunate, 
but

nonetheless inevitable, politicization 
and distortion of an

enterprise which should be above fact
ion and controversy.

Many argue that centralization i
s necessary to achieve

efficiency, but I think it is de
monstrable that it does not

make for efficiency in the 
attainment of the objectives for



-which public broadcasting 
was established. For those objec-

tives are variety and diver
sity--almost inherently antithetical

• to unified control. To choose for public broadcasting the
or.

goal of becoming the' "Fourth Netwo
rk" is to choose for it

the means which have brought succ
ess to the first three--

notably, showmanship and appeal to mass
 tastes. This is not

to say that there should be no n
ationally produced programming

for public television. Some types of programming not offered

on commercial television requir
e special talent, unique

facilities, or extensive funds that can 
only be provided at

the national level; it is the prop
er role of the Corporation

to coordinate and help fun
d such programming. But both for

reasons of efficiency and for the poli
cy reasons I have -

discussed above, the focus of the system
 must remain upon the

local stations, and its object
 must be to meet their needs and

desires.

The First Amendment is not an isolated
 phenomenon within

our social framework, but
 father one facet of a more general

concern which runs throughout. For want of a more descriptive

term we might describe it as a
n openness to diversity. Another

manifestation of the same fundamental prin
ciple within the

Constitution itself is the very struct
ure of the Nation which

it established--not a monolithi
c whole, but a federation of

separate states, each with the abi
lity to adopt divergent laws

governing the vast majority of it
s citizens' daily activities.

This same ideal of variety and diversity
 has been apparent in

some of the most enduring legislation enact
ed under the Federal



Constitution. Among the ae was the Communications

Act ,of 1934. Unlike the d broadcasting systems of

other nations, such as Frmgland, the heart of the

American -system was-to-be station, serving the 
needs

4
and interests of its loca2yLand managed, not acco

rd-
:

•
ing to the uniform dictatentral bureaucracy, but

according to the diverse of separate individuals

and companies.

In 1967, when Congreg the Public Broadcasting

Act, it did not abandon tland discard the noble 
experi-

ment of a broadcasting s17.1 upon the local stations 
and

ordinated towards diver-sit would indeed have be
en a

contradictory course, fore purpose of public broad-

casting was to increase, /an diminish, variety. 
It is

the hope and objective oftinistration to recall us 
to

the original purposes of I think it no exaggeration

to say that in doing so w6lowing the spirit of the

Constitution itself.-
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Mr. Chairman, Members o
f the Subcommittee, I welcome

the opportunity to a
ppear before you today to discuss t

he

pending public broadcast 
funding bills--H.R. 7443, H.R. 11807,

H.R. 12808--and the Administr
ation's plan for increased

financing of public broadcasting
in Fiscal 1973.

Mr. Chairman, I realize that you
 have been critical of

us for not coming forth wit
h a long-range financing plan for

public broadcasting. I regret the delay. I have

with this problem for almost
 a year. Others have

years. I need not tell this Subcommittee t
hat it

wrestled

tried for

is an

exceedingly complex and difficult prob
lem--one that involves

basic assumptions about the role
 and structure of the public

broadcasting system in our country and h
ow Government should

interact with that system. We expect to solve this proble
m

before the end of Fiscal 1973
. With due deference, I do not

believe that the Bills under considera
tion solve it. In

order to comment specifically on
 the Bills, let me discuss

briefly the background of our efforts o
ver the past year.

BACKGROUND 

Last year, the President's budget message
 stated that an

improved financing plan would be devised fo
r the Corporation

for Public Broadcasting (CPB). My Office worked closely wit
h

representatives of CPB, the National Asso
ciation of Educational

Broadcasters (NAEB), HEW, the FCC, and ot
her interested groups.

But we were not able to develop a
n acceptable long-range
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financing bill. One of the principal issues concerned the

method for CPB distribution of operating funds to loca
l

educational broadcast stations, and whether the method sh
ould

be specified in the statute. We feel strongly that a

distribution formula should be set out in the statute to

assure that the local entities would have the financial

strength to counterbalance the growing dominance of CP
B and

its network arm--the Public Broadcasting Servic
e.

Indeed, the Carnegie Commission felt so strongly about

the need to disburse operating funds free of the
 Corporation's

discretion that it recommended an approach that would have

had HEW distribute all operating grant funds to the station
s.

As Dr. Killian stated in his testimony on the 1967 Act
, the

principal reason for this separation of funding responsibilities

was a fear that, if the stations had to look to the

Corporation for their "daily operational requirement," it

would lead "naturally, inevitably, to unwise, unwarranted
 and

unnecessary centralization of educational broadcasting."

However, the Congress provided for operating funds to com
e

from CPB, and operating support was to have been one 
of

CPB's principal responsibilities. Unfortunately, CPB has

never devoted enough funds to this purpose.

By October it was clear that we were not making any

progress toward an acceptable financing plan, and I wanted
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to explain the situation to the educa
tional radio and TV

stations, many of whom are in severe financial di
fficulty.

I did so at the annual NAEB Convention. The particular

financing controversy was only illustrative of the 
underlying

issues concerning the shape the Congress wanted p
ublic

broadcasting to take, and I focused on these fundame
ntal

issues.

Reduced to their essentials, my concerns are that:

1. The independence of the local stations has

suffered because CPB has not devoted sufficient

funds to station support grants and grants for

purely local program production.

2. Local station autonomy has been undercut by the

CPB and PBS use of interconnection facilities to

establish a fixed-schedule, real-time network

contrary to the intent of the 1967 Act.

3. Program diversity has not been enhanced, since

national programs are produced or acquired in

effect by CPB's "in-house" production entities,

which are also local broadcast stations. Moreover,

the national programming seeks a mass audience

for news, public affairs, and entertainment 
programs.

4. Not enough attention is devoted to achievin
g two

important balances: the balance between local and
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national programming, and the broad balance among

cultural, entertainment, news, public affairs,

educational and instructional programs.

H.R. 7443 and H.R. 11807 

With this as background, let me turn to the specifics

of H.R. 11807 and H.R. 7443. First, as to both, the level

of funding is too high. When all of the other demands on

the Federal budget are considered, it is unfortunately not

possible to devote a total over five years of $500 million

(H.R. 7443) or $575 million (H.R. 11807) to public broadcasting.

Moreover, H.R. 7443 provides all of these funds to CPB,

without specifically requiring any distributions for station

support. H.R. 11807 is better, since it requires CPB to

earmark at least 30 percent of its funds for this purpose,

but here too the amount and nature of the distributions to

particular licensees are left to CPB's discretion, albeit a

discretion that must be exercised in consultation with public

broadcasting representatives. First, we think that a more

substantial share of CPB's funds should be passed on to the

local stations. When CPB funding gets as high as $65 million,

as it would in the first year of funding under this Bill, at

least half should go to the stations. Thereafter, an even

greater proportion of CPB funds should be distributed to

the stations.
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Second, H.R. 11807 does not specify th
e criteria and

methods of distributing operatin
g funds to the stations.

