Broadcast revenues, expenses and Income of television melworks and stations, 1972-1973
(in millions of dollars)

% increase
1973 1972 1972-1973
Broadcast revenues!
3 networks $1,4049 $1.2721.3 10.5
15 network ownnd-and-operated stations 353.1 327.1 7.9
All aother stations
474 VHF2 1,497 4 1,395.6 73
177 UHF 2 203:1_ 185 4 129
Subtotal 1,706.8 1,581.1 79
INUDUSTRY TOTAL 3,464.8 3.179.4 9.0
Broadcas! expenses
3 networks $1,2200 $1,160.4 51
15 network owned-and-operated stations 250.3 224 6 11.4
All other stations
474 VHF2 1,124.3 1.040.9 8.0
177 UHF3 217.0 201.4 7.7
Subtotal 1,341.4 1,242.3 8.0
INOUSTRY TOTAL 2,811.7 2,627.3 7.0
Broadcast income (before federal income tax)
3 networks $ 1848 $ 1109 66 6
15 network owned-and-operated stations 102.8 102.5 0.3
All other stations
474 VHF2 373.1 354.7 5.2
177 UHF2 (7.7) {15.9) —
Subtotal 365.4 338.8 78
INDUSTRY TOTAL 653.1 552.2 18.3

! Net, alter commissions 1o agencies, representatives ana brokers, after cash discounts.

2 The 474 VHF stations represent 496 operations including 22 satellite stations that Nled a combined roport
with therr parent stations. The 1972 data refiect 475 VHF stations representing 493 operations including 18
satelhtes that fited a combined report with their parent stations.

3 The 177 UHF stations reprasent 181 operations inctuding 4 satollites that filed a combined report with ther
parent stations. The 1972 data rellect 173 UHF stations tepresenting 182 operations including nine satel-
hites that filed a combined report with thair parent stations,

Notes: Last digits may not add to totals because of tounding. () denotes loss.
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TABLE 3

Revenue and expense Items for all TV stations reporiing, 1973 (in thousands of dollars)

Therefore, lotals under revenues and expenses are somewhat lower than totals un-

der income

Note: Last digits may not add to totals because of rounding.

Individual Individual
ltems Totals ltems Totals
Broadcast revenues PR;)G!ZGM{ EXPEN[SES: dered “tatent"
TATION TIME: ayr or employes considerg alen
A REVENUEi FROM THE SALE OF STA Payroll for all other program employes 251,115
M N"é‘glo; of statiow time to networks: Rental and amortization of film and tape 218,601
Sale of station time to major networks, Records and‘ lranscnphong 1,451
ABC., CBS, NBC (before line or service Cost of outside news services 16,269
cha:éns) . $ 227.310 Paymants to talent othor than reported above 11,799
. ' ' Music-license feaes 41,557
time to other networks )
Sa!: :r”:‘;ag?ﬂser:ize charges) 5,699 Other performance and program nights 23,486
(be cl!r, $ 233.000 All other program expenses 116,398
Tota ) ) : Total program expensos 680,677
(2) Nonnetwork (after trade and special discounts SELLY )
but bafore cash discounts to advertisers and SL NG EXPENSES:
sponsors, and before commissions to agencies, elling payrall 88,317
roprasentatives and brokers). All other selling expenses 101,192
Sale of station time to national and regional Total selling expenses 200,510
advertisers Or SPONSOrs ) 1,221,058 GENERAL AND ADMINISTRATIVE SYPENSES:
Sale of station time to local adverlisers or General and administrative oayr 91,300
$poNnsors 895,663 Depreciation and amortization 107.921
Total 2,116,721 Interest 37,9642
Tota! sale of station time 2,349,730 Ano;':ated co?ts of management from home
oflice or affiliate(s) 44,3573
DCAST REVENUES OTHER THAN FROM o .
: gifg OC;: STATION TIME (after deduction for trade Other general and adm:m;tralwe expenses 215,145
discounts but before cash discounts and before Total general and administiative expenses 496,688
commissions): TOTAL. BROADCAST EXPENSES 1.591,044
1) Revenues from separate charges madg for pro-
“grams. materials, facilities and services sup- Broadcast income
plied to advartisers ar sponsors in connection Net broadcast revenues $2,059,9344
with sale of station time: Broadcast expenses 1,501,7184
(a) to national and regional advertisers or Broadcast operating income 468,216
sponsors 8,12¢ Total of any amounts Included In cxpenses. which
(b) to local advertisers or sponsors 36,454 represent payments (salaries, commissions, man-
{2) Other broadcast revenues 30,338 agemont fees, rents, etc.) for services or materials
Tota! broadcast revenues, other than from time supplied by the owners or stockholders or any
sales 75.913 close relative of such persons or any aftihated
TOTAL BROADCAST REVENUFS 2.425.644 company under common control 32,8092
‘ issions encics, reprosentatives, 4
(1 Lﬁi"s b‘ig%’:i;ﬂ:'n:}ﬂ ?g :mﬂ salezmcn or em- ! Includes $61,438,000 from barter and trade-out transactions
al 3) anﬁ less cash discounts 365,797 2 Interest expanse is being reported scparately for the first time in 1973, Pravi-
I ENUESY 20 4 ously this item was part of ‘‘other general and administrative expenses.'
0. NET BROADCAST REVE 059,847 3 “Allocated cosls of management from home office or afiiates™ is baing re-
ported separately in 1373 for the first time Previously this was inciuded in
Broadcast expenses “other general and administiative expenses’. This allocated cost of manage-
TECHNICAL EXPENSES: ment should also be reported as ‘payments to principals’ in Schedule 3 line
Technical payroll $ 146,993 4, but a number of statiuns failed to include it there this year.
All other technical expenses 66,176 4 Stations reporting less than $25,000 n total revenues are not required 1o re-
Tatal technical expenses $ 213,189 port items under revenues and expenses bul are required o report total income
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TABLE 6

Revenue and expense items of three natlanal television networks, 1973
(in thousands of dollars)

Net broadcast revenues Amount
I. NETWORK REVENUES:
(a) Revenues from sate of time when program is supplisd

by advertiser $ 44,134
(b) All other advertising revenues 1,791,167
{c) Revenues from stations for cooperative programs 4,226
{d) All other broadcast revenues 70,655
Total gross broadcast revenues 1,910,182
Value of trade-out and barter transactions inciuded in
““all other broadcest revenues' 11,004
1l. DEOUCT: '
(a) Fayments to stations 228,568
(b) Commissions 1o advertising agoncies, iepresentatives,
brokers end others, and cash discounts 276,745
Total deductions 505,314
{1l. NET BROADCAST REVENUES 1,404,869

Network broadcast expenses
GENERAL CATEGORIES OF EXPENSES:

Technical expenses v
Program expenses $1,075.818
Selling expenses 40,838
General and administrative expenses 103,269

TOTAL BROADCAST EXPENSES 1,220,020

SELECTED EXPENSE ITEMS

Salaries, wages and bonuses ot olficors and employes engaged
in following categories:

(a) Technical !
(b) Program 163,421
(c) Selling 14,559
(d) General and administrative 48,682
{e) Total (all officers and employes) 226,663
Deprecigtion of tangible property 18,350
Amortization expense on programs obtalned from others (total) 624,430
(a) Feature fiim shown or expected 10 be shown in U.S. theaters 140,481

- (b) All other feature #;im

17,391
(c) All other programs 466,558
Records and tianscriptions 3,128
Music-license fees 6,248
Other performance Of program rights 75,467
Cost of intercity ang intracity program relay circuits 53:148
Total expense for news and public aflalrs2 139,836
Network broadcast Income

Broadcast revenues $1.404,869
Broadcas! expenses 1,220,020
Broadcast operating income . 184,848

1 Because methods of treating technical and Program expense differ among
the networks, the two ligures have been combined.

2 This liguie contains costs already shown above. Costs of sports programs
are not included.

Note: Last digits may not add to totals because of rounding,
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TABLE 8

Number of television stations reporting profit or loss by amount of profit or loss, 1973¢

Total Network affilisted Independent
VHF UHF VHF UHF VHF UHF
Total numbar of stations reporting 457 165 425 112 32 53
Number of stations raporting prolits 395 7 374 6t 21 16
Profitable stations as percent of total 86.4 46.7 88.0 54.5 65.6 30.2
Number of stations reporting profits of;

$5.000,000 or over 18 —_ 18 — — _
3.000,000-5,000,000 26 — 25 - 1 -—
1.500,000-3,000,000 56 1 51 — S 1
1,000,000-1,500,000 37 — 33 -— 4 —

600,000-1,000,000 44 ] 41 4 3 2

400,000~ 600,000 40 6 39 5 1 1

200,000- 400,000 66 16 60 13 6 3

100,000- 200,000 45 12 45 9 —_ 3

50,000- 100,000 27 16 26 15 1 1

25,000- 50,000 16 7 16 4 — 3

Less than 25,000 20 13 20 1 — P}

. 1per of stations reporting losses 62 88 51 51 1 a7
unprofitable stations as percent of total 136 53.3 12.0 45.5 34.4 69.8

Number of stations reporting losses of:

Less than $10,000 4 2 4 1 o 1
10,000- 25,000 4 9 4 5 — 4
25,000- 50,000 6 9 6 7 — 2
50,000-100,000 18 18 17 13 1 5
100,000-200,000 12 15 7 9 5 6

200.000-400,000 12 18 10 14 2 4

400,000 and over 6 17 3 2 k] 15

* Stations operating full year only excluding satetlite stations. Prolits are beloro fedaral income tax.
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Investmaent in langlble broadcast property of TV
networks and 688 TV stalions as of Dec. 31, 1973

(In thousands of dollars)

Originat
cost
Number minug
of Originat depre-
stations' cost2 ciation
Three National networks — § 245798  $103,385
Network owned-and-
operated stations 15 83,954 33,194
Other TV stations
v 474 1,161,795 491,153
L 177 229,110 121,362
TOlAL 666  $1,730,658 $749,104

T Eight of these stations did not report investment in
tangible properly; some of these may be operating
under lease arrangements. The count of 666 sta-
tions represent 692 operations including 26 satel-
lites whose figures were reported in the parent sta-
tions' reports,

2 In case of stations which have been sold, repre-
sents that portion of price assigned by licensee 1o
praperty.

Note' last digits may notl add to totals because of
rounding.
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will simply threaten to switch affiliations. A station which
carries network programs is paid by the network for the audiences
thus produced. Of the $1835 million in gross network revenues

in 1973, $229 million was paid to affiliated stations. (See
Table ' - . ""so are allowed to sell commercial time

durin n the programs.

Stations are interconnected with their networks by microwave
communication channels supplied by the telephone company, for
about $50 million per year. In the future these links may be
suppliea py aomestic coumnunication satellite systems.

For our purposes, the most important role played by local
stations -- both TV and radio -- is in the production of local
news stories. Local TV news is popular and profitable? It
is often the only source of local news other than a local
monopoly newspaper. Unfortunately, perhaps by virtue of its

very form, television news on the local level leaves much to be

desired. rent trend toward "happy talk"
local new the medium is not a good sub-
stitute f£ letailed coverage of complex
events. foreover, for reasons to be

discussed, local news stories avoid controversy, and avoid

catering to minority tastes.

See Epstein, Brc¢ n.













. TABLE 11

Hours of Network TV Series Programs Per Week

Produced by Hollywood Studios, 1974-75 Season

Columbia 4.5
MGM 1.0
Paramount 3.5
20th Century Fox 1.5
Universal (MCA) 13.5
Warner 3.0
Independent Studios 19,5

Source: McAlpine







TABLE 13

Sources of Programming on TV Stations, 1973

(Commercial stations;

Source

Networks
Syndicated

Local Production

numbers are % of total schedule)

Network Affiliates

64

32

* This represents about 5% hours per week.

Source: Broadcasting Yearbook, 1974, p. 70.

Independents

11

84







*¥* (footnote, p.29)

The notion that broadcast licensees are instrumentalities of the
state under the so-called state action doctrine has not been
accepted by a maJjority of the Supreme Court. (See CBS v. DNC,
412 U.S. 94, 171 (1972), Brennan, J., dissenting.) It was
however accepted by the court of appeals in that case. In any
event, the state instrumentalities theory is not essential to
the argument summarized here; the public fiduciary doctrine
will do by itself. I include state action in order to put the
case as strongly as possible.







interest." This regulation would not be required if it were
not for the scarcity of licenses (or frequencies) and for the
role of the licensees as state instrumertalitiea

These premises, it is said, requir ween
the First Amendment rights of the licensee and the public's
"right to hear." This balancing permits certain kinds of regula-
tion of the behavior of licensees which would not otherwise be
tolerable from the First Amendment viewpoint.

From these premises a number of more specific conclusions
are said to follow. Among these are: (1) The ability of a
licensee to perform his public service responsibilities is not un-
related to his economic viability. Hence, the government is
not free to ignore the effects of its allocation policies on the
profits of existing licensees. (2) The FCC can require a
licensee to behave in a certain specified way with respect to his
carriage of opinions and views on "controversial" public issues.
(3) There does not exist a right of access by the public to the
facilities of licensees. (4) The Commission may extend its
regulatory jurisdiction to institutions (networks) or techno-
logies (cable television) not covered in the Act if this is
necessary in order to preserve the Commission's "scheme" of
broadcast regulation. (5) The public interest in broadcast
service precludes any right on the part of the public to enter

11
into contracts with broadcasters to pay for programs.

