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Mzr. Compaine, executive director of Harvard University’s program
for information resources policy, is our next witness.
Mr. Compaine?

TESTIMONY OF BENJAMIN M. COMPAINE, EXECUTIVE DIRECTOR,
MEDIA AND ALLIED ARENAS PROGRAM ON INFORMATION RE-
SOURCES POLICY, HARVARD UNIVERSITY

Mr. CompaiNe. Mr. Chairman, my name is Benjamin M. Compaine.
I am the executive director of the media and allied arenas program on
information resources policy at Harvard University, I am also the
editor and coauthor OF; recently published book, “Who Owns the
Media? Concentration of Qwnership in the Mass Communications
Industry.” _

Although my testimony today is drawn from that book and other
work I have done at Harvard, I speak here only for myself, not for
my publisher nor any institution with which I am affiliated nor for
any of the nearly 100 diverse private firms and Government agencies
that support the Harvard program’s work. A more complete bio-
graphical statement is attached to my testimony.

r. LaFarce. Without objection, your testimony will be included
in the record at this point. :

[Mr. Compaine’s prepared statement with attachments follows:]

PREPARED STATEMENT OF DR. BENJAMIN M. CoMPAINE, ExECUTIVE DIzEoTOR, MEDIA
AND ALLIED ARENA8 PROGRAM ON INFORMATION RESOURCEs Poricy, HARVARD
UNIVERBITY

Mr. Chairman, my name is Benjamin M. Compaine. I am executive director of
the media and allied arenas of the Program on Information Resources Pollicy at
Harvard University. I am also the editor and co-author of a recently published
book, Who Owns the Media? Concentration of Ownership in the Mass Commauni-
cationa Indusiry.

Although my testimony today is drawn from that book and other work I have
done at Harvard, I speak here only for myself, not for my publisher nor any
institution with which I am afiliated nor for any of the newly 100 diverse private
firms and government agencies that support the Harvard Program’s work (list
attached). A more complete biographical statement is appended.

1 White Plalns, N.Y., Knowledge Industry Publications, Ine., 1979,
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The mass media have evolved into big businesses, just as other small indus-
tries have changed and expanded with the technology of the Industrial Revolu-

tion, the enormous population growth of the nation, and the complexity of -

dealing in a massive economy. And yet the total revenue of all media business,
including the television networks, the publishing glants and motion picture
moguls, is less than that of such individual firms as Exxon and General Motors.

But as we enter the decade of the 1980s, there is concern in some quarters
that the modern media are becoming increasingly concentrated in the hands
of a small group of corporate executives who have the potential to control
what and how information is gathered and distributed.

There are two explicit issues and two underlying asswmptions involved in
the area of media ownership. The overt issues are:

(1) The degree of concentration within indusiry segments, especially on the
local level. This Is seen in the issue of one-newspaper communities.

(2) The degree of conglomeration and cross media ownership. Conglomers-
tion refers to the tendency for large corporations with diversified non-media
holdings to buy into the media industry as well. Westinghouse, RCA, Times
Mirror and Gulf & Western are examples of these types of firms. Cross media
ownership is part of the conglomeration issue. It is the ownership of media in
more than one segment of the mass communications industry by a single firm
and is perbaps the most potent issue. CBS, Time Iné., Newhouse and Hearst
are gsmong the many firms with holdings across media segments,

Implicit in the discussion of concentration are other concepts reflecting
American politieal traditions:

(1) Bigness is bad. This applies also to concentration of ownership in in-
dustries other than the mass media. There is a sense, in part supported by some
economists, that after reaching a certain size which brings optimal efficiencies
or production, further growth of firms in an industry provides no further
economic advantages to society. The key question which can rarely be answered
definitively is, how can we tell when the optimal point has been reached ?

(2) Localism is desirable; control of information, news and ideas should be
spread around as much as possible. Locally owned newspapers and broadeast
stations, many book publishers, scores of Independent fllm producers and dis-
tributors would supposedly provide greater access to diverse opinions than fewer
owners controiling an identical number of media outlets.

I feel that I can Le most useful in your investigation by contributing to your
perspective of the media industry beyond the economic considerations in in-
dividual segments of newspapers, magazines, television, ete. My evaluation of
the evidence suggests that technology in creating, processing, distributing, and
displaying information s eliminating the clear-cut distinetions that are per-
ceived to have prevailed in the media industries until recently. Thus, my ob-
jective today, Mr. Chairman, is to show why individual media segments cannot
be discussed in a vacuum, but must be addressed in the context of the total
media arena that encompasses competing formats we have called television,
radio, movies, newspapers, books, magazines, cable, ete,

While this approach may result in glossing over some short term problems
of concentration within specific segments or geographical markets, I believe
this committee would wish to investigate what factors may be important for
five or ten years down the road. I have alse included the “map” in figure 1 to
position the media within the broader information business as seen by the
Program on Information Resources Policy.
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Ficure 1.—A map of media industry within the information business
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Determining the degree of “concentration” in the media arena is like judging
how “full” is a glass of water—it depends on the criteria used. We know that
a negativist may see half a glass of water and term it half empty, while a
positivist will term the identical vehicle half full. But, at the risk of drowning
in this analogy, perhaps as important a factor is to describe the size of the
glass—for the total volume of water i1s as much a factor as is the proportion of
liquid in the vessel.