We prefer to see a matching formul
a set out in the statute,

as it is in the facilities grant porti
on of the Communications

Act. This would give the stations the incentive 
to generate

financial support at the local level. The stations would

know that Federal matching funds would
 come directly to

them instead of being disbursed from a
 Treasury fund to CPB.

There's no immediacy to it when CPB then h
as to set aside

a fraction of the match and distribute
 it to all licensees

pursuant to industry-wide criteria. The stations are likely

to be more enthusiastic about loca
l fund raising when there

is an immediate prospect of a direct matc
h. Finally, it

would heighten the local stations' sense of
 autonomy and

independence if they had available a stable 
source of funds

of a known quantity, as a matter of statut
ory right and not

CPB discretion.

Furthermore, H.R. 7443 would not allow CPB 
to foster

the use of new communications technologies, 
such as video-

cassettes, broadband cable, and communication
s satellites.

H.R. 11807 is preferable in that it author
izes CPB to

encourage educational and instructional use
s of these tech-

nologies.
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H.R. 12808 

Turning now to H.R. 12808, we have not yet asses
sed the

full import of some of the modifi
cations this Bill would make

in the present Act., However, the Bill addresses some very

real issues, such as the restoration of bal
ance between the

local stations and CPB. The Bill would take the inter-

connection and station support functions away fro
m CPB, and

have HEW support the operating costs of t
he stations. The

stations could then make their own interconnec
tion arrange-

ments. Indeed, a number of educational broadcasters are

considering the feasibility of just such an arrangement.

Some other features such as station representati
on on the CPB

Board of Directors; prohibitions on promotional and lo
bbying

activities, as well as on funding of programs on partisan

political controversies, are worthy of consideration. Other

features of the Bill, such as the limitation on funding from

a single source and the mandatory GAO audit, may be too

restrictive. In any event, the cumulative effect of all these

features might be to erode the functions that are both necessarily

and properly performed at the national level by CPB.

ADMINISTRATION PROPOSAL 

In addition to the specifics of the pending long-range

financing Bills which I have discussed, as a general matter, we

do not believe that a long-range financing plan should be pressed

at the present time. This is not to say, however, that the diffi-

culty in devising such a funding approach should stand in the way
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of continuing the sou
nd development of public broadcasting at a

time when its responsibilities ar
e many but its resources are

spread thin. Therefore, the Administration's Bill provid
es

for a oneyear extension of CPB's authorization
 at an increased

funding level and directs operating support 
grants to the

local stations. The reasons we have not submitted a long-

range financing plan are neither complex nor d
evious. One

reason the Congress chose to defer long-range 
financing

in 1967 was that CPB was an unknown quantity. 
It would have

to go through a development phase before its 
structure would

be sufficiently set to warrant such a finan
cing plan. Today

that development process is continuing. The relationships

between the central organizations and the local
 stations

are still relatively unclear. Indeed, the CPB Board has

just authorized a study to define these r
elationships. Until

these matters are clarified and the directions 
are better

defined, we believe that it would be more sound 
for the Congress

not to rush forward with a long-range plan 
during this Session.

The 1967 Act needs substantial refinement to 
provide a

stable source of financing, to define clearly 
and carefully

the respective roles of CPB and the local 
stations, and to

take account of technological changes that have 
occurred

since 1967. While these revisions are under conside
ration,

our one-year extension Bill would allow th
e growth of the

public broadcast system to proceed soundl
y, during the critical

development stages it is now in. Continuing the Administration's
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record of increasing funds for public broadcasting--t
he

appropriations will have increased by $40 million from Fiscal

1969 to Fiscal 1973--the present Bill adds $10 million to

CPB's current level' of funding, for a total of $45 million,

of which $5 million must be matched by funds derived elsewhere.

In addition to the extension and increase in authorization

for CPB, our Bill would provide a significant portion of

Federal funds to local educational broadcast stations. CPB

currently distributes over $5 million in general support grants

to the stations. Our Bill would add $10 million for Fiscal

1973 and establish a mechanism for distributing a total o
f

$15 million to the local stations, so that they will be

effective partners with the Corporation in the developmen
t of

educational broadcasting services for their communities.

The Bill provides for $2 million to be distributed to

public radio stations--almost doubling the general support

funds which the Corporation now provides them. Because of the

large number and enormously diverse nature of public radio

operations, the manner of distribution of these radio funds

is left to the discretion of the Corporation, to be exercised

in consultation with station representatives. The proportion

of the $15 million devoted to radio represents the approximate

share of total non-Federal public broadcasting support which

goes to radio.
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The statutory mechan
ism would also make availabl

e $13

million to approximate
ly 140 licensees of public te

levision

stations. Two types of grants would be u
sed for this purpose.

First, there would be a mi
nimum support grant of $50,000

 or

one-quarter the licensee's t
otal non-Federal, non-CPB s

upported

Fiscal 1971 budget, whiche
ver is less. Second, the licensee

would be entitled to a supple
mental giant based on the p

ro-

portionate amount which his
 Fiscal 1971 operating budge

t,

exclusive of Federal and Corpor
ation grants, bore to all

licensees' operating budgets dur
ing Fiscal 1971. There would,

however, be an upper limit
 on the amount of the suppl

emental

grant, since no licensee's
 operating budget would be 

considered

to exceed $2 million
 for grant purposes.

. We anticipate that, taking bot
h types of grants into

account, and with a total non-Feder
al Fiscal 1971 budget

of over $117 million fo
r all licensees, the minimum 

distribution

in the typical situation wou
ld be around $50,000 and t

he

maximum would be approximately
 $180,000. Station support

at this level of funding wou
ld give the licensee some 

breathing

time to work with all of us in devi
sing a more long-rang

e

financing plan.

CONCLUSION 

Mr. Chairman, I have endeavored
 to summarize the

Administration's position on publ
ic broadcast funding. 

I hope

that I have given you some
 idea of the problems tha

t concern us,
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and why we belie
ve it is better for now to seek i

ncreased

funding for another year.
 We will continue to work

constructively and earnestly ne
xt year with educational

broadcasters to resolve some of
 the issues that your hear-

ings have aired.

The Congress in the 1967 Act a
ttempted to give practical

effect to the Carnegie Comm
ission's eloquent plea for freedom

in the public broadcast
ing system, excellence in its program

-

ming, and diversity within 
that excellence. Despite the

arguments of some that diversi
ty and decentralization are

impractical and unworkable, or at
 least not the best way to

enhance the national impact of p
ublic broadcasting, the

Administration is not yet ready to aban
don the Congress'

grand design. CPB has made major strides in the relati
vely

short time since it was created. The programs it has supported

show that it has a great potenti
al in helping the educational

broadcast licensees meet their public
 interest obligations.

There should be no doubt on this
 point. I have focused

attention on problems with the pub
lic broadcast system because

there are problems. But there are also accomplishments and

successes that would have bee
n beyond the capacity of educa-

tional broadcasting if there
 had been no CPB.