11 This is an FCC rule which has been upheld in the courts. See Fourth Repor

and Order in Docket 11279 Subscription Television 15 FCC 2d 466 (1968); af
in Nat'l Assoc. Theater Owners vs FCC 420 F. 2d 194 (D.C. Cir. 1969); cert.

den. 397 U. S. 922 (1970). The rules are in section 73.643 of the FCC Ru'~-
and Regulations.













Finally, ‘ g the government
does not live up to its own theory of regulation. That is,
notions of the public interest which might generally be con-
sidered consistent with the paternalism of the overall theory
are not in fact employed in the process of license award and
renewal. Activities which from the paternalistic viewpoint
could be regarded as rather egregious violations of the fiducia:
role are tolerated by the Commission until overwhelming externa:
pressure is brought to bear.13

The premises of broadcast regulation are largely false.

The conclusions which have been asserted to follow from those
premises are not,lin fact, logical derivations, and are in any
event not unique. Finally, the reality of broadcaster behavior
and the practice of regulation do not accord with the theory.

There are a number of levels on which the theory of broad-

cast regulation can be criticized. One can attack the premises,

or the logical consistency of the conclusions, or the departure

of reality and theory.

13

Examplgs.include the quiz show scandals, cigarette
advertising, and violence in children's programming.

14

That is, there are other conclusions which could be

drawn which are more compatible with freedom of
expression.







It is important to point out at once that one of the
principal reasons why reality and theory diverge is that the
legal theory contains no recognition of economic incentives.
There is a pretense that licensees can be expected to act in a
fiduciary role without regard for their own self-interest.
Moreover, because the theory recognizes no divergence between
the economic interests of the licenseee and his fiduciary trust,
it fails to provide any mechanism for balancing or channeling
these conflicting incentives, much less a mechanism for actually
harnessing the economic incentives to achieve the "public
interest" objectives.15

What lies behind this failure of law and policy? We have
already examined the historical and technological “"accidents"
involved. There seem to be at least two factors at work. The
first is simple ignorance on the part of courts, commissions, and
congressional committees of the economics and technology of
broadcasting. They are uninformed about the first and frightened
by the second. The other factor is a certain psychological
attitude toward the electronic media. Many people regard te =-
vision, for instance, as being too powerful and influential to
be allowed freedom from government control. This attitude is
not at all limited to liberals; many people who would otherwise

regard themselves as conservative have this feeling.* Of course,

15
To the extent that such a mechanism exists, it lies in
the threat of license revocation or non-renewal. This
is a negative incentive.

*

"Liberal" and "conservative" distinctions i
See, for instance, the op¥nions olf %he E)us%{%%ls‘ (%%WEB%nvt:,heDﬁ%.lssues.






















Many of the people involved in producing network television
news and documentaries believe that the present structure and regulation
of broadcasting is essential to their survival and to the survival of
their product. Whether or not one has sympathy for their essentially
arrogant and elitist view that the public ought to see what they (the
producers of these programs) regard as ''good" programming, we can
evaluate the strength of the claim itself. The problem, of course, is
that this material is now regarded by the networks as unprofitable by
itself. 1Its costs exceed its advertising revenues. It is however pro-
fitable in the broader sense that it helps to retain FCC licenses and
serves as a justification for government restriction on competition
from new technologies. But the notion that the material is unprofit-
able in the direct sense is due to the dependence on advertising and
the fewness of competing outlets, A proeram which nroduces an audience
of "only" a million homes is unprofitab] iree networks
split a potential audience of 65 million nomes. i1t might look better
if there were ten networks, and it would certainly look better if the
one million were allowed to pay 10¢ each for the program.

Although the preceding considerations are of course irrelevant

o the constitutional guestion, one suspects they underlie much judicial
thinking on these issues. The ultimate point is that speakers, operating
without constraints in the marketplace, must produce wha® people will

sece and hear; neithner the government itself nor its licensees are appropriate

or proper proxies for speakers. lMoreover, it is not technically or economically
necessary that there be proxies for speakers in broadcasting, as the courts

and congress seem always to have assumed, usually without further support

than forty year old congressional committee reports.
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The Carroll Doctrine and Taxation by Regulation

The ability of regulators to require broadcasters to provide
programming other than that programming which maximizes profit
depends on the extent to which broadcasters are protected from
competition. If broadcasters were subject to free entry of
competitors, their profits would be reduced in equilibrium to
"normal" levels. At these profit levels, any attempt by the
government to alter program content would push broadcasters
over the brink of bankruptcy. Accordingly, broadcasters must be
allowed to earn more than normal profits in order to be able to
provide "public service" programming.22 For many years the FCC
refused to accept this elementary economic fact, an tried to
have things both ways. Finally, the court of appeals in the
Carroll case educated the Commission. The specific issue in
the case was the complaint of an existing licensee that the FCC's
proposed grant of a competing license in his market would destroy
his economic ability to perform his public service obligations.
The Commission refused to accept this argument, and the court
had to tell the Commission that it could not have its cake and

eat it too.

22
If the FCC could impose the constraint on all of the
competitors, this would not be true. However, the Commission
cannot regulate non-broadcast media.




Richard Posner [ J has aptly called this behavior 'taxation

by regulation." Certain services which the government decides
ought to be provided are made over into obligations of regulated
firms. These firms can perform the obligation only if protected
from entry, and thus enabled to earn monopoly profits on their
non-public service functions. The cost of this falls on the
purchasers of the unsubsidized services, and on profits. There
are many examples of this outside of broadcasting, one case
being the ICC's insistence that railroads provide passenger

service.

B ' - " -2 --**--  This is so
for several reasons. First, there may exist a number of more
efficient ways to produce the revenue required to support the
public services in question, ways which do not produce the dead-
weight loss of monopoly pricing. In this respect taxation by
regulation is in the same category as the old monarchial practice
of granting chartered monopolies in order to raise revenues.
c~~~nd the consequence of this practice is the creation of a
vested interest with claims on the "scheme of regulation.”

These claims serve as a rationale for protecting the interests
against institutional and technological change. In broadcasting

the best current example of this is cable television. Broad-

e more or less successfully argued that cable, with

casters hav







its multiplicity of channels, must not be allowed to freely
compete with broadcasters because this would destroy the
broadcasters' ability to perform their "public service" obliga-
tions. The Commission, mesmerized by its own theory of regqula-
tion and the myth that "public service" programming really
exists, has largely accepted the argument, as have the courts.
Thus, the Commission's interest in an objective (public service
programming) which bears no obvious relationship to consumer wai
is allowed to dominate the valid consumer interest in greater
choice. Finally, of course, from the First Amendment viewpoint
the Carroll Doctrine creates an unfortunate alliance between
the government and an artificially small group of media interes:
an alliance which is in necessary conflict with forces promotine
greater competition and hence freedom in the marketplace of ide:
In a word, the effect is to raise the price of access to the
public through the media higher than it needs to be, and to
create unnecessary monopoly of control over the channels of mas:
communication. This monopoly is reinforced by the notion that «
the licensee can control content on his facilities.

Even if one accepts the public service thesis, there are
better ways of proceeding. For instance, auctioning of property
rights or leasehold rights in the spectrum would produce a great
deal of revenue which could be used to subsidize "public service"

programming. (See Table 14 for station sale prices; compare Table 9.)




TABLE 14

Number and Value of Broadcast Stations Changing

Hands, 1970 - 1972

(dollar figures in thousands)

Number of Stations Total Sale Prices Average Price

Radio Only 777 $326,220 420
Combined Radio & TV 4 1,788 447
TV Only 83 511,656 6,165

Source: Broadcasting Yearbook 1974, p. 73.







A natural corollary of the Carroll Doctrine is that new
technologies and institutions cannot be allowed to disturb the
monopoly profits of broadcasters; otherwise, the base of taxation
would be destroyed.24 Accordingly, the courts and Congress have
upheld or extended the Commission's right to regulate these
new technologies or institutions. The first instance of this
was the extension of FCC power to networks, which do not them-
selves use the spectrum and accordingly are not subject to
Commission licensing.25 Later, the FCC's authority was extended
to certification and specification of equipment produced by
electronic manufacturers, to communications satellites, and to
cable television. 1In some of these cases, Congress has acted.
When Congggss had not, the courts simply endorsed FCC extensions
of power. In each case, however, the theory by which the
extension is justified is the protection of the FCC's regulatory
"schemes." 1In practice, the extensions are pro$oted by vested

2

interests seeking to protect monopoly profits. Certainly the

effect of the extensions has been to remove or contrc threatened

24 Monopoly profits: See Levin[::J, Greenberg[:Jfor measures of rer s. A
rough calculation shows that the average TV station has a market price about

three times greater than the original cost of its initial investment in
tangible property.

25
This is the "network" case. The Commission now makes
rules for the networks by forbidding station affiliation
with a network which does not behave.

26

The latest case involves cable. In Midwest Video the court
began to seem uncomfortable in this role, and 1uavited
suitable legislation.
27 And sometimes by unregulated firms seeking federal protection from
local regulation or relief from "excessive' competition.
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are not readily organized, and their weight is small in

political decisions, particularly obscure decisions involving

apparently complex technological or instutitional policies.
Probably the only way in which such groups can be protected --

and by "such groups"” I mean principally consumers -- is by

broad legislation affecting a wide range of administrative

behavior. Thus, it is probably best to argue for laws which

proclaim that "no regulatory agency may . . . "do this or

that, than to take individual cases seriatum. But the develop-

ment of a general theory of regulatory behavior must precede

such policy-making, and that theory does not yet exist.




Localism

A persistent theme in FCC regulation of broadcasting is
the doctrine of localism. There are two levels at which this
can be discussed. The first is the political and economic
motivation for the doctrine, and the second is the economic
viability of localism as a goal -- that is, its economic costs.
Localism is a goal with deep roots in the American political
experience. It is associated very closely with representative
democracy and populist suspici of large national corporations.
In the context of broadcasting, localism means three things:
local ownership of broadcast facilities, a preference for smaller
as opposed to larger service areas for each station, and actual
program control and selection béing exercised at the station
level. The source of this doctrine can be traced to early
decisions about spectrum allocation. There was a trade off to
be made between the creation of stations which would cover large
areas, so that every viewer could have access to many channels,
and the creation of less powerful stations, each covering a single
city, giving viewers fewer choices but, in return, a locally owned

facility. The latter course was taken.

31
See discussion of the "DuMont" plan in Noll, Peck &
McGowan[ ]TV stations use a part of the spectrum where
only "line of sight " com unication is possible, thus
limiting the coverage area which can be reached by a
single antenna. But additional areas can be (and are)
secured by using additional antennae - called "repeater"
stations. Sometimes these auxiliary transmitters broad-
cast the same programs on a different frequency, in which
case they are called "translators." These are common in

rural areas, where they compete with cable television
systems.










measured by the consequences of the doctrine for the number

of competing voices in the marketplace of ideas. One conse-
quence of localism in spectrum allocation is that only three
national networks are viable, because most cities have only
three VHF-TV assignments. A reformation of the allocation
scheme could provide all viewers with more choices and insert
greater competition in the marketplace of ideas, without in
practice giving up any of the unobtainable benef ts of localism
except local news shows. The reader must judge for himself
whether local TV news shows are worth the cost involved in

maintaining them.




Economic Biases in Program Selection

Firms in a market environment must choose not merely the
price or quality of output they will produce (the variable
emphasized in traditional economic theory) but also the character
of their product. The problem of firm "location" in "product
space" has not received the same attention as the traditional
price, quantity relationships have. But partly because broad-
casters do not charge consumers a price for their programs, there
is a good deal of economic literature on the problem of program
choice. The ultimate question, of course, is whether broad-
casters under one or another structure of incentives wi 1 pro-
duce the "right" mix of programs. There are ifferent notions
of what constitutes the "right" mix of programs. The notion
which is implicit in the traditional legal theory of broadcasting
is that programs ought to serve the "public interest." This
is not very helpful. 1In practice, it means that entertainment
programs ought to be leavened with news, public affairs, educa-
tional and other program types which appeal to the paternalistic
standards of regulatory theory. The economic standard of an
optimal program mix is that mix which maximizes the st of

consumers' and producers' surplus, given whatever constraints

32
are relevant on the production side.

32
"Consumer surplus" is the difference between what the
programs are worth to consumers and what is actually
paid for them. Producer surplus is essentially profit.
For a defense of this measure of economic welfare, see
Harberger, Willig.




The traditional theory of program patterns in broadcasting
put enor?gus emphasis on the distortionary role of advertising
support. Moreover, the traditional analysis did not utilize
the surplus welfare measure, but instead emphasized audience
sizes and the number of viewers receiving their first choice
program. According to this analysis, since broadcasters sell
audiences to advertisers rather than programs to viewers, consumers
can exercise choice only on a one-man, one-vote basis, and are
not free to express the intensity of their preferences for pro-
grams. Depending on the structure of competition in broad-
casting, the number of channels, and the nature of preferences,
this could have varying results. If there are only a few channels,
then non-collusive competition among broadcasters tends to pro-
duce "duplication" of programs--excessive sameness. This is a
phenomenom recognized for many years in two-party political
systems and other contexts. Monopoly control of the few channels,
on the other hand, elicits a tendency toward '"common denominator" programs, These
are programs that most people will prefer to turning off their
sets, but which are not anyone's first choice. As taxonomic
concepts, both "duplication" and "common denominator programs”
have certain infirmities. The existence of either phenomenon

depends critically on the nature of consumer preferences, about

which little is known.