Thus, it is crucial to define what we mean by concentration In the media,
If we look at each industry segment we might draw one type of conclusion. If
we are considering the entire spectrum of largely competing delivery vehicles
for information, we have a different standard of measurement. My testimony
today and the written portion for the record deals with the case for taking
the broad view.

By the conventiona! standards used in economics, no segment of the media
industry can be judged to be “concentrated” for antitrust purposes, save per-
haps theatrical film distribution. As seen in Table 1, concentration raties within
the major media segments of newspapers, magazines, book publishing are far
lower than many other industries. According to Eaysen and Turner, concentra-
tion for an industry of a type I variety is reached when the eight largest firms
have a 30 percent share of sales and the largest 20 firms at least a T3 percent
ghare.? From an antitrust viewpeint, firms in an industry that reaches this stage
gain an ability to charge prices and make profits above competitive levels and to
misallocate resources.

2 Carl Kaysen and Donald F. Turner, Antl-Trust Policy; An Bconomic and Legal Anelysis
{Cambridge, Mass. : Harvard University Press, 1959) as cited by Richard E, Caves, Amerl-
can Industry: Structure, Contrast and Performa.nce, 4th ed. (Englewood Cliffs, N.J.:
Prentlce-Hall, 1977).

B§-324 0 - 50 - ¢
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TABLE 1.—$HARE OF TOTAL DOLLAR SHIPMENTS BY LARGEST FIRMS IN PUBLISHING INDUSTRIES, 1947-72

Medijan for large

Year Mewspapers Periodicals Book publishing  industrial firms
1947
4 largest companies. ... oacieenaooo- 21 34 18 e
53 PH”E """"""""""""""" 2(?) : 4(3) 29) """""""""
argest. o aaeaan 1 L £ T
1958:
4 largost companies. . . __...... 17 i 16 el
Blargest . o aaan 24 41 .
SO fargest. . e 51 69 1
1963;
4 |argest companies. . ... ... _........ 5 28 {1 I
Blargest. . oo aaa 22 42 K & R
6?50 [ S N 52 73 L T
4 jargest companies..._._.. [, 16 24 .|
Blargest. o aieees 25 37 .7
?250 fargest. . e cimameas 56 12 -
4 jargest companies. .. __...... 17 26 19 38
Blargeste oo 28 as 3l 53
SO largest_ ..o 60 59 77 86

Nat availabls.
Source: U.S. Bureau of Census, Cansus of Manufactures.

Recently, the antitrust division of the Justice Department investigated the
merger between newspaper giant Gannett and Combined Communications, with
its extensive broadcast holdings. However, a top Justice Department official
admitted :

The antitrust laws do not flatly prohibit media conglomerates any more than
they prohibit other kinds of conglomerates. Under present law, some measur-
able impact on competition in some market must be proven before a8 merger Or
acquisition will be held to violate the antitrust laws. Indeed, the courts bhave
been generally reluctant to condemn conglomerate mergers where such an im-
pact has not been shown regardless of the social or other objections that have
been asserted.?

Those concerned with concentration in the media, however, have seldom
advanced the antitrust side of the argument. Rather, most of the concern, as
volced at the Federal Trade Commission Symposium in December 1978 and
in the trade and popular press, is with the lessening of the number of persons
who control the flow of information: the number of gatekeepers. Concentration
has not heen reached in economic terms, but some feel it may be arriving in
the ability of a relatively few corporations to manipulate the fiow of ldeas
reaching the public,

When we discuss “the media,” we are in fact talking about three discrete
elements: information content Itself, the process by which information is
gathered, stored and transmitted, and the format in which information appears
to the uszer. Firms directly involved in the media business tend to be in the
content business, the process business and sometimes both. The format, be it
ink on paper, images on a video tube, sound from a speaker, etc. may not be the
factor that defines the medium, Let me explain.

The media, in their various formats, provide news, entertainment, all types
of information, including advice, instruction, advertisements, statistical data,
ete.

Content, then, is the information that ig provided by the supplier and received
by the user. Certain media formats tend to gpecialize in offering specific types
of content, but most media have some of each, Newspapers, for example, along
with their hard news, provide personality profiles as features, crossword puzzles
for entertainment, a list of polling places as notices, Televised programming
ig largely entertainment, but there is an important news and informational
content ag well.