CPB is still going through 
that extraordinarily difficult

process of self-examinatio
n and self-definition. Whether this

maturation process evolves an 
entity that can live up to the
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potential envisioned for it depend
s to some extent on deter-

minations reached by Government. We are continuing to play .

our role in a way that we feel best serve
s CPB, the local

stations, and the public. We agree with the view, expressed

strongly during these hearings, that there must be 
a workable

long-range financing plan, as contemplated by the Pub
lic

Broadcasting Act of 1967, and the Administration intend
s to

submit one before the proposed extension of autho
rization

expires.
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STATEMENT BY

CLAY T. WHITEHEAD

DIRECTOR, OFFICE OF TELECOMMUNICATIONS POLICY

Mr. Chairman and Members of the Subcommittee,I appreciate the opportunity to discuss with you the budgetrequests of the Office of Telecommunications Policy (OTP).You have before you our Budget Estimates in some detail;I would like to use this occasion principally to discussthe various activities on which those funds are to beexpended.

Initially, however, I want to volunteer a fewobservations concerning the numbers you have before you.
Our total request of $3,084,000, represents a net increase
of $484,000 above last year. The vast majority of that
is attributable to the increases in Civil Service compensationenacted by Congress this past session, and to the fact
that this is the first budget which contemplates operations
at a fully staffed level for the entire fiscal year.
We are seeking no increase in the level of our presently
authorized staff, and only a modest increase ($25,000)
in the funds which we may use for research that can be
done better or more economically on a contractual basis
than inhouse. I stated to you in our hearings last year
that it was not our Intention to create a huge bureaucracy
out of this new office; I stand by that statement, and
our activities to date and the current budget request
bear it out.

I appreciate the problem which you gentlemen face
in evaluating the efficiency and utility of an agency
that cannot measure its output in terms of applications
processed, miles of highway paved, or even radio and television
licenses issued and renewed. As our name indicates, our
contribution to Government is less quantifiable, but nonethe-
less valuable. Tho fruits of our endeavors are to be
found in governmental decisions--usually decisions rendered
by other governmental entities, including the FCC and
the Congress itself--which can affect the shape of United
States communications for years to come.
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I would like, therefore, to discuss with you in
some detail the major projects to which my Office has
devoted its energies during the last fiscal year, and
those which it intends to pursue under the proposed budget.
They fall into four major areas, namely domestic communi-
cations, Government communications, international communi-
cations, and spectrum management and use, with a number of
subcategories under each.



I. DOMESTIC COMMUNICATIONS

A. Common Carrier Communications

Common carrier communications is for the most part a
monopoly public utility service provided by the Bell system and
independent telephone companies. The performance of the industry

has come under increasing criticism in recent years, and it

has been proposed that various segments of common carrier
operations be opened to competition. In response to such proposals

the carriers have asserted that the benefits of economy of scale

and operational integrity derived from integrated ownership

and operation far outweigh any potential customer benefits from

competition.

OTP has initiated several investigations into these
questions. The ultimate aims of these studies are, first, to

develop recommendations as to which aspects of common carrier

operation can safely be opened to increased competition, and

which should remain under integrated control; and, second, to

determine the regulatory principles and practices best designed

to ensure that noncompetitive operations remain efficient and

innovative.

Principal studies and findings to date include the following:

1. Domestic Satellite Communications

OTP has found that there are insufficient economies of

scale in domestic satellite comminications to warrant government

restriction of competition. Its studies showed that all of the

satellite applications on file with the FCC arc economically

viable, technically compatible, and could be accommodated within

existing spectrum and orbital space. OTP therefore recommended

to the FCC that any technically and financially qualified applicant

be allowed to establish and operate satellite systems on a

competitive basis.

2. Specialized Communications Carriers

The entry of new communications carriers offering "special-

ized" services (0.9., data, private line, video interconnection,

etc.) in competition with the existing telephone carriers was

approved in ;:,rinciple by the FCC, but a number of issues which

could determinr, the pracLical feasibility of copetitive entry

were left unresolved--such as the allowable pricing .1-- spons-,, and
interconnection constraints.
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OTP has commenced investigation of the more importantunresolved issues, including the technical and economic impli-cations of alternative interconnection policies which will, amongother factors, affect competition in the supply of terminalequipment (e.g., telephone and data sets) to be used with theexisting telephone "network." These will be long-term studiesand could result in new FCC regulations or legislation.

3. Common Carrier Regulation

Even if it is feasible to introduce competition intoselective aspects of common carrier operations, it will affectonly about 10-20% of total operations. Most common carrieroperations, notably the public message telephone service, willcontinue to be a natural monopoly.

Effective regulation of natural monopolies is necessaryto prevent investments in inefficient facilities, excessiverates and profits, technological obsolescence, service degra-dation, and other problems, but it is difficult for governmentto second-guess a large public utility on detailed investmentand operating decisions. For this reason, in Fiscal Year 1973OTP will continue to explore the desirability of encouragingbetter public performance of regulated utilities through improvedpolicies rather than increasingly detailed regulation. Someof these policies include:

a. Alternatives to Rate of Return Regulation: Traditionalcommon carrier regulation is based on an agency-determined "fair"rate of return which requires establishment of a "rate base"(i.e., the amount of investment) and detailed information onprofit flow. But this method of regulation can create incentivesfor excessive investment in capital equipment and can distortnormal business decisions in other ways which affect technologicalprogress. OTP will attempt to determine (a) the magnitude of thedistortions, if any, caused by rate-base regulation and (b) whetherthere are alternatives to rate-base regulation. It is verydifficult to perform quantitative comparisons to test thehypothesis of rate-base distortions when dealing with a naturalmonopoly. OTP has studies underway in this area.

b. Depreciation Programs: Common carrier equipmentis typically depreciated over very long periods correspondingto the expected physical life of the equipment, although theuseful life is often much shorter due to rapid technological
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advances. This is only one aspect of depreciation policies
that affect common carrier financial decisions and customer
rates; other aspects are disposition of fixed asset salvage,
and separation of depreciable and nondepreciable investments.
In Fiscal Year 1973, OTP will undertake a comprehensive
investigation of depreciation practices, objectives, effects,
and alternatives in the common carrier industry.

B. Cable Television and Broadband Communications

Broadband cable systems represent a new communications mediumwhich can increase consumer choice in television programming andprovide many new communication services hitherto unavailable. Theimmediate effect of cable expansion, however, is to disrupt someof the distribution practices of the existing television industryand to threaten the economic position of some brbadcast stationsand copyright owners. There is urgent need for policies to guidc,the development and regulation of cable in such a fashion thatits enormous benefits can be rapidly achieved without deprivingthe society of its healthy programming industry and its essentialbroadcasting services.

OTP has undertaken a series of studies and investigations toidentify and illuminate Particular aspects of broadband cabledevelopment which require policy consideration, and to developpolicy recommendations. These include:

a. A study of the present and projected costs of broad-band cable systems, to serve as a basis for estimating futuregrowth patterns and rates of development of cable distributionsystems.

h. A study of the television program production industryand its economics, to serve as a basis for estimating the growthin new television programming likely to occur as a result ofcable system development.

c. A study directed to the development of an industrysimulation model to be used in conjunction with the results of(a) and (b) to predict future industry development.

d. Definition of a study project on projected consumer
demand for cable television under alternative policies.