33
The traditional literature on TV program patterns is
found in Steiner ( ), Rothenberg ( ) e
Wiles ( ) and Becbe ( ). For a critical

summary see Chapter 3 in Owen, Beebe , and Manning ( ).




It had been thought that the underlying "problem" is
advertiser rather than viewer payment to broadcasters. Given
this constraint, a possible solution is to have competing
broadcasters but lots of channels, or to have competition for
audiences over time on the few channels. But for some combi 1i-
tions of tastes and costs and channel capacity, monopoly control
of all channels did produce the best economic result in these
models, and this is a difficulty for First Amendment goals.

More recent works suggest that advertiser support per se
is not the problem. Firms competing in product space always have
a bias against certain kingz of products, provided there are any
fixed costs of production. In particular, there is a bias
against products demanded by a relatively small group of con-
sumers with rather intense preferences -- that is, products
whose demand curves are of low own- price elasticity. Broad-
casting would have this problem even if consumers could pay
directly for programs, because fixed costs are very important.
But advertising support and limited channel capacity almost
certainly make the problem worse.

Given the present structure of broadcasting, this means
that minority taste programs, opinions, and views are probably

systematically discriminated against, strictly as a result of

economic incentives facing broadcast firms. (Minority-ta :e

34

See the Appendix to this chapter for an explicit analysis of the rel :iom-
ship between broadcast structure and program patterns.
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here means preferences for material which are held by relatively
small groups, each member of which might be willing to pay quite
a lot for them.) Even with direct viewer payment and lots of
channels there would still be some tendency in this direction,
although things probably would not be as bad,

The political implications of this are obvious, and they
are worsened by the Fairness Doctrine's incentive to avoid
controversy. (Controversy is in this context closely related

35
to minority tastes.)

Given the existence of these effects, one has to ask what
structure for the broadcasting industry would produce the best
possible results in terms of consumer welfare. (An "optimal"
result is not obtainable unless centralized planners or dis-
criminating monopolists know everything about individual con-
sumer preferences. This is, of course, impossible, and even
if it were not impossible it would be undesirable for First
Amendment reasons.) The structure of the broadcast industry is,
as we have seen, € ' the cre tion of government policy
regarding spectrum allocation, pay TV, cable television, and

the like. Hence this is the crucial policy variable.

35
That is, tastes or views held by a small minority of

the population are likely by virtue of their unpopularity
to be controversial.






Paying for Programs

Because early technology made it difficult to charge
listeners directly for the services provided by broadcast
radio, revenues had to come from advertising. Early stations
were associated with, and promoted, department stores.37 Later,
independent stations sold time to advertisers, who supplied
whole programs. This is in marked contrast to early newspapers

where advertising was a relatively late develop-

ment. Things might have been otherwise if radio had been de-

ivered by wire, as it is sometimes today in carrier current

systems.38 The British experimented with wire delivery, but
eventually abandoned it.39

One result of the exclusive dependence on advertising was
the aggravated program bias effects we have already explored.
Another was occasionally serious advertiser influence on news
and program content. This was particularly apparent in the
McCarthy era, when no advertiser could afford to support pro-=
gramming with "blacklisted" talent. But the most serious im-

plication of advertiser support was the creation of a myth --

the myth that television was "free."

See Barnow[ j}Herring & GrossL -

These systems use € ectrical power lines to carry the
signal, and are common on Cc lege campuses.

Apparently because it threatened the BBC »b>nopoly on
broadcasting. The parallel with U.S. cable television
policy is remarkable. See Coase [ T for a descrip-
tion of the British experience.
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Television is free only in the sense that viewers can not
pay directly for programs. They certainly pay for sets, and
they pay indirectly for the advertising which pays for the
programs. It is an open question whether the price of consumer
goods would fall in the absence of television advertising.
Certainly most advertisers would substitute other media.

The notion that television is "free" is an example of
Orwellian double think - like the notion that the "Fairness
Doctrine" is fair. The rules and institutions surrounding
television are in fact constraints on freedom, since they
prohibit a whole range of possible contracts between viewers
and programmers. "Free" television means that it is illegal
for firms to offer most programs to the public for a price,
and illegal for viewers to pay for them.40 Unfortunately,
unlike most such government attempts to intervene in the market-
place, technology does not permit a black marke. in this area.
The prohibition on pay-television ensures that the economic
welfare of society is lower than it would otherwise be.

Why does government policy prohibit voluntary ¢ atract
between viewer and programmer? The answer really is not obvious.

No doubt many people think that they would be worse off paying

40
See FCC rules and regulations on pay-TV. These
rules prohibit pay-TV broadcasts of most sports,
most movies, and all "series" programs, and they
prohibit any commercial advertising on pay-TV
programs. See note 11, supra.
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for something which is now "free." But this is incorrect,
because the "something" would be different, and worth more.41
Some interest groups would be harmed by pay television, among
them theater owners. Some portions of t » TV industry associate
pay television with the increased channels, and therefore in-
creased competition, of cable, and disapprove of : for that
reason. And there are certainly some viewers who would be worse
off with pay television; these would be viewers who place no
value on any conceivable programming other than that now offered,
and who do not mind commercials. Advertisers would not be
harmed particularly by pay television unless there were a
continued outright ban on advertising in pay programs, and
even then it is not obvious that harm could result, so long as
competing advertisers were affected equally.

Nevertheless, there are few safer predictions than the
forecast that Congress (and therefore the FCC) will continue
to prevent people from paying to see the programs they want.
There is sufficient folk ignorance associated with the Orwellian
"freedom" of television, and so strong a public preoccupation
with the medium, that politicians would be foolish to seem to
tamper with the electronic genie. Pay TV, if i is possible at
all, can only be achieved as an indirect result of other policies

or new technologies, like cable.

41
The most compelling argument for pay-TV requires that
channels not be artificially Iimited. Pay-TV with continued
artificial limitations on channel capacity
might well only make consumers worse off, and broad-
casters better off, depending on the structure of pre-
ferences and whether or not advertising were allowed. (See Appendix.)




The rules against pay-TV have direct First Amendment

consequences. Assuming for the moment that there Wvere sufficient

channel capacity (via UHF and cable), speech and press are
directly inhibited. A great many messages which would other-

wise be uttered on television are not because the required market

contracts are forbidden. It is as if Congress prohibited sub-
scriber payment for newspapers and magazines. The effect would

be to reduce the number of these media, and especially to reduce

the number of those small journals catering to minority tastes,
which receive little advertising revenue. Even if the channel
constraint is still binding, the nature of communication is

biased by the ban on subscriber support, away from minority
taste messages.




Red Lion and The Fairness Doctrine

For all the reasons indicated in previous sections of
this chapter, the government has decided to make sure that
television is fair. And who could be against a fairness
doctrine?

The fairness doctrine was invented by the FCC and only
later4§nshrined in the organic statute of communications regula-
tion. It is to be distinguished from the "equal time" pro-
vision for political candidates. The fairness doctrine says:
(1) Licensees must, as part of their public service obliga-
tion, give appropriate coverage to controversial issues of

public importance; (2) In doing so, the licensee must present

all "sides" of opinion on such issues, and (3) the station

itself is res—-—--*"* -~ "he airing of opposing views; there
is no impliec ct access by any group.

In practice, the fairness doctrine probably discourages
controversial TV programming, particularly investigative jour-
nalism. The reason is that the airing of "all sides" of an
issue can be very expensive, and the licensee leaves itself
open for the resulting contingent costs of litigation before
the FCC and the courts. Any group which thinks itself dis-

advantaged by a licensee's treatment of some issue files a

42
See Communications Act of 1934 as amended, sec 315.
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complaint with the FCC, which must then review the actual
content of the program in order to adjuicate the dispute.
If the complainant is upheld, the licensee can be ordered to
present the views of the complainant. This kind of detailed

review of program content has become increasingly frequent over
43
the years.

The practice of regulation of program "fairness" by the
government is certainly antithetical to the spirit of the First
Amendment. Nevertheless, the constitutionality of the fairness
doctrine was upheld by the Supreme Court in 1968 in the Red Lion
decision, whose theory was outlined earlier. This decision gave

the FCC not merely the right but the obligation to regulate

broadcast content.

There are other ways in which the FCC regulates program
content. An important one is the license renewal process, in
which the overall record of the station is reviewe through
"public interest" glasses. Another is through the operation of
such rules as the "prime time access" decision, barring network
or off-network programming from the 7:30-8:00 time period.

The Commission entertains, and grants, "waiverr" »f this rule

to certain programs, such as "National Geographic,

The effect is direct content .2gulation of programming.

43
The FCC received 1,124 fairness doc+rine col ints

in fiscal 1971.
% See FCC release 73-707 (7/2/73).













Access and Diversity

The public interest in TV programming is often interpreted
by the Commission to mean diversity in programming, and the
presentation of a diversity of views on public issues.
In practice, program diversity means that stations must air at
least some regular programs in categories which the Commissin
likes but which are not profitable. 1In this context, "not
profitable"” means that there is a small or negligible audience
for the programs. Examples include local public affairs and
religious programs. At license renewal time, the amount of
broadcast hours devoted to these programs in a "composite week"
must be reported to the Commission.45

We discussed the poverty of the concept of program diversity
in Chapter 1 above. There is no necessary relationship between
diversity and either economic efficiency or freedom of expres-
sion. Moreover, the kind of diversity introduced in practice by
these rules is limited to obscure times of the day and week.

What does make some kind of sense is diversity of sources
of programming; this is clearly tied to the freedom of access
to the medium. Certainly this is more relevant to the . irst
Amendment issue. From the economic point of view, what matters
is the extent to which programming approximates that wh =h would
maximize consumer welfare -- those programs which would result

under pay television, for instance.

45
See 43 FCC 2nd 1-178.




The issue of accesé*is fundamental to the constitutional
question. Granted the (erroneous) theory of frequency scarcity,
the natural policy conclusion is the necessity of a right of
access at non-discriminatory prices. To be sure, these prices
will reflect the artificial scarcity of outlets in television,
but that is a subsidiary problem. The constitutional issue
would be fully satisfied by a right of paid access to television trans-
mitting stations, and an end to control of programming botl
and by the government. Could such a system work?

The answer depends on the extent to which th = = __ _
externalities over time among programs, and to a lesser extent
on the degree to which the price of access systematically
excludes a particular range of views.

If the audience for a program on a channel is a function
not only of the content of that program but of preceding and
succeeding programs, then externalities do exist, and can
lead to distortions of incentives in a system of paid access.
Certainly television executives now believe that these externa-
lities are important. Whether they would also be important in a
common carrier system is an open question. AS to prices, it must
be remembered that one of the important functions of price is
to exclude transactions which are uneconomic. 1In television,
the artificial scarcity of VHF licenses will mean that prices

will be higher than otherwise, and more people will be excluded

*By "access" here I mean the opportunity to employ the mean of transmission (the
airwaves), not the opportunity to insert one's message into the midst of an edit-
ed collection of messages prepared by some one else. The distinction is some-
what blurred when we consider marginal changes in the existing system as

opposed to wholesale reform.




who should not be; this is inefficient. Whether there will
be a systematic content-related bias to this exclusion is a
more difficult question.

If the access is gained under current conditions, then
only programs which will survive under advertising support
will appear. These will be different from present ones only if

the menu of programs necessary to maximize profits on a given

number of channels under advertiser support is not "unique" --
that is, if two or more programs are close substitutes economi-
cally even though they represent different intellectual interests
or political slants. It is precisely under these conditions that
a right of paid access is crucial to First Amendment freedoms,
and where government regulation of private monopolists is most
clearly unhealthy.

The immediate effect of a change to a system of paid access
would be the creation of new firms to serve as brokers between
stations or networks and program producers and advertisers.

These firms would assemble a group of advertisers for a parti-
cular program or series of programs, buy air t: 2, and purchase
the program. It is not unlikely that these firms would be
large advertising agencies. Depending on regulatory policies

46
regarding the packaging of units of airtime, there would also

46
It matters whether, for instance, access can be
bought only in 3-hour "chunks", or 3-minute units.

The continuity problem suggests something closer
to the former.




be groups prepared to buy time for editorial announcements --
the broadcast of opinion or propaganda. Wealthy organizations
will be better able to do this than poor organizations, re-
flecting both the popularity of the organizations and the
underlying distribution of wealth in society. If this is
inequitable it is no less inequitable than the commercial opportunity to buy
newspaper space or to have access to the mails and printing
presses of the nation, and it reflects a broader social problem
than can be dealt with in the context of television alone.