Process refers to both the handling and transmitting of the information,
Among the processing functions are gathering, creating, and storing informa-
tion. This would include a newspaper reperted researching and writing an

31. Willlam Hill, Justice Department PTrobes Gannett-Comblned Merger, Editor &
Publizher, Mar. 24, 1979, p. 11. Quotes John H. Shenefield, Assistant Attorney General

for Antitrust.




15

article, storing it in computer memory for editing, hyphenation and justifica-
tion by a computer for typesetting and make-up, Process further encompasses
the transmission conduits for information, such as broadcasting, coaxial cable,
mail and private parcel delivery, microwave, telephone, ete.

Format, as used in this schema, refers to the form in which the content is
made available to the user. This may be as hard copy, such as printed words
or pictures on paper. It may be an electrenic-visual representation, such ag that
created on a video display tube, in which case it could be words as well as
pictures. It may be a mechanical-visual representation, such as that from motion
picture projection or miero-materials. It may also be aural, such as sounds
created by a vibrating speaker cone, In many cases, several formats are
combined.

1 have led you through this exercise for a reason I will now make clear.
Traditionally, the “media’” have been defined primarily by their format. That
is, a newspaper is a manufactured product consisting of ink on newsprint. A
book 18 ink on better quality paper and bound between discernable covers, ete.
But more recently, we have been accepting process names to denocte the medium
cable and video cassette, for example. Thus we have apples and oranges. Neither
video cassettes nor cable are medis in the same sense as newspaper, magazine
-or book. The former are merely alternative means of delivering content in a
video/aural format. ey are stll “television,” though they are not broad-
casting, which itself is a transmitting option. The process, therefore, should
not be confused with format in defining the medium, The producer of what are
termed “feature films” for theatrical release, for instance, looks at the video
display format for an increasingly large source of revenue. Whether that product
ig delivered to views in a movie theater, to the home by cassette or disc, broad-
cast or cable is a matter of economics and efficiency, but of itself dees not usually
affect the content of the movie,

Similarly, newspaper publishers may find in tbe near future that some of
what they now put onto paper as part of the traditionally printed produect may
be more efficiently delivered to the video display tube (or television zets) of
only those subscribers requesting such information from the publisher's com-
puter (like classified ads or stock prices). The newspaper, therefore, may become
a service using in part ink on newsprint paper and in part video via telephone
lines or cable, The end product, nevertheless, is still “a newspaper,” though in
several formats.

This distinetion between format and process is necessary if we are to under-
stand what the boundaries are of the industry in which we are investigating
concentration. By using the content/process/format manner of describing the
media industry, we can avoid the trap of using, as one example, “magazine”
to mean the type of information content that is normally associated with the
ink of glossy paper perlodical that is actually only one of several formats
available to a potential producer of a certain type of information. Thus, for
instance, a publisher may wish to convey certain information about 35mm
cameras to an audience of photographers. Advertisers wish to reach the same
pudience. One option i8 to print words and pletures, But another may be to
convey the information visually for distribution to audiences via a special
interest cable network or for sale directly on a video cassette or disc. (This is
not to say that this is economically viable in g1l cases today, but we are moving
in this direction.)

The blurring of these arbitrary format distinctions can already be seen when
Westinghouse Broadcasting syndicates ite “Evening Magazine” for television
atations and the “80 Minutes” concept of CBS as a video magazine, Time Inc.
tried to translate its successful People magazine into a video presentation.

Even in the absence of this expHleit formulation, the importance of this con-
tent/process/format concept rather than television/cable/newspaper, etc. has
not been lost on planners in and arcund the media industry. Some hewspapers
are experimenting with providing news services for cable channels or inter-
active viewdata systems. Several broadcasters have announced plans to
repackage existing news reports for video cassette or disc sales. Many reference
book publishers have themselves conveited their data to on-line data banks or
have licensed others to do so. These are just a few of the many possibilities for
creative uses of content/process/format to enhance markets, reduce costs, in-
crease profitability, ete. It is focus on this new “media menu” that provides the
real opportunity for continued diversity of control of media content in the
future.
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Over the years, changing information technologies have been providing us
with new formats: the printing press lead to mass preduced books, newspapers
and magazines. The wireless lead to radio and television. Other discoveries
brought aheout motion pictures, disk and tape recordings, These have expanded
the variety of ways in which information—content—ecan be received by users.
New formats and processes have greatly expanded accessibility to information
and opportunities for those who wished to be involved in the supply of informa-
tion and entertainment. Filin enlarged the audience for vaudeville and theater,
and televisgion expanded it even further. Radio and television news broadcasts are
egsentially a presentation of the information traditionally published by news.
papers and before that by personal lefter or word of mouth. The form of pre-
sentation is changed, but not the type of information,

The media arena today is a product of the continuation of this process, with
additional conduits and new technology, such as computers, providing an even
greater array of formats and hence gccess to more information (such as being
able to share the moon landing as it oceurred via television).