In addition to these studies, OTP has provided suporting
ani;lysis and developed alternative policy recommendations for the
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President's Cabinet committee on cable television. In this work

it has examined, among other matters, the economic and social

effects of vertical integration in the production and distribution

of cable television programming; the probable impact of expected

cable growth on the broadcast and copyright industries; the
problems of access to the cable media by all segments of the

public and industry; and considerations pertaining to joint

ownership of broadcast, cable, and telephone facilities. Policy
alternatives pertaining to these various matters were developed

for consideration by the Cabinet committee. The results of this

activity have been presented to the committee, which is expected

to complete its report in the near future.

A significant achievement in the cable television field

was resolution of the long-standing controversy concerning distant

signal importation, that is, cable use of signals broadcast by

out-of-market television stations. The distant signal question

involved complex, interrelated issues such as CATV's need to

offer this service in order to attract capital and begin its

growth, the effect of distant signal competition upon the economic

stability of local radio and TV stations, program suppliers'

need for copyright protection, and the public need for a wide

diversity of quality program services. In August, the FCC announceC,

its intention to end the six-year "freeze" on distant signal

importation without provisions for copyright payment and copyright

exclusivity protection. This aroused great concern within the

broadcasting and copyright industries, which threatened to seek

Congressional action to stop implementation of the new rules.

While the outcome of such an effort was unclear, it would surely

have created uncertainty and delay in the regularization of cable

television growth. Since OTP believed further delay and uncertainty

would be harmful to the public interest, it took the initiative

in seeking to act as mediator in the dispute. The principal

parties ultimately agreed upon a compromise plan, the main feature

of which is to supplement the FCC's rules with regulatory and

legislative copyright and exclusivity provisions. The desirability

of this plan is now being considered by the FCC, which is completing

action or its now cable television rules, and by the Congress,

which is considering new copyright legislation.

In Fiscal 1973, OTP will continue its attempts to assist the
FCC and the Congress in resolving the complex, but fundamental,
policy questions that attend the full development of this new
technology. In this regard, OTP recently received the results
of a study on the feasibility of designing a broadband cable
pilot program for a few selected urban and rural communities to
demonstrate the utility of the technology to meet various needs
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in the fields of education, health information, vocational

training and assistance, and business. OTP is considering

how best to proceed in this area. OTP will also prepare

and document whatever legislation the President may deem

necessary to implement the recommendations of the Cabinet

committee.

C. Broadcastina

1. Public Broadcasting

The Public Broadcasting Act of 1967 created a framework

for educational and instructional broadcasting, largely as

envisioned by the Carnegie Commission on Educational Television.

However, the means of establishing a stable source of Federal

support funds which would avoid detailed government oversight

of program content, was left unresolved and has remained so.

In addition, the years since 1967 have witnessed the development

of important new technologies for which no provision is made

in the Public Broadcasting Act.

During the past year OTP sought to achieve amendments to

the Act which would eliminate both these deficiencies. It

consulted with interested organizations in public broadcasting

and with the re)evant agencies of government, and reviewed a

range of approaches to new legislation. In the summer of 1971,

it drafted and submitted for coordination to the Office of Manage-

ment and Budget a bill which made provision for new technologies

and established a financing plan consistent with the congressional

intent for public broadcasting in general, and for the Corporation

for Public Broadcasting (CPB) in particular. The bill was with-

drawn for modification when it appeared that CPB could not support

a financing approach that provided assured Federal funding of

individual public broadcast stations.

In order to provide for the immediate financial needs of

public broadcasting pending resolution of the difficult 
question

of long-term funding, OTP prepared and submitted to the 
Congress

this year an Administration Bill which increases t1-1:.= level of

Federal support by 30%, almost all of the increase to 
be directed

to local public broadcasting stations. Before this one-year Bill

expires, OTP hopes to achieve consensus on long-term
 legislative

proposals to meet the needs of public broadcasting in 
a manner

consistent with the intent of the 1967 Act.
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2. License Renewal Policy 

One of the major broadcasting controversies of recentyears has involved the triennial license renewal process.
Although all can agree that a broadcaster who has performedwell in the public interest should have his license renewed,the Congress, the FCC, and the courts have struggled with thequestions of what is good performance and what standard shouldbe used to judge the incumbent licensee's performance in theLace of a challenge to his renewal application.

In Fiscal 1972, OTP developed and proposed for public
discussion a wide-ranging series of suggestions for modifying
the Communications Act of 1934, one of which dealt with license
renewal policy. OTP pointed out the dangers of adopting renewal
standards that lead inevitably to government supervision of
program content. It proposed for discussion a more "neutral"
renewal standard that would place the primary emphasis on the
licensee's being attuned to the programming needs and interests
of his local audience. Using this standard, a premium would be
placed on the obligation to be directly responsive to community
problems and issues; licensees who had met this obligation
would be assured license renewal. This would lead to needed
stability in an industry that must make relatively long-term
commitments to public service.

In the coming year OTT2 hopes to work with interested
citizen and industry groups, the Congress, and the FCC to create
•a workable license renewal policy which assures industry stability
and service to the public.

3. Fairness Doctrine and Access to the Broadcast Media 

Another critical issueT-one that is central to the role of
the mass media in an open society--is that of public access to
the broadcast media for discussion of and information about
controversial public issues. The FCC's Fairness Doctrine requires
the broadcaster to make time available for the presentation of
contrasting viewpoints once a particular side of a controversial
issue of public importance has been expressed. Although not
originally contemplated, this "fairness" obligation is now being
enforced on an issue-by-issu, case-by-case basis, instead of
through an overall evaluation of whethc,r the broadcaster has

.kept the public well informed, with reasonable time for contrastinG
views. When enforced in this manner, the broadcaster's journal-
istic determinations are repeatedly second-guessed by agency and
courts, and the government decides who shall speak on what issues.



- 9 -

This diminishes the "free press" discretion of the licensee
and tends to convert broadcasting from a private enterpriseactivity to a government instrumentality.

A major incentive for case-by-case application of theFairness Doctrine is the fact that individuals' access to themedia for discussion of controversial issues can only effectivelybe achieved through that device. Broadcasters do not ordinarilysell their advertising time for such purposes--partly becausethey may be compelled to "balance" such presentations in theirProgram time.

One of OTP's projects in FY 1972 was a study of FairnessDoctrine enforcement and the closely related problem of access
to the media. In October 1971 it proposed for considerationseveral specific modifications of broadcast regulation in thesefields. It participated in the FCC panel discussions on theFairness Doctrine. It has published specific criticisms of
recent proposals for compulsory free "counter-advertising."

OTP will continue during the coming year to explore
various alternatives for solving the fairness and access
dilemmas. It will seek to assist the Congress and the FCC in
devising mechanisms to enhance free expression and to minimize
government intervention in the marketplace of ideas.