Is the television medium "too powerful" to allow freedom
of access? Would society be less stable if anyone with the
money could buy an hour of network time? Certainly there is a
mystique surrounding the medium which suggests this. How much
would it cost to have an impact? Currently, a one-hour program
of sufficient popularity to attract 1/3 of the TV audience
(roughly 15,000,000 households) costs $250,000. A group wishing
to present its views to such an audience once a week would have
to spend about $10,000,000 per year (39 weeks of the TV "season').
This is nearly enough to start up a major city daily newspaper,
and it would represent only 1/84 of the prime-time network

channel hours per week availableon television. It does not seem

likely that this represents much of a threat to liberty. The

real danger lies in iree organ zations e

controls one-third c . and the government

controls, more or 1le
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Just as in newspapers, scarcity of outlets in the means of trans-

mission requires a system of unregulated access. But we do not need to
grant the premise of scarcity in broadcasting. Newspaper printing and
distribution contain -a degree of "natural" monopoly. There is nothing
in broadcast technology which is naturally monopolistic. The question
of access to television station transmitters need not be addressed at
all if we can eliminate the government-created scarcity of such trans-
mitters. Thus, a policy directly consonantwith a literal interpretation
of the first amendment in broadcasting is the creation of a system of
private property rights and a free market in the electromagnetic spectrum.
Nearly everyone agrees that this is utopian, which is to say impossible,
because of the political power of the broadcast industry. It is never-
theless a goal worth fighting for if we really believe in freedom of

expression.
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Whenever there are only three competitors in a market,
there exists both the incentive and the opportunity for non-
competitive, collusive behavior. Such behavior is illegal
under the antitrust laws, but is almost impossible to prevent
in its subtler forms without structural changes in the industry.
The result is that the networks compete and collude in various
dimensions of their economic game. 1In this case, it seems likely
that the networks end up spending too much money on programs,
and producing too few individual episodes of these programs.

But the implications of fewness in networking go far beyond
economic consequences. The three networks are interbred; they
are located physically  close together; their standards of success,
particularly in journalism, are virtually identical, and they
are heavily influenced by the same external opinion leaders --

the New York Times, the Washington Post, the Columbia Journalism

Review. Journalistic decisions, and subjective policy decisions
about program content are as a result likely to be made on
remarkably similar criteria and by men with nearly identical
aspirations and environments. This is unhealthy from the . irst
Amendment viewpoint, and it facilitates the exercise of govern-

ment control. It would be far less dangerous to have such organiza-
tions be more numerous, more geographically and intellectually

and culturally decentralized.

49
See Owen, Berbe, Manning[JChapter 4. This is not
necessarily bad for viewers; presumably at least so 2
people would prefer »>re expensive programs to more
original programs, provided that the added expense is

""" "ted in program quality values rather than higher
to scarce talent.







The networks do not represent a cabal of evil men intent
on dictating social and political attitudes. On the contrary,
they regard themselves as responsible seekers of objectivity, and
even slaves of the fickle audience. More important, their
behavior is entirely consistent with the incentives produced
by the structure of their industry and its regulators. The
difficulty lies in the policies which produced that structure
and regulation. These policies have created an unfortunate
and dangerous nexus of power in society. This situation is
all the more dangerous when it is exercised unself-consciously,
because it is then less visible and more self-righﬁ?us.

Aside from wholesale revision of the system of television
allocations, there are two levels of policy available to deal
with this problem. The first is the encouragement of new

technology, such as cable television, which decentralizes and

50
attenuates network power. The other is to break up the net-
51
works by antitrust action. Both of these approaches would of
50

That is, to create more channels and therefore more
competition in the marketplace of ideas.

51

Anti rust action against the networks is by far the
most politically feasible approach. The present
Justice Department suit is however untenable: it
alleges monopsony power in the program markets, and
seeks to keep the networks out of prime time program
production, an end already accomplished by the FCC's
prime time access rule. The correct approach is
structural. For instance, the networks might be forced
to sell time on their systems to others, or individual |
stations might be forbidden to affiliate with any one

network more than (say) one day per eek. Remed es of

this type preserv the scale economics of networking

while allowing additional networks to appear.
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course be opposed by the networks. Ironically, the possibility
5>f engendering such a policy change is small precisely because
it can so easily be made to appear to be govern =nt retribution
for network antagonism to administration policies.52 Thus,

the unhealthy symbiosis between media and government perpetuates

itself.

52

The first Justice Department antitrust suit against
the networks was dismissed without prejudice precisely
because it appeared to be tainted by political
motivation. It was, however, immediately refiled.










Commercial radio stations in operation in 1973

FM associated
with AM-FM
AM-FM combination
(filing a Total but filing a M
combined AM, separate inde- Total Grand
report)! AM-FM report? pendent radio totald

Statigns in operation on
Dec. 31, 1973

Full-ycar operation 2868 1429 4297
Part-year operation 43 11 54
Total 2911 1440 4351

Stations not reporting 4 63 27 90
Total stations reporting 2854 1413 4267

' AM-FM stations filing a combined report are counted as one station.

2 Although these stations are assoc ated with an AM-FM combination they are counted as separate.

3 Figures in this column count AM-FM combinations as two stations.

+ Stations that are counted as not reporting include those staticns that were licensed but silent for the

entire year, those commercial stations that obtained most of their revenues from contributions rather than
time sales, and those stations that filed too late to be included in this report.
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TABLE 18

RADIO STATION PROFITABILITY - 1973
NUMBER OF STATIONS REPORTING PROFIT OR LOSS, BY REVENUES

AM AND AM/FM

Profit Loss
Revenues Over 10,000 0 0 25,000 Over
Profit (Loss) 500,000 500,000 10,000 25,000 500,000 500,000

Over $1,000,000 116 3 2 16 6
$50,000-$1,000,000 1,780 853 Thlh Lok 10
Under § 50,000 13 10 101 17 0
Total 1,909 926 853 L37 16

Over $1,000,000

$50,000-31,000,000

Under $ 50,000
Total

NHOTE: FM stations "associated" with AM's but reporting separately
included with FM's.

Source: FCC data reported in Broadcasting 1/20/75 p. 56
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there is little difficulty in gaining access to the medium at
reasonable pricesf To be sure, the distortions caused by ad-
vertising support and by FCC regulation persist, but both seem
to be attenuated by the number of competitors, even leaving
aside competition from other media.

These observations suggest two propositions. The first
is that there is no sane rationale for continued government
content regulation in radio. The second is that an increase in
the number of competing TV channels, to the extent it resulted
in a situation similar to that in radio, would be a desirable
thing. One reason that radio appears less socially powerful
than television is precisely because it is less concentrated.

There is no scarcity, artificial or otherwise, of radio
station "voices." > There is robust competition, and extensive
access, for economic reasons, despite FCC regulation which is
theoretically identical to television. The degree of robustness
of debate on controversial issues is inhibited only by the FCC,
which seeks in a desultory manner to require balance within
the programming of each station, rather than across the spectrum
of stations. There is an active market in radic licenses; most

transfers receive pro forma FCC approval. Taking away the FCC's

attempts to control radio content, one has what must be the

*¥But see such examples of FCC interference as the WUHY case, 24 FCC 24
Lo& (1970).

54
There may be local exceptions to this statement.
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closest approach to uninhibited freedom of expression possible
in the absence of subscriber payment. The case for deregula-
tion of radio is overwhelming. When this suggestion was made
to the FCC several years ago,55 the Commission responded by
undertaking a program of re-regulation which involved reduc-
tions in the more onerous technical and reporting regulations,
but which left the content regulation and license renewal
policies unchangedf To be fair, there is a serious question
whether in view of Red Lion the Commission or even the Congress
can choose to deregulate radio.

Would we be better off with a television medium which
resembled the radio industry in structure? From the point of
view of freedom of expression we would certainly be better off.

From the economic point of view, we would probably be better

off, but not so well off as with pay television in addition.

55
Whitehead speech to IRTS.

* .

See FCC 73-694 (Released T/2/73) and FCC 72-967 (Released 11/2/72),
"In the Matter of Radio Reregulation." Also see Leslie Cheek III,
"An Analysis of Proposals to Deregulate Commercial Radio Stations,"
Fed. Comm. B. J. xxv no. 1 (1972).







TABLE 21

Income of Public TV Stations, Fiscal 1971

Source Amount (000) Percent of Total
Federal Government $ 8,935 6 %
Public Broadcasting Agencies 14,766 11
Institutions of Higher

Education 9,554 7
State and Local Governments 66,613 47
Foundations 15,881 11
Auctions, individuals,

and all other 25,067 18

Total: $140,816 100 %

Source: CPB
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. TABLE 22

Corporation for Public Broadcasting Funds (Fiscal 1973)

Income Thousands of Dollars
Federal Appropriations 35,000
Federal Grants & Contracts 21
Non-Federal income 3,535
Carry over from prior year 3,634
Total 42,19y
. Expenses (Budget)
Programs for public TV 15,892
Distribution of TV Programs
(PBS) 9,250
Production & Dist. of Radio
Programs 3,500
Research 602
Grants for Community Service 6,626
Other Grants 1,941
Administration 2,619
Total 40,430

. Source: CPB




TABLE 23

Federal Funding for Public Broadcasting

(millions of dollars)

Corporation for Public Educational Broadcasting
Broadcasting Facilities Act
Fiscal Year Auphoriza— Appropria- Authoriza- Apprqpria-
tion tion tion tion
1963-1967
(total) - - 32 32
1968 - - 11 0
1969 9 5 13 4
1970 20 15 15 5
1971* 35 23 15 11
1972* 35 35 15 13
1973%%* 65 65 25 13
1974%** 90 45
1973* 45 35k %x

* *
* %k %k

Two-year authorization
Two-year authorization; vetoed
Continuing resolution




The concept of localism was almost immediately abandoned,
and a network (PBS) created. The economic reasons for this
mirror the rationale of networks in commercial broadcasting;
given limited funds, sharing of programs is strongly indicated.
But in this case localism has an additional dimension -- it
provides a safety mechanism to insulate the system from political
intervention which would naturally accompany the expenditure of
federal funds. Federal funding means that Congress and the
President have a tool and a responsibility for examining the
performance of public broadcasting. The centralization of pro-
gram decisions in Washington by a national network makes it
easier to wield this power of intervention. There is considerable
danger that the public broadcasting system can then be an in-
strument of the state, and this is certainly contrary to the
principles of freedom of expression.

The public broadcasting system was essentially a liberal
concept, and it came into inevitable and immediate conflict
with the Nixon administration, nicely illustrating the relation-
ship between public broadcast content and political forces at
their most dangerous level. The upshot, when the dust had
settled, was a plan to partially decentralize control of progrgm

decisions (localism) along with long term funding by Congress.

58
For discussion of the controversy, see Owen, Beebe,

Manning [ ] , Chapter 7.




Is public broadcasting necessary? There are certainly
deficiencies in the present system which a public corporation
might, if it wished, help to remedy. This would require pro-
duction of programs against which the commercial system is
biased, despite their economic desirability. But these are
not necessarily the same programs which will satisfy the in-
tellectual elite which patronizes public broadcasting and
dominates its decision-making. More to the point, public broad-
casting is a singularly inefficient way to remedy the defects
in the commercial system: it occupies valuable spectrum alloca-
tions with programs which have miniscule audiences?9 it is

(deliberately) non-responsive to consumer tastes, and it is

structured in a way which invites dangerous First Amendment

confrontations. The principal merit of the system is that it
is one of the few reforms which are politically feasible, and
this is so precisely because it does not threaten the audiences
and profits of commercial broadcasters. Effective reform re-
quires heavy threats to those things.

Public broadcasting as presently structured is not a safe
or an effective remedy for the defects of commercial television.
This does not necessarily mean that there is not a justification
for federal subsidization of certain kinds of "merit good"
programming. But one can imagine more efficient and less dan-

gerous ways to accomplish this objective. For instance, federally

59
If the VHF educational allocatii .s were available for

commercial use, a fourth commercial network might well
be viable. See CrandalR | ]-




funded local public committees might buy time on commercial
stations for public service programs, or the National Endow-
ment for the Arts might subsidize "high guality" entertainment
programming on commercial stations.60 But any remedy for the
inefficiencies and inequities of the commercial system would
almost certainly have to hurt to be effective, and public
broadcasting does not hurt commercial broadcasters.

Program choice in public broadcast ought to be decentralized
for political reasons. But the decentralized decision-makers
must, for economic reasons, be given the option of purchasing
national programming. This requires that federal appropriations
flow through directly to local stations, but that there be a
market in which the stations can purchase rather than produce
programs. On a more fundamental level, program choice might
usefully be made more responsive to viewer welfare, and less
responsive to the notions, put forward by philanthropic insti-
tutions, of what people "ought" to see. Careful study of
data from cable television and pay-TV experiments, for instance,
could produce reasonable estimates of what programs, or pro ram

types, are most needed to offset the distortions of advertiser-

supported commercial television. These programs may not be

operas, ballets, and Shakespeare. Even if they are, public

This would of course require changes in the communica-
tions regulations requiring commercial stations or net-
works to accept such programs at standard rates. This
would be a good precedent for more open access generally.




support of a separate network of stations may very well be

the wrong way to produce them.




Cable Television

The idea of delivering television by wire is not parti-
61
cularly startling. It is, obviously, more expensive than

over-the-air signals.62 Because it is more expensive it has
developed mainly as a supplement to the broadcast system,
helping to satisfy the consumer demand for television choked
off by the artificial restriction of broadcast frequencies.
It does this in two ways. The original function of cable was
to supply TV signals to viewers who could not receive existing
stations very clearly -- in remote or mountainous areas. How-
eve , cakle operators quickly realized that their wires could
carry lots of TV channels, not just the few allowed by the
Commission in any area. So they began to import TV signals
. from distant cities. Subscribers were willing to pay for this
service, and a major controversy was born.

The essence of the controversy is that cable, with its

unlimited channel capacity, threatens the profits of broadcasters

61
Cable television uses a coaxial cable. The capacity

of such a system depends on the amplifiers used, but

new systems typically can carry about 20 TV channels.
Theoretical capacity is much higher. Telephone wires

can not be used to transmit commercial TV quality signals;
Picturephone service has a lower resolution than commer-
cial Lelcvision, 1and recuires four wires.