4. Radio* Regulation 

For many years radio broadcasting has been regulated
as an afterthought to television. Some of the rationales andassumptions, such as scarcity of outlets and restricted entry,
which shaped early radio regulation and still justify regula-
tion of television stations, have been rendered meaningless by
the phenomenal growth in the number of AM and FM radio stations,
offering widely diversified special program services to the
public.

After studying the issue during FY 1972, OTP proposed to
the FCC that it undertake an experiment in radio deregulation,
with a view toward lessening the regulatory controls on com-
mercial radio programming, commercial practices and other
nontechnical operations. The proposal was supported by an
OTP Staff Paper setting forth the reasons such an experiment
seemed appropriate and Promising. The FCC is now considering
this proposal and OTP intends to work with the Commission, to
the extent deemed desirable, in order to implement a pilot
plan.
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D. Federal-State Communications 

Communication issues affecting State and local governmentsarise in every substantive area and in varying contexts. Forexample, the planning of a national emergency communicationsystem requires State and local participation; regulation ofthe communications common carrier industry has traditionallybeen divided between the FCC and State public utility commissions;regulation of CATV systems has been divided between the FCC andlocal (municipal) authorities; public broadcasting and educationalcommunications involve State and local governments to a significantdegree; the operation of public safety communications systems(police, fire, ambulance, etc.) are usually under the directoperational control of local officials; and in many cases, localgovernmental communication facilities and services are funded inwhole or in part through Federal grant-in-aid programs.

To provide guidance and assistance to State and local govern-ments, OTP has undertaken one general and several specific tasks.The general task is to identify the various Federal assistanceprograms involving telecommunications, in order to advise Stateand local governments on the effective utilization of theseproarm,:, and in order to inform the Congress of duplications
or deficiencies. This review is now in progress under OTPsupervision, and should be completed by the end of Fiscal
Year 1972.

Among the specific tasks which OTP has undertaken in this
area are (a) assistance to the States of Hawaii and Alaska inidentifying communications needs which might be met through
modern technology (e.g., communication satellites), and in
developing plans and programs for using such technology;
(b) advice to local and State government officials concerning
the potential and the problems of broadband cable communicationsand CATV, and the desirable manner of State and local regulation;and (c) consultation with State public utility commissioners
concerning the impact of new specialized communications carriers,broadbyld cable systems, and data communications services on
tradiLionF,1 regulatory nolicies an0 practices. Since these
tasks are largely consultative and ad hoc in nature, it is
difficult to specify a future timetable. OTP does expect,however, that major requirements for information and consulta-tion will emerge from long-range cable policy development; thisexpectation is based upon the very large flow of such requestswhich were stimulated by the announcement and preliminary workof the Cabinet committee. OTP also anticipates a substantialcontinuing requirement for assistance to Hawaii, Alaska, andthe U.S. Trust Territories as their internal communicationplanning activities progress.
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E. Mobile Communications

The frequency spectrum available for mobile radio services
has recently been tripled by the FCC. The mobile communica-
tions industry will no longer be limited by a frequency shortage
but will face classical supply and demand limitations. This
will raise a number of issues as to appropriate types of new
systems, new services, and the institutional structure to
support them. The transition from spectrum scarcity to spectrum
abundance must be regulated to create an industry structure that
is sensitive to future demands for communications services of all
types, including improved mobile telephone services for urban
areas, integrated dispatch services, and public telephone
services for domestic aircraft.

OTP has begun a program, with assistance from the Policy
Support Division of The Office of Telecommunication of the
Department of Commerce, to assess the technical, economic,
and institutional effects of proposed new mobile systems and
services and to formulate policy guidelines for the development
and regulation of the expanded industry. In cooperation T:Tith
the FCC, DOT, LEAA, HEW, and HUD, OTP will assess the feasibility
of a pilot program to demonstrate innovative uses of mobile
communications services in support of public safety, emergency
health services, highway safety, and transportation in general.

F. New Technology

During the past decade there have been radical improve-
ments'in communications technology resulting from independent
research and development of U.S. industry, research in the
academic community, the U.S. space program, and other Govern-
ment sponsored R&D. These technologies provide opportunities
for vastly improved and expanded communications services,
which could have significant social and economic effects if
exploited properly.

OTP plans a study effort designed primarily to identify
areas in which new technological advances are occurring and to
evaluate the effect of these technologies upon the existing
structure of the domestic communications industries. In the
coming year, OTP hopes to identify in broad terms the current
state-of-the-art in major fields of communications technology,
and to isolate any natural limiting factors. If necessary, OTP
will develop policy guidelines regarding the application of a
new technology to a particular use.
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II. GOVERNMENT COMMUNICATIONS

A. Federal Communications Policy and Planning 

The Federal Government's own communications consume from5 to 10 billion dollars per year. The major concerns in thisfield are avoidance of duplication, effective management ofthe acquisition of new systems, achievement of compatibilityamong systems, and satisfactory operating performance. Thecreation of the National Communications System in 1963, whichsought to integrate long-haul, point-to-point communicationsof the Federal Government into a united system, has notsignificantly affected the planning, design and cost ofgovernment communications systems, although it has contributedto better coordination of day-to-day operations. The majorityof Federal communications expenditures are beyond the scope ofthe NCS and have not been addressed at all from an overallFederal point of view.

The major objectives of the OTP program in the area ofFederal communications are: First, identifying all the commu-nications activities and resources of the Federal Government;second, determining the needs for effective information exchangeamong the various departments and agencies; and finally, takingaction in those areas in which integration will best achievethe ends of efficiency and economy.

OTP has completed a review of all existing studies andanalyses pertaining to the integration of the two largestcommunications networks in the Federal Government, the AUTOVONnetwork and the FTS. OTP has determined that integrationshould not be attempted at this time.

OTP has undertaken a review of existing and planned radionavigation aids operated or used by various elements of theFederal Government, accounting for the expenditure of betweenone and three billion dollars annually (not including expendi-tures by private users). It is now discussing with the affectedFederal departments the designation of a single system as thestandard long-range radio navigation system and the formulationof a schedule on which other long-range systems can be phasedout. It is planning an evaluation of the many differentposition-fixing systems used by the Government, to determinehow many are needed to meet all requirements, and how manymight be replaced if a global, high-accuracy navigationsatellite system is deployed.

OTP has begun a review of all the Government's communica-tions satellite programs, with an eye toward identifyingavoidable duplication and assuring that available economies ofscale are exploited. It will initiate a similar review of
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computer-communications networks. The assistance of majorFederal departments and agencies will be solicited in boththese reviews, and they are expected to be comnleted in timeto influence the preparation of the Fiscal Year 1974 Budget.

OTP has begun work with other elements of the ExecutiveOffice of the President to determine the probable futurecommunications needs of the Executive Office, particularly theneeds for integration with the communications and informationhandling systems of the departments and agencies. It isanticipated that most of these requirements will be establishedduring Fiscal Year 1973. Based on the results of the require-ments survey, OTP Plans to determine the technical arrangementsnecessary to meet these requirements, including the degree ofcompatibility among Federal systems needed to permit the
required exchange of information.

B. Emergency Preparedness 

The purpose of the Emergency Preparedness Program is to
insure that national and Federal communications systems are
fully capable of meeting pricrity needs under emergency
conditions, including nuclear attack. This is a demanding
task, because of the numerous contingencies that must be pro-
vided for--both with respect to the nature and location of the
disruption and with respect to the nature and location of the
services which, in one or another circumstance, it must be
considered vital to restore. Emergency communications plans
and capabilities must comply with three basic principles.
First, maximum dual use of facilities for both emergency and
routine operations. Second,.1Dalanced survivability among
communications and the facilities which are supported by
communications. Third, focusing of responsibility to assure
accomplishment.

OTP has completed reviews of those existing and proposed
emergency communications systems which would provide warning
and emergency information to the people of the United States
under conditions of nuclear attack or natural disaster. These
include the Emergency Broadcast System, the proposed radio
warning system of the Office of Civil Defense, the radio warning
systems of the National Oceanc and Atmospheric Administration,
and the proposed warning capability through the facilities of
Private broadcElsLing. These rcviews have resulted in the

'following: (1) Changes in the Emergency Broadcast System,
to improve its reliability. (2) Separation of the warning
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function from the Emergency Broadcast System. (3) The selec-tion from among various alternatives of the most promisingapproach to a nationwide public warning system. (4) Identi-fication of a need for design of an inexpensive home warningreceiver, a project which the Office of Civil Defense is nowworking on. (5) Establishment of an Administration policythat legislation will not be sought requiring the inclusionof a warning receiver in every new radio or television set.
OTP is reviewing the policies and procedures under whichcritical private line services would be restored by the UnitedStates communications common carriers. Since no system ofpre-set restoration priorities can be satisfactory for all,emergency conditions, some mechanism must be developed toprovide for flexible management of national resources whencentral control is possible. To this end, OTP has directedthe preparation of a new plan for providing on-the-scenecommunications facilities and resource management capabilitiesto Federal field teams deployed in areas where a naturaldisaster has struck. This Office is also completing a studyof the basic organizational framework for emergency communi-cations management, and has prepared a communications annexto Federal emergency plans. During Fiscal Year 1973 OTPexpects to complete a plan for effective Federal field organ-ization for communications management under war emergencyconditions.

OTP is concerned with the design features that should beincorporated in national communications facilities to increasetheir resistance to nuclear weapons effects. The principalnuclear effect now under study is the electromagnetic pulsefrom high altitude nuclear detonations. The Office is alsoworking with the Department of Defense to assure that measurestaken to enhance the survivability of communications links areconsistent with the survivability of the terminal points of thesystem.
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III. INTERNATIONAL COMMUNICATIONS

A. Communications Satellites 

1. INTELSAT

Negotiation of Definitive Arrangements for INTELSAT wascompleted in 1971, and they are expected to take effect during1972. They will change the U.S. role in INTELSAT, in that wewill no longer have a controlling voice in its governing body,although we will have substantial continuing influence indecision-making; Comsat's assured tenure as the contract managerof INTELSAT will be limited to six years; and several new organsare created which involve direct government participation in theorganization. These changes give added importance to OTP'sobligation, in conjunction with the Department of State and theFCC, to advise Comsat as our Government's representative toINTELSAT.

2. Domestic and Regional Systems 

The FCC is considering several applications for domesticsatellite systems. Most propose service between the mainlandand Hawaii, which is now provided by INTELSAT. The transitionfrom INTELSAT services to domestic satellite services may havea significant impact on the Pacific INTELSAT region. Similarly,the Europeans are planning domestic and regional systems whichcould affect present INTELSAT services. OTP advice will berequired as to these and other interfaces between INTELSAT anddomestic and regional systems.

3. Specialized Satellite Communications Services

In this area, the issue is the institutional structurewithin which specialized services will evolve. OTP announceda policy in January, 1971, providing guidelines for the estab-lishment of a new structure for international aeronauticalsatellite communication services. Subsequently, FAA, DOT, andthe Department of State discussed this matter with the Europeancountries (ESRO) and drafted a Memorandum of Understanding
defining a joint international program. OTP reviewed theMemorandum, along with other Executive agencies, and prepared arecommendation which was accepted by the White House. OTP is
currently engaged in coordinating the renegotiation of a jointinternational program.

With respect to maritime satellite services, the Coast
Guard, the American Institute for Merchant Shipping, and the Mari-time Commission consider that:: such services will be required well
before the end of this decade. OTP will work with those organi-
zations during Fiscal Year 1973 to insure that maritime require-
ments will be satisfied in the most efficient manner.
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for the Atlantic Basin, including comparative cost and performance
estimates. This was forwarded to the FCC, with policy recommen-
dations concerning authorization criteria needed to avoid
inefficient future investment in international transmission
facilities. OTP is presently conducting a similar case study for
the Pacific Basin. It has the same objective of establishing firm
analytic procedures and investment criteria for use in the
authorization process, so that the international carriers and
their foreign counterparts can plan future investments with
reasonable assurance. Implementation of policies concerning
international communications will require continued effort in
future years.

C. International Organization Activities 

1. UNESCO 

During 1972, UNESCO will convene several meetings to
develop guidelines for use of communication satellites in the
international distribution, and possible international broad-
casting, of radio and television programming. OTP has worked
closely with the United States Patent Office, the Department
of State, and the FCC, as well'as various interested groups
in the broadcasting industry, to establish and meintain a sound
and consistent U.S. position on standards, codes of conduct, and

intellectual property rights protection. Because of the expected
developments within UNESCO and, possibly, within the World
Intellectual Properties Organization, these activities are
expected to continue throughout Fiscal 1973.

2. International Telecommunication Union

The International Telecommunication Union, a specialized
agency of the United Nations with 141 member administrations,
maintains and extends international cooperation for the improve-
ment and rational use of telecommunications of all kinds. The
Union uses world conferences of its members to review and
update the international regulations needed to assure the smooth
flow of global radio and telegraph eoio.munications. A principal
function is the allocation of radio frequencies among the respec-
tive radio services (amateur, broadcasting, fixed, aeronautical
mobile, communication satellites, etc.). During the past year,
OTP provided guidance for U.S. Participation in ITU activities.
As a result of the combined effort of the Executive Branch, the
FCC, and industry interests, U.S. objectives in accommodating
space communication requirements were achieved at the World
Administrative Radio Conference on Space Telecommunications.
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OTP has developed in conjunction with the FCC the means ofimplementing the decisions of this Conference, as soon asSenate ratification of the Conference results is obtained.

In 1973, an ITU Plenipotentiary Conference will beconvened to review and update the International Telecommu-nications Convention. Principal issues involved in U.S.participation include whether the United States shouldadvocate changes in the organization or the purposes of theITU, and whether a new international communications organi-zation should be formed to cope with policy issues unrelatedto technological cooperation. As part of its preparatory work,the United States must study these and other questions indepth and prepare position papers aimed at assuring respon-siveness of the ITU to the international telecommunicationsrequirements of the 1970's and 1980's. OTP is working withthe Department of State on the recommended scope of theConference and the general objectives the United Statesshould seek to attain; it will remain active during FiscalYear 1973 in developing and coordinating the U.S. position,and commenting upon the positions of other countries. Similarefforts have been begun in preparation for the World Admin-istrative Radio Conference on Maritime Matters scheduled for1974.