62

At least, cable is more expensive than over-the-air transmission if
only a few channels are involved. The cost of a cable system varies
widely depending on subscriber density and locsal construction con-
ditions. An initial investment cost of about $200 per subscriber
is perhaps typical. If such a system has 20 channels and serves a
community ot 100,000 households, the cost is about $1,000,000 per
‘ channel, which is not greatly different than the cost of a TV tower
and transmitter. Typical calle fees are $6 per month, plus an
installation charge. There are now (1975) about 10 million cable
subscribers, or 15% of all TV h iseholds.




whose markets had heretofore been protected from entry. More
competition means smaller audiences and lower advertising
revenues. The knife was turned in the wound by two Supreme
Court decisions63 interpreting the 1909 Copyright Act to allow
distant signal importation without copyright liability. This
brought the program producers down on the side of the broad-
casters, an otherwise unnatural alliance.64

The FCC's behavior with regard to cable has been re-
prehensible. As cable began to threaten broadcasters profits,
the FCC unilaterally asserted its jurisdiction over the
industries, under the "ancillary services" doctrine discussed
above. (The Supreme Court upheld the Commission in Midwest
Video.) The Commission then proceeded to freeze cable growth
for several years by barring any distant signal importation.
In 1972, it issued a massive set of rules for cable, allowing
some distant signals, and imposing heavy public service obli-
gations on each system.65 From the public's point of view,
cable presents an opportunity for expanded choice and in-
creased programming supply. There is no fficiency justification

for the FCC's action, and only a tenuot equity argument

supporting the Commission. The equity argument is that some

63
Frrtnightly and CBS v Telepr >ter.
64
Program producers generally favor cable TV and pay ..
because of the implied increased demand for programs.
65

For a detailed history of cable regulations see Barnett
( ). For discussions of the 1972 rules, see Park

( ).
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can be competition among message sources, any of whom can
rent channel hours from the cable operators. Given the
potentially large number of channels, there exists no
rationale for regulation of the program sources or of program
content. The Report also recommends the end of most present
restrictions on pay-television by cable.

These seem to be exactly the right policies. Unfortunately,
the Report recommends that they be implemented only at the time
national cable diffusion reaches 50% of the population, and
that the FCC meanwhile continue more or less on its present
course. Given that course, it may be several decades, if ever,
before cable does achieve 50% saturation of the population.

Not surprisingly, good policy has difficulty engaging political
reality. Worse still, if cable does ever reach 50% saturation,
it will then likely possess sufficient political power to

avert those parts of the Whitehead recommendations which will
reduce its own profits, including the provision that cable
operators themselves not control any programming. This in

turn will provide the traditional rationale for continued
federal regulation of content.

Cable technology is a first-class excuse for reform of
our system of broadcast regulation. It provides the opportunity
to insert competition into the industry, to increase freedom of
expressio , and to reduce or eliminate govern :nt regulation

of message content. But it is only an excuse. The s¢ e € 1is

can be achieved wit in the context of present technology, and







long run outcome, the effect is certainly to dampen signifi-
cantly the rate at which cable can serve as a remedy to the
problems of television. This is the way public policy is made

in such cases, and there is very little that can be done about
69
it.

69

See Owen ( ) in Park ( ).
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Social and Cultural Effects: The End of History

Print journalism provides a permanent record of events,
and to some degree reflects for posterity the tastes and
conditions of culture and society. Indeed, journalism itself
is history, albeit recent history. The broadcast media are
the antithesis of history. Television is preoccupied with
participation in events. The goal of television news, not
always realized, is live "real time" coverage of events. 1In
this it pretends to neutrality. But there is no record of
events, no memory except the memory of the audience. All action
is ephemeral. Moreover, the presence of media coverage pro-
foundly affects the event. No event is the same with the
cameras, lights, and technicians present. The coverage is
obtrusive, and worse, easily manipulated. A "media event" is
not a "real" event, in the pre-electronic sense.70

The technology and institution of telev sion do not lend
themselves to thought, but to action. Investigative j~urnalism,
for instance, the activity which seems to play such an important
role in theories of t! First Amendment ,is nearly impossible on
television. The medium is not an efficient conveyor of action-
less facts. On the other hand, few print media can match the
impact of TV coverage of police dogs attacking civil rights

de_ >nstrators, of a riot, or pictures of a starving chil , or

0. Ekd{ehli. 7-







a wartime fire fight. The McLuhan doctrine is certainly

relevant. But the medium without a memory has no pertinacity,
and it does not, as its pundits claim, merely "mirror" reality.
It changes reality, it sometimes creates reality, and it often
ignores or submerges reality. .

Now there is little doubt that the print media also affect
reality, and that distortions, of a different kind, are intro-
duced by the traditional reporting techniques. But we have
to ask whether the peculiar biases of television, given the
public's remarkable preoccupation with it, are consistent with
theories of the First Amendment. ving aside journalism
are the social and cultural impa... of TV programming sufficiently
dangerous and important to qualify departures from the principles
of freedom of expression?

It must first be said that no one understands what these
impacts are, or whether they really are dangerous. Despite
volumes of research there is no agreement on the relatively
narrow guestion, for %?stance, of the effect of televised
violence on children. Even if we did know Tat television
has untoward social and cultural effects, it is far from c 2ar
that the correct policy is to give over into the hands of an

increasingly powerful central government the right to regulate

71

See Surgeon's General's Report ( ), ..

. (Chapter 8 in
OBM) .
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those effects. If television is powerfuland influential
that is all the more reason to wish that government had no
hand in it. On the contrary, one would wish that effective
control were highly decentralized, both privately and pub-
lically. If television is an important social force, or a
harmful one, it is too important to be left in the control
either of bureaucrats or monopolists or both together. On
the contrary, the medium must be democratized, its power
dispersed over many decision-makers, especially consumers
themselves. It becomes all the more important to ensure that
the only programmi=~ -*%-- ---—--2--~~ jg that programming which
people are willing o pay for, and to ensure
that they have the wiaest possipie range of choice of sources.
It is possible, though far from obvious, that there may be
a social, collective interest in eliminating or modifying actual
or potential pathological behavior in the television medium,
behavior which might exist in the context of economic and
political freedom. A non-controversial example is the need
for copyright laws. A more controversial set of examples
includes obscenity, libel, pornography, viole_ ce, and the ike.
It is not inconsistent for a democratic society to wish to deal
with such phenomena. But it is critically important to choose

carefully the manner in which this is accomplished. It can be
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Cross-Ownership and the Role of Antitrust

If television were not a regulated ...dustry it would be

a very obvious target of antitrust activity under the doctrine
73
of the Associated Press case. The network oligopoly is only

one of the institutions which might be subject to attack.
Another is pervasive newspaper-television station cross-
ownership. The Justice Department has pressed the FCC to deal
with this problem since 1968, but with little success. The
situation neatly illustrates the problems of antitrust policy
in the regulated industries.

About 30%72f all TV stations are owned by newspapers in
the same city. Given the prevelent monopoly positions of
newspapers, and the much vaunted "scarcity" of TV licenses,
cross-ov ership is an obvious affront both to economic compe-
tition and to freedom of expression, the latter being in this
case far more important. There is evidence that joint owner-
ship results, as common sense would suggest, in higher adver-
tising prices charged by TV stations and newspapers than the
pric s _aarged in otherwise similar situations. This is a
standard economic effect of a reduction in competition. The
. irst Amendment effects are obvious, especially since many

of these combinations are in small cities where the only local

newspaper owns the only local TV or radio station.

73
Associated Press ( ).

74 See Baer, Ggller, et al. and OBM for background.







Not surprisingly, the FCC has been reluctant to do
anything about it. Former FCC Chairman Dean Burch, even

in an otherwise unnatural alliance with Commissioner

Nicholas Johnson, was never able to muster a Commission
majority in favor of proposed diverstiture rules. The
political power of the A.N.P.A.75 and the broadcasters is
simply too great on an issue which does not seem to touch

the public in a sensitive area. The Justice Department's
antitrust division is hamstrung by the doctrine of primary
jurisdiction. This legal precept requires a complainant to
seek relief in a regulatory agency before approaching the
courts. Accordingly, the antitrust division first petitioned
the FCC for a divestiture rule-making and then, after five
years of inactivity by the FCC, began challenging licenses of
newspaper-owned stations. Congress immediately began hearings
on legislation to prohibit Commission consideration of news-
paper ownership in its license renewal process. Until the
Commission acts one way or another in each case, which could

take years, the division can not resort to the more congenial

courts.
75
American Newspaper Publishers' Association. In 1975
. the FCC finally resolved the issue
by ordering a few divestitures in the most outrageous

cases, and then dropping the proceeding.
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The debilitating effects of newspaper-TV cross-ownership
are obvious. The defense offered by cross-ownership apologists,
aside from simple denial of the obvious, is that TV stations
help to keep financially shaky newspapers afloat. It has never
been clear why TV stations are uniquely suited to this public
spirited objective. Why is it only TV stations and not, say,
steel manufacturers who can do this? The argument is disingenuous.
Newspapers own TV stations because to do so reduces competition,
increases advertising prices, and increases profits.

The experience with cross-ownership suggests that measures
might usefully be taken to strike the fetters from antitrust
activity in broadcasting. This must be done with care, of
course, since the antitrust division sometimes displays a
monomaniacal preoccupation with competition for its own sake,
rather than seeking that structure of industry which best
serves the consumer interest. But a minimum reform would be
legislation allowing the division immediate recourse to the
courts in cases involving regulated industries, with the
Commission itself as co-defendent in relevant cases. This
would at least reduce the ability of the administrative

agencies to use endless delay as a tactic in fighting reform.
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the First Amendment function of the media. Examples abound.
The National Association of Broadcasters and other lobby groups
contribute heavily to political campaigns. Newspaper and TV
coverage of these campaigns is critical to political success.

When the Washington Post and the TV networks opened up their

guns on Watergate, there were attempts at reprisal

through the regulatory process. That these were
unsuccessful is probably due more to their lack of subtlety
than to the checks in the system itself.

If television is an important medium of expression with
enormous social influence, then it is far too important to leave
under the control of politicians and bureaucrats in alliance with
private monopoly interests. Freedom of expression and economnic
competition require decentralization, deregulation and dis-
integration; decentralization of decision-making in the
private sector, deregulation at least of message content, and
vertical disintegration of "naturally" monopolistic trans-
mission media from the processes of creation and editing.

Finally, consumers must be free to express their preferences

with dollars.







There are several phenomena that make broadcasting a peculiar
market. First, consumers are given a free product (the program) in order
to generate audiences which are then sold to advertisers. The program

is free to the consumer not only because the transactions costs of collec-
ting for programs are high, but also because the Federal Communications
Commission (FCC) forbids per program charges for mest programs. Second,
TV programs have some of the attributes of public goods; the marginal
cost of an additional viewer is almost literally zero. (Of course it may
be necessary to spend more on program production to induce a larger
audience to view the program.) Third, there is alleged to be an artifi-
cial scarcity of channels, due to FCC regulatory decisions.g/

These three conditions have been used to explain deficiencies in
television performance, particularly with respect to the number and types
of programs that are offered. Most economists would probably agree with
the argument that FCC rules limiting the number of channels are ineffi-
cient. A few might also agree that rules barring pay TV (that is, TV
that charges on a per programr basis) might also be a cause of inefficiency.
There is a policy debate on these matters. The issues are these. Should
cable television systems be allowed to charge on a per program basis?é/
Should control over channels on cable television be in the hands of one
firm (the operator) or leased out to competitive programmers on a common
carrier basis? It is the purpose of this paper to try to shed some light
on these and other policy issues from the point of view of welfare econo-
mics by considering the forces that influence program selection under

different supply conditions.










may still be unprofitable becuase the revenues fail to cover fixed costs.

But more importantly, the relationship between revenues and contributions
to surplus will vary over programs, according to their demand characteris-
tics. And therefore the market will be biased against certain kinds of
programs in ways that are discussed below.

The analysis to follow deals with two related questions. The first
is what biases in program selection arise under pay TV and under adver-
tiser supported TV? Biases are to be interpreted as departures from the
optimum. The biases are stated in terms of the demand and cost charac-
teristics of programs. We argue that pay TV is biased against programs
with low price elasticities of demand, and against high cost programs,
and that advertiser supported TV is also, but more strongly. The second
igsue concerns the numbers of programs and the sizes of their audiences.
Leaving aside biases and focusing on collections of similar progreams,
one can ask whether either regime supplies too many or too few programs.

The study of program selection under pay TV is formally indistin-
guishable from the analysis of product selection under monopolistic
competition.éy Some of the following models could be stated in more
general ways at great cost in terms of notational complexity. We feel
they illustrate the important forces better than would a more abstract
snalysis.

Policy choices in this market are dependent on the structure of
demand, and that is an empirical question. Our aim here is not to dis-

pose of the policy issues (and we certainly have not). It is rather,




in the context of an explicit welfare criterion, to focus attention upon
impor£ant parameters that determine the welfare implications of regula-
tory policies. These parameters are objJects about which one can have
intuitions as well as evidence, and upon which the policy debate can be

based.

2. Sources of Bias in Program Selection

The Model

We begin by supposing that there are n possible different types
of programs. The list can be rather long and is intended to be exhaus-
tive. The number of viewers of the i-th program (the audience size) is
X5 i=1,...,n. The vector x is (xl,...,xn). Given a set of program
offerings, each viewer will select his preferred program. Each viewer hes
a reservation price for the program he selects, a number that gives the
dollar value of that program to him. We add up these dollar benefits for
all viewers to arrive at a measure of the gross dollar benefits for all
viewers. These are denoted B(x), the benefit function.