The ITU maintains two major international coordinatingbodies known as the International Consultative Committee onTelegraph and Telephone and the International ConsultativeCommittee on Radio. These organizations have numeroustechnical study groups which examine problems regardinginternational standards, practices, system planning, and
rates applicable to the International communications
services. OTP is responsible for coordinating the preparation
of U.S. positions for such activities, particularly those
dealing with technical and operational aspects of radiofrequency spectrum planning, allocation, and use. During
Fiscal Year 1973, activities dealing with the problems of
space technology will be particularly important.
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IV. SPECTRUM PLANS AND POLICIES

There is intense national and international competition for

the use of the radio spectrum for all forms of radio trans-
missions (radio communications, navigation, broadcasting, radar,
air traffic control, eteJ. The Federal Government is the
largest single user of the spectrum, and OTP directs Government
activities related to spectrum management and planning. This
includes cooperating with the FCC to develop plans for the
more effective use of the entire spectrum, for both Government
and non-Government purposes.

Specific tasks involved fall basically within the categories

of allocation and assignment for 'particularuses, evaluation

of possible biomedical side effects of electromagnetic radiations,
and planning to moot Government and non-Government national

needs.

In the allocation and assignment area, much progress has been
made in Fiscal 1972. The results of improved ADP and engineering
capabilities were applied to direct more effectively the assign-
ment of frequencies to Government stations (about 120,000 actual
assignments on file). Specific analyses were conducted of the
interference potential among competing interests for the same
spectrum resources (e.g., interference betwen Collision Avoidance
Systems and Altimeters; malfunctioning CATV systems and Air
Traffic Control services; tropospheric scatter systems and space
systems) and an interference prediction model for Air Traffic
Control air-ground communications was developed. New procedures
were developed to assess the potential electromagnetic compati-
bility among communications and electronics systems before 
budgetary support is committed; these procedures will greatly
imp-rove Federal planning and budgeting for communications systems,
and will save both dollar and spectrum resources. Some 8000 MHz of
spectrum, previously reserved for exclusive Government use, was made
available to the FCC for sharing by non-Government interests. In
the allocation and assignment area during the coming Fiscal Year,
OTP plans to continue the development of an electromagnetic
compatibility analysis capability to realize better efficiency in
Federal use of the spectrum: More engineering analyses are
projected in such areas as interference between the Decision
Information Distribution System and power line systems, interference
prediction with respect to air-ground communications, the compati-
bility of Government systems at 7/8 GHz, and the compatibility of
proposed aeronautical and maritime satellite operations between
1535 and 1660 MHz. The Office will update the national emergency
readiness plan for use of the radio spectrum, and will monitor
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Government agency compliance with the allocations resulting
from ITU Conferences (1967 Maritime WARC and 1971 Space WARC).
A stronger technical base will also be developed for Government
use of the spectrum--standards, monitoring, technical charac-
teristics, receiver improvement, research in the field of
radio wave propagation, and radio noise abatement.

There is some evidence and much apprehension about the
hazards of electromagnetic radiations. With respect to bio-
medical effects, OTP established during the past year a
coordinated "Program for Assessment of Biological Hazards
of Nonionizing Electromagnetic Radiations." Under this
program, the Office provided guidance to Federal Government
agencies concerning needed research. The program is being
pressed to fruition at the earliest practicable date (a
coordinated five-year effort of some $63 million allocated
among the cognizant agencies of the Government, much of which
is already budgeted).

In the category of spectrum planning, a study was
initiated during Fiscal Year 1972 to develop alternative
methods for allocation of spectrum resources which would
g1ve more accurate weight to all relevant technical, economic,
and social criteria. In cooperation with the FCC, a review
of present frequency allocations and uses was initiated with
a view to reallocation and improved sharing arrangements
between Government and non-Government uses. Both these
activities will continue in the coming Fiscal Year.
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CONCLUSION

This concludes my explanation of the projects andactivities undertaken by OTP during Fiscal Year 1972 andcontemplated under the budget estimates you have beforeyou. We believe that our plans and projections serve fullythe mission we have been assigned by the President and theCongress.

Despite the length of this presentation, I am confidentthat some matters have not been covered in as complete detailas the Subcommittee would find helpful. I shall be happy
to answer any questions you may have.



STATEMENT BY

CLAY T. WHITEHEAD, DIRECTOR

OFFICE OF TELECOMUNICATIMS POLICY

before the

Subcommittee on Treasury, Post Office, and General Government
The Honorable Joseph M. Montoya, Chairman

Appropriations Committee
United States Senate

May 2, 1972



STATEMENT BY

CLAY T. WHITEHEAD

DIRECTOR, OFFICE OF TELECOMMUNICATIONS POLICY

•

Mr. Chairman and Members of the Subcommittee,I appreciate the opportunity to discuss with you the budgetrequests of the Office of Telecommunications Policy (OTP).You have before you our Budget Estimates in some detail;I would like to use this occasion principally to discussthe various activities on which those funds are to beexpended.

Initially, however, I want to volunteer a fewobservations concerning the numbers you have before you.Our total request of $3,084,000, represents a net increase.of $484,000 above last year. The vast majority of thatis attributable to the increases in Civil Service compensationenacted by Congress this past session, and to the factthat this is the first budget which contemplates operationsat a fully staffed level for the entire fiscal year.We are seeking no increase in the level of our presentlyauthorized staff, and only a modest increase ($25,000)in the funds which we may use for research that can bedone better or more economically on a contractual basisthan inhouse. I stated to you in our hearings last yearthat it was not our intention to create a huge bureaucracyout of this new office; I stand by that statement, andour activities to date and the current budget requestbear it out.

I appreciate the problem which you gentlemen facein evaluating the efficiency and utility of an agencythat cannot measure its output in. terms of applicationsprocessed, miles of highway paved, or even radio and televisionlicenses issued and renewed. As our name indicates, ourcontribution to Government is less quantifiable, but nonethe-less valuable. The fruits of our endeavors are to befound in governmental decisions—usually decisions renderedby other governmental entities, including the FCC andthe Congress itself—which can affect the shape of UnitedStates communications for years to come.
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would like, therefore, to discuss with you in
some detail the major projects to which my Office has
devoted its energies during the last fiscal year, and
those which it intends to pursue under the proposed budget.
They fall into four major areas, namely domestic communi-
cations, Government communications, international communi-
cations, and#spectrum management and use, with a number of
subcategories under each.
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T. DOMESTIC COMMUNICATIONS

A. Common  Carrier Communications 

Common carrier communications is for the most part a

monopoly public utility service provided by the Bell system and

independent telephone companies. The performance of the industry

has come under increasing criticism in recent ye.ars, and it

has been proposed that various segments of common carrier

operations be opened to competition. In response to such proposals,

the carriers have asserted that the benefits of economy of scale

and operational integrity derived from integrated ownership

and operation far outweigh any potential customer benefits from

competition.

OTP has initiated several investigations into these

questions. The ultimate aims of these studies are, first, to

develop recommendations as to which aspects of common carrier

operation can safely be opened to increased competition, and

which should remain under integrated control; and, second, to

determine the regulatory principles and practices best designed

to ensure that noncompetitive operations remain efficient and

innovative.

Principal studies and findincis to date include the following:

1. Domestic Satellite Communications

OTP has found that there are insufficient economies of

scale in domestic satellite communications to warrant government

restriction of competition. Its studies showed that all of the

satellite applications on file with the FCC are economically

viable, technically compatible, and could be accommodated within

existing spectrum and orbital space. OTP therefore recommended

to the FCC that any technically and financially qualified applicant

be allowed to establish and operate satellite systems on a

competitive basis.

2. Specialized Communications Carriers

The entry of new communications carriers offering "special-

ized" services (e.g., data, private line, video interconnection,

etc.) in competition with the existing telephone carriers was

approved in principle by the FCC, but a number of issues which

could determine the practical feasibility of competitive entry

were left unresolved--such as the allowable pricing response and
interconnection constraints.



OTP has commenced investigation of the more important

unresolved issues, including the technical and economic impli-

cations of alternative interconnection policies which will, among

other factors, affect competition in the supply of terminal
equipment (e.g., telephone and data sets) to be used with the
existing telephone "network." These will be long-term studies
and could result in new FCC regulations or legislation.

3. Common Carrier Regulation

Even if it is feasible to introduce competition into
selective aspects of common carrier operations, it will affect
only about 10-2V. of total operations. Most common carrier
operations, notably the public message telephone service, will
continue to be a natural monopoly.

Effective regulation of natural monopolies is necessary
to prevent investments in inefficient facilities, excessive
rates and profits, technological obsolescence, service degra-
dation, and other problems, but it is difficult for government

to second-guess a large public utility on detailed investment

and operating decisions. For this reason, in Fiscal year 1973

OTP will continue to explore the desirability of encouraging

better public performance of regulated utilities through improved

policies rather than increasingly detailed regulation. Some

of these policies include:

a. Alternatives,to Rate of  Return  Regulation: Traditional

common carrier regulation is based on an agency-determined "fair"

rate of return which requires establishment of a "rate base"

(i.e., the amount of investment) and detailed information on

profit flow. But this method of regulation can create incentives

for excessive investment in capital equ;pment and can distort

normal business decisions in other ways which affect technological

progress. OTP will attempt to determine (a) the magnitude of the

distortions, if any, caused by rate-base regulation and (b) whether

there are alternatives to rate-base regulation. It is very

difficult to perform quantitative comparisons •to test the

hypothesis of rate-base distortions when dealing with a natural

monopoly. OTP has studies underway in this area.

B. Depreciation Pro rams: Common carrier equipment

is typically depreciated oyer very long periods corresponding

to the expected physical life of.the equipment, although the

useful life is often much shorter due to rapid technological
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advances. This is only one aspect of depreciation policies
that affect common carrier financial decisions and customer
rates; other aspects are disposition of fixed asset salvage,
and separation of depreciable and nondepreciable investments.
In Fiscal Year 1973, OTP will undertake a comprehensive
investigation of depreciation practices, objectives, effects,
and alternatives in the common carrier industry.

B. Cable Television and Broadband Communications 

Broadband cable systems represent a new communications medium
which can increase consumer choice in television programming and
provide many new communication services hitherto unavailable. The
immediate effect of cable expansion, however, is to disrupt some
of the distribution practices of the existing television industry
and to threaten the economic position of some broadcast stations
and copyright owners. There is urgent need for policies to guide
the development and regulation of cable in such a fashion that
its enormous benefits can be rapidly achieved without depriving
the society of its healthy programming industry and its essential
broadcasting services.

OTP has undertaken a series of studies and investigations to
Identify and illuminate particular aspects of broadband cable
development which require policy consideration, and to develop
policy recommendations. These include:

a. A study of the present and projected costs of broad-
band cable systems, to serve as a basis for estimating future
growth patterns and rates of development of cable distribution
systems.

h. A study of the television program production industry
and its economics, to serve as a basis for estimating the growth
in now television programming likely to occur as a result of
cable system development.

C. A study directed to the development of an industry
simulation model to be used in conjunction with the results of
(a) and (b) to predict future industry development.

d. Definition of a study project on projected consumer
demand for cable television under alternative policies.

In addition to these studies, OTP has provided supporting
analysis and developed alternative policy recommendations for th:.,



President's Cabinet committee 
on cable television. .In this work

it has examined, among other 
matters, the economic and socia]

effects of vertical integration 
in the production •and - distribution

of cable television programmin
g; the probable impact of expected

.cable growth on the broadcast an
d copyright industries; the

problems of access to the cable media b
y all segments of the

public and industry; and considerations pe
rtaining to joint

ownership of broadcast, cable, and telephone 
facilities. Policy

alternatives pertaining to these various matters 
were developed

for consideration by the Cabinet committee. 
The results of this

activity have been presented to the committee, 
which is expected

to complete its report in the near future.

A significant achievement in the cable televi
sion field

was resolution of the long-standing controve-sy 
concerning distant

signal importation, that is, cable use of sign
als broadcast by

out-of-market television stations. The distant signal question

involved complex, interrelated issues such as 
CATV's need to

offer this service • order to attract capital and begin its

growth, the effect of distant signal competitio
n upon the economic

stability of local radio and TV stations, prog
ram suppliers'

need for copyright protection, and the publi
c need for a wide

diversity of quality program services. In August, the FCC announced

its intention to end the siX-year "freeze" o
n distant signal

importation without provisions for copyright 
payment and copyright

exclusivity protection. This aroused great concern within th
e

broadcasting and copyright industries, which 
threatened to seek

Congressional action to stop implementation of 
the new rules.

While the outcome of such an effort was 
unclear, it would surely

have created uncertainty and
 delay in the regularization of cable

television growth. Since OTP believed further delay and unc
ertainty

would be harmful to the public interest, it
 took the initiative

in seeking to act as media
tor in the dispute. The principal

parties ultimately agreed uPo
n a compromise plan, the main 

feature

of which is to supplem
ent the FCC's rules with regulatory and

legislative copyright and exclusivity pr
ovisions. The desirability

of this plan is now bei
ng considered by the FCC, which is 

completin.j

action on its new cab
le television rules, and by the Congress,

which is considering n
ew coo,-right legislation.if

an Fiscal 1973, OTP will continue its attempts t
o assist the

FCC and the Congress in resolving the complex, but 
fundamental,

policy questions that attend the full developme
nt of this new

technology. In this regard, OTP recently received the result
s

of a study on the feasibility of designing a 
broadband cable

pilot program for a few selected urban and ru
ral communities to

demonstrate the utility of the technology to me
et various needs