To illustrate biases in program selection, we shall use a benefit

function with the following form:

(1) B(x) = Z¢(X) - z A, x.x

Each ¢i(xi) is concave. (That is equivalent to assuming demand curves

are downward sloping. See below.) Without loss of generality, Aii =0

for all i. The coefficients Aij are non-negative so that

Bi1 = -2Aij < 0 and all programs are substitutes.




This functional form gives us considerable flexibility in speci-
fying the demand interactions among products. A pair of products i and

j can be demand independent (A,, = 0) or very close substitutes

id

(A large). We can characterize groups of close gubstitutes or

id
what have been referred to as lowest common denominator programs within
thi's framework. In addition, the functions ¢i(xi) determine the shapes
of the individual demand functions (see below) and these can be selected
in any desired fashion. The form (1) is not perfectly flexible. But it
can be generalized without affecting the qualitative conclusions set out
below.l/

We assume that viewers choose programs in a one-period context
(i.e., one hour), so that each viewer consumes only one program. No two
programs are perfect substitutes though they can be very close substitutes.
When confronted with prices, pl,...,pn, for the n programs,

viewers will react by allocating themselves to programs so as to maximize

the net benefits to them:

(2) B(x) - Zpixi
i

Therefore, maximizing (2) with respect to x, we have

(3)

The conditions (3) can be interpreted in another way. Since they hold

for any set of prices pl,...,pn, they define the inverse demand functions




for the programs. The inverse demand functions are the partial deriva-

tives of the benefit function.

Let us turn briefly to advertising and to program costs. Let =z
be the price per viewer paid by advertisers, and let Fi be the cost of
producing a program of type i. For prime time network television,
Fi < 250,000 dollars per hour and z * 2 cents per household for the six
minutes of commercials permitted. In practice, z is a declining function
of X, and there is some relationship between i and 2z. For example,
viewers care about the amount of advertising. We could handle that by
making the same programs with different numbers of minutes of advertising,
different programs (because demands would be different). But then z4
would depend on the program. In what follows, we ignore these complica-
tions, though no important conclusion is affected by the simplification.

Since we are not interested in the advertising market per se, but
only in its impact on programming, we shall assume that advertisers pay
exactly what advertising is worth to them;é/ Thus the surplus in the
advertising market is equal to the revenues it provides the suppliers of
programs.

The surplus generated by both markets is the sum of benefits to

consumers, B(x), and the advertising revenues, szi, minus costs of pro-
i

grams, ZFi. Letting T(x) be the total surplus, we have
i

(L) T(x) = B(x) + )(zx, - F,) .




Program Selection Under Pay TV

We begin by considering program selection under pay TV with
unlimited channels. The price per viewer for the i-th program is
pi(X) = Bi(x). Therefore the profits of the supplier of the i-th pro-

gram are

(5) M= pyxy tozxg - Fy

Bixi + zxi - Fi .

Note that advertising is permitted as well as per program fees.

The market is monopolistically competitive. Each firm maximizes
profits by setting X5 and entry occurs until all profitable programs
are being supplied.g/

We want to characterize the market equilibrium in a way that
facilitates comparison with the optimum. We do this by showing that the
process of competitive interaction (including entry and exit) results in
the implicit maximization of some function which is neither the total

surplus, nor industry profits.

When B(x) has the form (1), then the total surplus is

(6) T(x) = Z(¢i *+ozxg - Fi) - .z Aijxixj
1 i,J
The profits of the i-th firm are
- 1 - _ .
(7) m xi¢i +o2x, Fi ZEAinixJ

J
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Industry profits are

8 = .= 0! - _
(8) n §n1 g(xltb1 + zX, Fi) 2i§JAinixJ .

We shall show that the monopolistically competitive market implicitly

maximizes the tunction

R = Lb! - -
(9) (x) g(xl¢i + 2X Fi) i);JAijxixJ

The argument is straightforward; we give it and then comment.

The argument is that

(10) R(x) - R(xl"”’xi-l’o’xiﬂ,""'xn) = (xi¢; + in - Fi)
- 2§Aijxixj (from (9))
=7, . (from (7))

Thus ni(x) = R(x) - something that does not depend on x;- Thus in
maximizing T, with respect to X4 the i-th program producer is maxi-
mizing R(x) with respect to x;. .aus all producer; together act so
as to maximize R(x).

By comparing R(x), T(x) and n(x), we can determine the ways in
which competitive pay TV and monopoly under pay TV will deviate from the
optimum both in terms of pricing and program selection. We turn therefore

to these differences.
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The difference between T(x) and R(x) is that the ¢i(xi)
in T(x) are replaced by xi¢i in R(x). These small differences
have large consequences. Since ¢i is concave (it must be for demand,
api/axi = ¢; < 0, to be downward sloping), ¢; > xi¢i. Thus revenues
are less than the program's contribution to surplus. For reference, the

contribution of program 1 to the surplus is

(11) ATy = ¢, + zx; - Fy - 2§Aijxjxi

This means that ATi can be positive when w, < 0 in which case the

i

program will be lost. To simplify notation, let the linear coefficient

of X5 in T and R be

(12) ¢y = 2ZAinJ

J

-7 .

The pattern of pricing is also affected by the difference between

¢, end x ¢!. From (11) and (7) we have
1

SATi
— ]
(13) ) aXi - ¢i - Ci >
while
am
9R _ _1_ "
(14) ax,  ox; ¢ * X0y 7 ¢y

Therefore when ani/axi

tendency of monopolistic competition to price above marginal cost.

0, aATi/axi > ani/axi = 0. This is the familiar
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to incremental benefits. It is now not difficult to see that the bias
is against products with small Bi's. Specifically, assume two products

i and J have the same program costs, Fi = F, = F, and suppose they

J

contribute equally to. the surplus, AT¥ = ATE. Then from (17)

™4+ P n(8)

ﬂ3‘+F=n(BJ) :

(19)

Thus, if B; < BJ, ﬁ; < NH. If ns = 0 so that programming is just
profitable, program i, which contributes equally to the surplus, will
be unprofitable and will not be produced, though its contribution to the
surplus is positive. In the present parameterization of the problem,
the bias is against products with small Bi's. What is Bi? Since

Bi—l

(20) pi = aiBixi - ci R

it is fairly clear that Bi determines the steepness of the inverse
demand function. This is akin to but not the same as the own-price
elasticity of demand. Therefore the bilas is against programs with steep
inverse demand functions. These are precisely programs with small groups
of high value viewers after which reservation prices fall off rapidly.

Stepping back from the present parameterization, the general bias

is against programs that have demands such that revenues capture a small

fraction of the gross benefits. This comes as no surprise. When the

entry condition is profitability, revenues are the signal of benefits.




They will be a more or less misleading signal depending upon the fraction
of the benefits they actually capture. Programs for which revenues are
a small fraction of the surplus are special interest programs.

It is important to note that not all programs with small Bi's
are eliminated. Some may simply have huge audiences (i.e., 8y is
large). That is why the bias is stated in terms of constant or equal
contributions to the surplus.

There is another bias; one against costly programs. It is also
derivable from equation (17). Suppose that for two programs, i and |,

aT¥ = AT;, and B; = B, = B. It follows from (17) that

(21) (mt = m%) = (1- '7F)(r

Therefore, if FJ > Fi then “3 < ﬂ;. If w; = 0 then program J will
be unprofitable and will not be produced even though its contribution to
surplus is the same as that at program 1i. Thus there is a bias against
costly programs, other things equal. There seems no obvious relation
between program costs and the usual program categories. Some minority
taste programs are expensive, others are not, and the same is true of
mass appeal programming, leaving aside the effects of competition for
scarce factors.

A word about monopoly is perhaps in order. w(x) differs from

T(x) in two respects: the ¢i(xi) are replaced by xi¢i and the

cross effects term is multiplied by two. Two conclusions follow. First,
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monopoly will exhibit biases similar to those just described for compe-
tition. And second, it will tend to hold prices up more and supply
fewer programs than either the optimum or competition. The latter
follows from the factor of two multiplying the cross effects term.lg/

Thus monopoly tends to produce less "diversity" and to result in higher

prices than monopolistic competition.

Program Selection Under a Competitive, Advertiser Supported System

We examined certain biases in product selection associated with
pay TV. We want now to compare these problems with those that arise with
an advertiser supported system like the present one. When advertising
revenues are the sole source of support, all that matters is what the
demand for a program is at a zero price. The products whose demands are
depicted in Figure 1 will generate equal revenues with advertiser sup-

port, even though both the surplus and profits under pay TV will be

larger for product A. Therefore one might expect that advertiser supported

TV is even harsher on low elasticity products than pay V. And with

suitable ceteris paribus assumptions, this can be shown to be true.

Figure 1
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The point is most easily illustrated with linear demand functions,

though the principle applies generally. Assume therefore that ¢i(xi)

2

= Xy - Aiixi' With this assumption, the demand for the i-th product is

where ¢, is as defined in (12). Under advertiser support, prices

to viewers are zero so that audience size is

(23) X, =

(2h) -;; = Z(‘i_—"."

Under pay TV, the profits of program 1 maximized with respect

to xi areli/

(25) "= —g—— - F,







outside the formal market system. There are clubs, societies, and other
not-for-profit institutions formed for the purpose, among others, of
publishing a newsletter or magazine or academic journal. We have, then,
an explenation of the existence of such organizations in the failure of
the market system to provide certain goods. However, there iz a diffi-
culty. The bias against such goods is greatest in precisely that case
vhere individual valuations of the good vary widely, and thus where
clubs may also have considerable difficulty in setting fees. If a uni-
form price would capture enough of the surplus to cover costs and normal
profits, & club would not be needed. Perhaps this explains the proli-
feration of rates and membership categories which are often found in
clubs. It may be easier for potential members to identify each other
than for outsiders to do this. Of course, FCC policies prevent this
sort of response in television at present, although public broadcasting
has gsome of the attributes of a club.

From the point of view of biases in product selection, pay TV is
not ideal, because prices exceed marginal costs, but it appears to be
preferable to advertiser support. The choice may be between not having
a program at all, and having it available at an inefficient price. Half
a loaf may be better than none.

3. Numbers of Programs and Audience Sizes in Equilibrium

Our concern up to this point has been to show there are biases

ageinst programs with certain comparative demand characteristics under




both pay TV and advertiser supported television. Roughly speaking, the
hiases are against special interest and expensive programs, both being
more pronounced under advertiser support.

Apart from these biases, there is the question of which system
provides the better second best solution. 1In this section, we consider
this and related questions. Haviqg discussed biases, it is convenient
to set that issue aside and to conduct the present analysis by consi-
dering similar (but not necessarily highly gsubstitutable) products. In
part, this is a device for meking the analysis of equilibrium tractible.
Specifically, let us assume in the previous model that ¢i = ¢, Fi =F

and Ai = A for all i1 and J. Since the demand parameters and costs

J
of programs are similar in all respects, the audience sizes will be the
same in equilibrium: X; =X for all i. The equilibrium and the opti-
mum can therefore be characterized by n, the number of programs and by
x, the audience size. (Note that programs are not assumed to be perfect

substitutes for each other.)

With these assumptions, the total surplus in equation (4) becomes

(29) T(x,n) = n¢(x) - Ax2(n2 - n) - nF + nzx

The function implicitly maximized by monopolistic competition is

(30) R(x,n) = nx¢' = Ax2(n® - n) - nF + nzx

Industry profits, the objective function of the monopolist, are

(31) m(x,n) = nx¢' - 2Ax2(n® - n) - nF + nzx




At this point it is most useful to illustrate the optimum and
various equilibria diagrammatically. This is done in Figure 2, for a
typical case.ii/ In general, the pay TV equilibrium (E) is below and
to the left of the optimum (0). Monopoly under pay TV (M) is below
and to the left of E. There can be exceptions but they are not of great
interest. The points S and T are second best optima of & slightly
different kind. T, for example, is the point of tangency of an iso-
surplus line with the zero profit line (Rn = 0). Thus if entry cannot
be controlled but prices can (via taxes or direct regulation), T 1is
the highest attainable point. Similarly, S is the second best with
monopolistically competitive pricing taken as given. It is achieved by
subsidies to producers of programs. It is possible that E could corres-
pond to either S or T, but not to both.lé/

Under a competitive, advertiser supported system, pricing is
optimal so that Tx = 0. Entry occurs until profits per progrem, zx - F
are zero. Thus x = F/z, as shown (point CA). With monopoly and adver-
tiser support, pricing is the same but the introduction of new programs
stops before profits are zero, at a point like MA.

The point X 1is of some interest. At X, pricing is optimal and
the total surplus is the same as at E. Thus X gives the number of
programs that are required under advertiser support to equal the perfor-

mance of pay TV.




ki1 =O\
(Number of n
Programs)
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R=0 \Tx=0 Figure 2

Isosurplus

(Audience
Size)

Summary of Points:

x%gemzmo

optimum
competitive pay TV equilibrium
monopoly pay TV

second best optimum given m > O constraint

second best optimum given monopolistically competitive pricing
competitive advertiser support equilibrium (with unlimited channels)
monopoly advertiser support

If advertiser TV were subsidized to permit more programs, the

point at which the total surplus is the same as at E.




The Relative Positions of the Equilibria

The relative positions of the various equilibria in Figure 2
obviously depend upon some assumptions about the magnitudes of the
parameters in the model. And since these positions determine the
attractiveness of the equilibria from a welfare point of view, it is
important to discuss how the equilibria move about when the parameters
change.

The relationship between E and 0 is determined largely by
the own price elasticity of demand for the representative product. This

is most easily seen by observing that the demand for a representative

progre is
(32) p=4¢'-2ax(n-1) |,
so that
d "
(33) 2 = ¢ (x)

dx

Thus if ¢" 1is small, the inverse demand curve is flat., But ¢ is
also more nearly linear so that ¢ and x¢' do not differ greatly.
The surplus, T, and the function implicitly maximized under monopolistic
competition, R, differ in that ¢ is replaced by x¢'. When this
difference is small, the optima, E and 0, are close together. Conversely,
it is when price elasticities are low that E and O are far apart.

In contrast, the relative positions of CA, the advertiser supported

equilibrium, and O, the optimum, are determined by the cross elasticities
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(1/x)(3(nF)/3n) = F/x. Now let us examine those quantities at the
competitive advertiser supported equilibrium.
At that equilibrium, the audience size is F/z. In addition,

prices are zero so that
(37) $'(y) = 2ay(n - 1)

wvhere y = F/z. This expression defines the equilibrium number of pro-
grams, n. Using (37), and substiuting in (36), we find that the rate of
increase of average benefits per viewer with the number of programs is

B _ 190) _ 4i(y)] - ay

- L23B

The rate of increase of costs is F/y = z.

One can now see precisely what determines the relationship
between the optimum and the equilibrium. If g, the average benefits
per viewer of the marginal program, exceeds =z, the average cost, the
number of programs should be increased from the equilibrium and conversely.
From (38), one observes that increasing the cross effect, A, makes ave-
rage benefits smaller. If A 1is large enough, g may be less than z,
that is, the optimum has fewer programs than the equilibrium. The
other factor that determires average benefits at the equilibrium is the
term in square brackets in (38). It is positive because ¢ 1is concave.
Moreover, speaking somewhat imprecisely, the more concave ¢ is,
the steeper the inverse demand and the larger the average benefits of an

19/

additional program.
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To assess the performance of the present system, one wants to
compare & and 1z, or equivalently gy and zy = F. This can be
done for networks rather than programs with the available data. Table
1 presents some rough and ready empirical data on the issue at hand.
Using demand estimates for cable TV, Noll, Peck and McGowan [1973]
estimated consumer surplus from (free) network-TV channels. (These
are presented in the table in 1970 dollars.) 1970 costs for the opera-
tion of the three networks and their affilisted stations averaged $800
million per channel. Various authors, including Park [1973], have
estimated that the profitability of a fourth advertiser supported net-
work is approximately nil. The figures in the profit column are
simply the authors' guess as to normal network profits averaged over the

business cycle.

Table 1

Benefits, Costs, and Profits from TV Channels
(millions of dollars per year)

Marginal ) Marginal

Number of Consumer consumer Marginal profit
S S surplus surplus cost (advertising)

1 16000 16000 800 100

2 25100 9100 800 75

3 31300 6200 800 25

4 36000 4700 800 0

5 39800 3800 800 <0

Source: Consumer surplus based on estimates in Noll, Peck and McGowan
[1973] (p. 288); other data based on rough estimates by the authors:
see text.




The point of all this is that while the addition of more networks

clearly adds to surplus up to some point far beyond the present number
(three), these new networks would not be profitable under advertising
support. While the estimates are rough, the orders of magnitude are
almost certainly correct. Thus, advertising pricer fail by a wide margin
to reflect viewers' valuations of programs. This suggests that the
competitive, advertiser supported equilibrium (CA in Figure 2) is not
in fact very close to the optimum in absolute terms, and increases the

likelihood that E 1is superior to CA.

Consumer Surplus

It might be argued that the total surplus is not what one ought
to focus on, but rather consumer surplus (the benefits to the public).
It is true that some of the benefits of pay TV accrue to the producers
of programs. But that does not imply that consumers are hurt, on ave-
rage. It is of course almost inevitable that a change from advertiser
support to cable will redistribute benefits. The consumer surplus in

the symmetric case is simply

(39) S = T(x,n) - m(x,n)

n(é - x¢') + Ax°(n

-n) .

Iso-consumer surplus lines are tangent both to iso-total surplus lines
and to isoprofit lines. The iso-consumer surplus line through E is
depicted in Figure 4. It intersects the marginal cost pricing line at

R. It is below and to the right of X, where the total surplus is the




F
z

same as at E. It is possible for CA to lie between X and R.

In that case pay TV would increase the total surplus but hurt consumers
(qua consumers--someone gets the revenues or profits). The position of
CA relative to R 1is an empirical question. For the reasons cited
above, we think CA 1is likely to be considerably to the right of X

and R.

Limited Chr~-els

The FCC is alleged to artificially limit avai1a£le channels, at
least on the VHF band in the larger cities, with the result that broad-
casters earn scarcity rents and program variety is reduced.

The effect of limiting the number of available channels can be
examined with the aid of Figure 5. If the number of channels is res-

tricted to Bl’ competitive pay TV will generate the outcome C. It is
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Figure 5
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worse than the equilibrium E. The constraint n < ﬁl has no effect on

a monopolist. If n is constrained to be equal or less than 52, the

monopolist under pay TV will be at D, and competition under pay TV is

at S. And since 52 is the number of channels in an advertiser supported

equilibrium, S 1is inferior to CA. 1In order that pay TV produce a pre-

ferred outcome, the channel constraint must be lifted to 53. The out-

come then becomes N (N and CA are on the same iso-total surplus line).
The two conclusions that follow from these facts are first, that

if channel capacity is naturally limited, pay TV may not be desirable, and

second, that pay TV has few virtues if entry into the programming industry

is effectively restricted by holding the number of channels down. Under
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pay TV restrictions on entry serve no purpose beneficial to consumers.=—

In fact, the number of channels is not "naturally" limited, especially

in cable. But these results suggest that it may be a mistake for the
FCC to allow pay TV in the existing artificially limited over-the-air

channels unless steps are taken to allow expansion of channel capacity.

First Best Outcomes and Informational Requirements

If one supposes, for the sake of argument, that suppliers of pro-
grams were perfect price discriminators, then it is not difficult to see
that the program selection problem would disappear. For if each supplier
of a program could perfectly price discriminate, he could appropriate

exactly the marginal contribution of his product to the total benefits.

. Thus with price discrimination, the producer of the i-th program has
profits of
(ko) my = ATy (x) - F,
= B0 = Blxpsee Xy 50, 000 ) = Fy

[B(x) - }JF,] - [B(x,5...,0,...,x.) = ¥ F.]
5 ! n J;zﬁi'j

AT,
i

T(x) - T(xl""’xi-l’o’xi+1""’xn) .

When the i-th producer raximizes profits, he is maximizing the tot . I

surplus, T(x) with respect to x;- The equilibrium is optimal, and

price discrimination would eliminate the problem.gl/
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The optimal policy would be to forbid any marginal fees (such as
- per program charges) and to supplement the resulting programs with direct
subsidies to programs which, while contributing to surplus, did not appear
in the private market. This is in fact almost exactly the present policy
in a superficial sense: per program charges are in practice forbidden
and there are direct subsidies to public broadcasting stations. In fact,
-~ however, no attempt is made to subsidize those programs which would meke
the greatest contribution to surplus. One reason this is not done is
that the costs of acquiring the information requisite to the task are
enormous. (The government would require the same information needed by
the price-discriminator--in effect, the reservation price of each indi-
vidual for each program, and all the substitution effects.) Even if the
information were somehow available, there would be serious First Amend-
ment questions involved in the subsidization policy, since presumably
some programs would be controversial. It is for these reasons that we
enquire into the probable effects of second-best institutional alterna-

tives, despite the superficial suitablity of present policies.

- L, Summary of Results

This paper has focused on the welfare implications of alternative
market structures and policies in the broadcasting industry. Welfere is

measured by the sum of producers' and consumers' surplus. It has been

demonstrated that any of the private market systems considered contain

I biases against certain kinds of programs. These biases result in the
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absence from the market of programs which "ought" to be produced, in
the sense that their marginal benefits exceed their marginal costs. The
programs which are likely to be omitted are those with low own-price
elasticity of demand ("minority taste programs") and those which are
expensive to produce. The cause of this bias is the failure of prices,
as marginal signals, to reflect fully the average intensity of prefe-
rences for certain programs. In the presence of fixed costs, this leads
to the nonviability of such programs, since benefits but not revenues
exceed costs. The bias is present with pay TV, but it is worse under &
competitive, advertiser supported structure such as we now have. This
is so because pay TV prices reflect intensity of preferences better than
the flat capitation rate paid by advertisers. 1In the pay TV case, mono-
poly does worse than competition, unless there is perfect price discrimi-
nation. An advertiser supported monopolist produces fewer programs, and
has the same biases, as a competitive advertiser supported system.
Leaving aside the question of bias among program types, we can

examine the positions of the various market structure equilibria with
respect to each other and the optimum in terms of the number of programs
produced and their audience sizes. This is done by taking the symmetric
case in which all programs have identical demand and cost rameters.

he relative positions of the equilibria depend on empirical issues,

and in particular on the degree to which programs are close substitutes

for each other. As the cross elasticity of substitution among programs

increases, advertising support becomes more (and pay TV less) likely to




approximate a feasible second-best structure for the medium. Some
- sketchy empirical evidence suggests that the advertiser supported equili-
brium is in fact not very close to the optimum. Another possible reason
for preferring advertiser support is in the case ﬁhere channels are
either naturally or artificially limited. Here, pay TV may well meke
things worse. Thus, the argument for pay TV does depend on channels
bein, unlimited, or equivalently, on a policy of open entry.
Finally, a first-best solution requires a set of subsidies and
rules which are remarkably similar on the surface to those which presently
. exist. Unfortunately, the information required to operate successfu. v
in this mode is not available. Determination of the second-best policy
requires empirical analysis. Casual el iricism suggests that a system

of open entry and pay TV is probably the second-best market structure.




Addadins

¢ * Analysis of the Symmetric Case

The total surplus can be written as follows

(43) T(x,n} = né(x) - Axe(n2 - n) - nF

from (L) with ¢; = ¢, F, = F and Aij =A forall i and J. The

two optimizing conditions are Tx =0 or,
(Lk) ¢' = 2Ax(n - 1) ,

and T =0 or,
n

(45) n=2%+2=F

Figure 6 shows a picture of these two conditions. Note that when n = 1,
¢'(x) = 0. Let that occur at x = x. Note also that the pick of the
curve T = 0 occurs when (¢ - F)/x2 is at a maximum. Let that quantity
be §. The optimum is at 01' Now suppose we raise A. Both curves drop
downward (see (L4) and (45)). However, the line T, = 0 pivots around
(E,l), because, for every A, ¢'(x) = 0 when n = 1. Therefore, as A
rises, the optimum must eventually approach the point (§,l), because,
eventually the line Tn = 0 will hit the x-axis to the left of Xx. This
means that as the cross elasticities become high, the optimal number of
programs falls and the optimal audience size rises toward X.

To analyze the equilibrium with pay TV, we simply replace ¢ by

u(x) = x¢' < ¢ in the preceding equations. The equivelent of X occurs
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Footnotes
The major papers are those othenberg [1962],
and Wiles [1963]. For a c s literature, see
Chapter 3 of Owen, Beebe a - he traditional

approach is to measure welfare by seeinévwﬂich policy produces the
largest audience, or the most "first choices” in viewers' rank
orderings of the programs. This ignores intensity of preferences.

The scarcity argument is ambiguous. There are probably too few VHF
stations in the larger cities, given the FCC policies with respect

to geographical distribution of stations. On the other hand, a
fourth network might not be viable (see Park [1973]), and some UHF
licenses go begging. Thus, given advertiser support and other FCC
policies, the number of channels in many areas -may not be far from
its free entry equilibrium. None of the foregoing should be confused
with the (erroneous) argument that the electromagnetic spectrum as a
whole is "intrinsically" characterized by a scarcity transcending that
of other resources. (See Greenberg [1969], Levin [1971].)

Cable television is simply television by wire. The wire makes it
easier to exclude and bill people who consume the product. Also,

th -*~-'- --—--%+—- ‘- not constrained (yet) by FCC policles: it
ha .S. :

E.

Wi _ 1 that even when incor effects are present,

the percehtaée errors involved in taking areas under Marshallian
demand curves may not be too large.

Spence [1974] contains a fuller treatment of the problem.

The results we derive using this functional form hold in a more
general setting. The general forces at work in product se =ction
under monopolistic competition are discussed in Spence [19Th
Here, campetition under pay TV will correspond to monopolistic
competition. The benefit function, B(x), is the multi-market
surplus gross of costs. It can be written (in terms of inverse
demand functions),

i

B(x) = pi(xl""’xi-l’si’o""’O)dsi R

O'Y— =

IHe~13

i=1

the form that most economists are used to.
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This amounts to assuming that the demand for advertising is
highly elastic above the market price.

Thus we assume the game is played in quantities and the equili-~
brium is the Nash equilibrium. Price competition would generate
somewhat different equilibria, but the qualitative properties would
be the same. If the conjectural variation is to hold quantity
constant, then firms anticipate price cuts in response to their

own price cuts. This does not seem an entirely unreasonable
assumption.

Since "i =g Bix - Cc.X, - Fi’ it is maximized with respect to

e
He
()
o -

aiB

o 81 2 1/1-si
i

x; When Bwi/axi X, - ¢, =0, o0r x; = (aiBi/ci)

[

o 1/1—8i
ci((l/Bi) - l)(aiBi/ci) - Fi' Similarly

At that point, w;

B.
i
AT, = a,x.” - ¢, - F, i imi i .
T1 8; X, c Xy Fl 1s maximized with respect to X5 when

1/1-8,

1/1-8.
x; = (aiBi/ci) *. At that point AT = ci((l/Bi) - 1)(aisi/ci) *

- Fi' Thus comparing w; and AT;, we have

* 4 = i *
"i Fi Bi (ATi + F
as asserted.

1/1-
Let n(B) = B / B. When = 0, n(B) = 0, and when B = 1, n(B) = 1.
Moreover, log n(B8) = (1 - 8)log B <0, so that 0 < n(B) <1 for all
B. Taking logs and differentiating we have n'(8)7n(g) = (1/8) - 1

- log B >]0, so that n(B) is monotonically increasing on the inter-
val [0,1].

Monopoly, in addition to having the biases Jjust described for compe-
titive advertiser support, also tends to restrict the number of
programs. It does this because the profits of a new program are
greater than its contribution to industry profits, due to the substi-
tution effect. An extreme special case of this tendency is referred
to as common denominator programs in the literature (see Rothenberg
1962]). There is a collection of programs among which there are

no substitution effects. Then there is a program that interacts with
eat of the others. 1In terms of the matrix of cross partials, the




oo

pattern is the following,

1n
0 A2n
A= .
n-l,n
Anl’”"An,n-l,

The n-th program is a common denominator (LCD). Suppose the common
denominator is supplied and that the remaining programs are
profitable even so. Competition would introduce the remaining
programs and possibly drive the LCD out. The monopolist, however,
may not introduce the non-LCD's because the net effect on profits
is negative. This is usually thought to be bad for welfare. But
the conclusion is unwarranted without further assumptions (see the
section on numbers of programs).

It is, however, true that monopoly under advertiser support is . ire
sparing in its supply of programs. And if there are two few pro-
grams under competition, monopoly will be less desirable. The
evidence cited later seems to us to indicate that competition with
advertiser support generates too few programs. In any case, LCD's
are simply a special case of the monopoly tendency to restrict
programs relative to competition with advertiser support.

For the linear case, p; = ai - 2Aiix1 -
or x; = (ai - ci)/QAii. The contribution to surplus is

cye At the optimum, P, = 0,

(s - - 2 : _
AT, = (ay ;)% A;;x{- At the optimum, p; = 0, and

. _ _ _ 2 _
Profits are p,x, - F, = (ai 'Ci)xi A .x{ - F,. They are

maximized when x, = (a, - c,)/UA... At that point
1 1 1 11

as asserted.
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The price system can be thought of as a voting system of the fol-
lowing type. A program is accepted if a group can be found that will
vote for it (provided every member of the group pays the same fee)
and such that the fee times the size of the group covers the costs.
What one wants of course, is to allow members of the group to pay
different amounts. This amounts to price discrimination which is

the requirement for any voting scheme to generate the efficient
amount of a public good (see Demsetz [19Th], Orkland [197L4], and
Thompson [1968] on public good aspects of TV).

The optimum in fact occurs when for each i, BT/8xi = ¢£ - ZEAinJ + 2z
J
=py tz= 0. Thus at the optimum py = -z, for all 1i. However,

even if TV were subsidized, negative prices might be infeasible because

people could leave their television sets on (without watching) to earn

money. Thus, in what follows, the optimum is approximated by p; = 0

i=1,...,n, which is the pattern of pricing under advertiser supported
V.

The reason is that at S, an iso-total surplus line is tangent to the
line Ry = O, At T, an iso-total surplus line is tangent to R, = O.
If S and T coincided at E, the isosurplus line through E would
be tangent to two lines that cross, which is impossible.

This is argued in the M“um,

See Steiner [1954].
This can be stated more precisely. Suppose that ¢(x) = axP. 1t
follows that average benefits are

a=a(1-gy*t o ay

This function increases with d, decreases with A, and decreases
with y. The derivative with respect to 8 is

£ = yP a1 - B)10g (v) - 1) .

It has an ambiguous sign. However, if B 1is near 1 it is
negative and if B 1is small, it is positive.

It is conceivable that the equilibrium, E, under pay TV, has more
programs than the optimum constrained to nonnegative profits. That
would provide a rationale for restricting channe s under pay TV.
But the information required to determine that such a restriction
would be desirable is unlikely to be available.

Tt is a general theorem that perfect price discrimination under
monopnlistic competition eliminates the product choice problem
(see Spence [19TL4]). A special case is monopoly: there profits
and the total surplus are the same.
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The legislation of structures for which there is only analogous prece-

dent simply appearStoo risky to decision-makers; moreover, it inevitably
requires a reshuffling of benefits in directions having no effective
constituency. The benefits of structural reform accrue to someone, but
that someone has in the status quo no interest to protect, and no base
of organization.

These considerations suggest that we need & new way of making
industrial structure decisions, and that the decision-meking process should
include more effectively the expertise of economists, industrial engineers,
and other specialists who are not frightened by the notion of structural
change. Further explanation of these issues would take us far afield,

but it is an important problem nonetheless.

A Policy Shopping List

It seems useful here to provide & summary of the major policy
conclusions of the preceeding chapters. This will be done by setting
out a shopping list of desirable policies or policy changes. I have
not felt constrained in constructing this list, by notions of political
feasibility, although these are obviously important. A 1 3t which took

political feasibility into account would be a good deal more modest.

A. Newspapers

1. Antitrust activity seeking to preserw head-on, si @ city

newspaper competition as traditionally conceived should be abandoned.




2. Antitrust and legislative action should be undertaken to
divest newspaper printing and delivery systems from editorial and news-
gathering services. Daily newspaper printing and delivery businesses
if necessary should have a quasi-public utility status; at least they
should be barred from entering into exclusive contracts with producers
of editorial and advertising content.

3. The courts should continue, as in Tornillo, to reject the
notion that there is any right of access to the editorial function of a
newspaper. But they should recognize the constitutionality of a right
of paid access to the means of transmission generally, including news-
paper printing, if such a right is legislated. (Arguably, the courts
might recognize such a right in the absence of legislation, but this is
much more tenuous.)

L. Newspaper-television cross-ownership in the same city should
be prohibited.

5. The editorial and newsgathering processes should not be

regulated by government.

B. Broai~~ating

6. The Congress should establish private property rights in
the electomagnetic spectrum, and sell it off at auction to the highest

bidders. At a minimum, this shor 1 be done for that part of the spectrum

presently occupied by VHF and UHF television and all radio stations.




7. The licensing and other regulatory authority over broad-
casting content exercised by the FCC should be aboli: ed.

8. The antitrust division should be free to seek structi al
remedies for network power, including such possibilities as limiting
any one network to 24 continuous hours of operation per week.

9. The FCC rules against pay-television should be eliminated,
and Congress should not enact laws to replace them.

10. All public television stations should be turned over to
commercial operators. Congress should subsidize cultural and educational
programming, if at all, through grants allowing paid use of commercial
stations.

11. Congress should meke cable television systems into (at
least quasi-) common carriers, to which there is a right of non-discriminat-
ing paid access, and in which there is no control of program content by

the system owner or any regulatory authority.

C. Motion Pictures

12. There should be continued strict enforcement of the Para-

~~int decision and the policy which underlines it.

D. Periodicals

13. Congress (but not necessarily other postal patrons) shou 1

subsidize small-circulation periodicals by lowering the cost of trans-

mission through the postal system.
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Freedom of Expression in the Twentieth Century

It cannot be argued with any assurance that the diversity of
sources of political news and ideas has decreased over the past seventy-
five years, although it is tempting to try to make this case.

We know for sure that the number of daily and weekly newspapers
has declined significantly in this century, and that the number of
"independent" newspapers (not owned by chains or other media conglmerates)
has declined still further. On the other hand, radio and television

have risen to take the place of newspapers.

Thinking now of the role of the press as a political "watch-
dog" on the national scale, we have to ask whether the number of indepen-
dent '"gatekeepers" - persons with discretionary editorial power - has
declined. To the extent that local newspapers obtain their national news
from the wire services, A.P. and U.P.I., not much has changed, except
that there has probably been an increase in the degree to which these wire
services have exercised editorial control over the content of their
stories: that is, an increase in the number of reporters working direct-
ly for the services, rather than for Ccooperating newspapers whose
editors decide what gets on the wire. Op the other hand, it is not clear
that the number of newspapers with independent national news bureaus
(particularly in Washington) has decreased; certainly the ' ite House

press corps has increased in size. Television and radio stations are




not independent sources of national news and opinion, since nearly all

of their material comes from the three networks and the two wire services.
There has also been, probably, a significant increase in se .-private
publications of the 'mewsletter' type, particularly those oriented to
members of various organizations. It is hard to evaluate the importance
of this trend.

Meanwhile there has been an enormous change in the pattern of
information-seeking by consumers, such that the political and social
importance of the television networks is far out of proportion to their
relative numbers. Almost certainly the concentration of "influence'" with

respect to certailn issues has increased because of this. The networks in

turn are influenced by a very few newspapers. (Mainly the New York Times

and the Washington Post.) If the three networks decide not to carry a

story, there exists a cadre of informed people who may have read the story
in one of these few newspapers, and who may call the networks to account.

But this accounting will take place in the pages of the Columbia Journaliem

Review, and not before the public at large. It is difficult to make the
case that any concentration of power equival ¢t to this existed at the
turn of the century or earlier.

The important point is that one must weight the gatekeepers
by their influence in terms of audience size. When this is done, it
is reasonably clear that the twentieth century has witnessed a decline
in the effective number of independent mass sources of national political
news and ideas. At the same time, it can be argued that there has been

an increase in the number of "organizational' house organs (union and




company newspapers, newsletters, and publications of interest to members
of various special interest organizations.) This change no doubt reflects
a number of changes in social and cultural patterns, including increasing
population size, increasing mobility, and possibly increasing homogeneity
of tastes within society, as well as those factors on the production side
of the media which favor increasing concentration. The net effect may
well be to make members of special interest groups rather better and

more easily informed than they used to be, and even to make the public

at large better informed, even though concentration of control over
mass dissemination may have increased.

The picture is much clearer when it comes to local media. The
local newspaper is, with respect to local political events, almost
universally a monopolist, with only the most distant and tangental compe-
tition from other newspapers, and little more from the electronic media.
There is not and there cannot be under present institutional arrangements
anything like freedom of access for local speaskers to local audiences

through the media. Coverage of local events is controlled by monopoly

gatekeepers.
Economics and Freedom f ¥ynression
Freedom of exp.co3ion to the framers. of the first amendment

seems to have meant the opportunity to put before the public partisan
political ideas without fear of government intervention. The issues

of today are different. There were no mass media in 1791. There was
no private monopoly power in the media. We are on our own in dealing

with these issues, for little insight can be gained from the wisdom of

. the framers themselves.




Appropriate policy today seems to require that we minimize
the economic and institutional barriers between potential speakers and
their audiences. This is not by any means the same as ensuring that
people are "informed" by agents of the government. It is not the same
as ensuring that the media are "balanced" or "fair." Achieving this
goal requires that the heavy hand of an increasingly paternalistic govern-
ment be lifted from the controls of the editorial and creative stages
of message production, and it requires new institutional structures
surrounding access to the means of transmission of messages. What lies
between speakers and their audiences are presses, cables, wires, and
broadcast transmitters. Just as it is inconsistent with competition
and freedom for government to control who shall use these engines of
mass speech, so it is inconsistent to allow them to fall into the hands
of a few economic agents, however responsible they may claim to be. It
is wrong for anyone but the individuel editor to control individual
editorial systems, but it is also wrong to allow the fortuitous monopolist
of the press or the transmitter to be his own editor.

A right of access to the means of transmission is not obvious-
ly inherent in the constitution; it must be legislated. ©Such a right
does not require direct government supervision of the behavior of the
owners of the means of transmission, but can be encompassed by structural
ref( 1ation through legislation and antitrust activity. There is a

s: aificant difference between direct utility regulation and laws man-

dating certain kinds of bel vior which can be enforced in the courts.




The courts, despite the increasing burden they carry, are a far safer
place for enforcement of first amendment rights than administrative
agencies.

It is absolutely crucial, however, that both courts and
legislators begin to understand the economics of media behavior. We
have all listened too long to the so-called expert administrative and
executive agencies in this field. These "experts" are in fact seldom
expert at anything but retaining their own perogatives and jurisdictions
which depend on continued support from the industries whose economic
interests they so consistently protect at the expense of the public's
interest in competition and freedom.

What has happened to the media over the years as concentration
increased is this: thoughtful members of the industry have begun to
realize that they are the arbiters of mass speech. They have reacted
by institutionalizing their Judicial role by developing notions of fair-
ness and responsibility. "Due process" has become part of the editorial
process itself. In broadcasting, of course, due process has been insti-
tutionalized through the fairness doctrine and the license renewal pro-
cess. But we need to reexamine the assumptions which lie behind this
trend. Granted that due process is better than arbitrary action, do
we have to accept the notion that we must be at the mercy of a system
requiring such institutional checks? It would be easy to attack the

notion that such procedural safeguards as exist are effective. But this

is the wrong track. We do not want a fair and balanced press. We want