Businesses currently engaged in media activities or those that may be inter-
ested in using thelr existing resources to enter the media business, as well as
public policy-makers, all have a vital stake in understanding the nonances of the
changing nature of media boundaries. For firms, it is a matter of strategic de-
cislons in areas for expansion or even survival as newer technology changes
the basis on which their existing enterprise is built, For example, a newspaper
publishing company that persists In restrieting itself to printing its product
in the conventional method and distributing it over traditional conduits may
find both advertising and readership being eroded by competition from other
firms providing similar services but utllizing a more efficient or consumer-
acceptable technology, such as cable, TV, viewdata or some hybrid.

In essence, what s happening in the media arena is that the previously dis-
crete and readily identifiable segments are coming closer together into a more
fluld industry, leading to dissolution of old groupings and crystallizing of new.
Increasingly, they are using the computer for information storage and retrieval.
They are using telephone lines, cable and satellites for transmitting informa-
tion, either to the end user (as in the ease of broadeasters) or as part of the
manufacturing process {as with some newspapers). All types of publishers have
VDTs in the editorial and/or composing rooms, Broadcasters, such as ABC, are
packaging programs for other forms of distribution while publishers, such as
Playboy Enterprigses, are moving toward a similar end. In the middle, the
- common carriers, such as General Telephone and Electronics (GTE) and Amer-
fcan Telephone and Telegraph (AT&T) are looking increasingly like informa-
tion providers, either in the form of viewdata services or by providing infor-
mation directly (such as the weather, stock market information, sports calls
over a apecial telephone number). Thus, as all types of firms that provide in-
formation service are increasingly using the same technology, there will be a
lessening of the distinetive differentlation among the traditional media forms
in the minds of information consumers.

Through understanding and exploiting the fluid nature of the content/process/
format mix, businesses and entrepreneurs of all sizes have the opportunity to
break ount their traditional mold and broaden their businesses. This can only
benefit the information and entertainment seeking consumers. Informatien pro-
viders can re-evaluate their customers not as newspaper readers or magazine
snbseribers, etc., but as tnformation consumers, whose interest is in the unique
utility of the content. These customers should prove decreasingly loyal to any
particular format or process, gliven the greater choices and the strengths of
different formats and processes to optimize the utility of a specific type of in-
formation (e.g., an Interactive video display via telephene lines and computers
for classified advertising, pay eable process for an opera, a printed book format
for a description of marcroeconomie theory).

Government policy makers are faced with a similar challenge to longstanding
practices. Decigions on how direct satellite to home televiston transmission
might be regulated, or whether an electronically transmitted newspaper to a
video screen in the home should be treated under the existing print newspaper
Interpretation of the First Amendment or the more regulated broadeast models,
will depend in part on how well they understand the distinctions among infor-
mation creation, processing, dissemination and format.
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Thus, it is perhaps a misuse of effort in the longer run to focus on the con-
centration of media ownership using conventional understanding of newspapers,
television, magazines, etc. What we must be concerned with is promotion of
diversity of conduits for information and knowledge and the opportunities for
individuals and small businesses to participate in providing such information.
We must take perspective that, for example, the three major newsweekly maga-
zines have direct competition from all newspapers as well as local and national
televised news programs and all-news radio statlons. Motion picture distribu-
torg clearly compete with television producers, but also with book publishers
and certain periodicals. Special interest magazines, already knocking heads in
price with mass market paperback dooks, may increasingly find themselves
covering the same topics and even competing for advertiser dollars with video
disc recordings and programs distributed by cable operators.

Perhaps no event serves fo fillustrate more the increased real intermedia
competitiveness than the effects of extended newspaper shut-downs caused by
strikes in New York, Philadelphia, St. Louis and other cities in recent years.
Before there was radlo, no newspaper meant no mass circulated news or ad-
vertising ontlets. Now, when a city like New York lost its dally papers for three
months (August to November 1978), the information vacuum was quickly as-
sumed by other formats. Advertisers turned to television, radio, local magazines
and zoned editions of national magazines. Consumers made use of all-news and
extended news shows on radio and television, as well as national news maga-
zines. Retallers reported little measurable impact on sales. This is not to say
that people did not miss the unique qualities that newspapers provide, but with
the wide array of media available, information kept flowing. It should be
pointed out that, in some cities, entrepreneurs have moved in with “sirike”
newspapers to help fill the gap. The new technology available in producing the
printed newspapers has furthered thelr ability to do this with a minimum of
investment.

If we go back and examine content, process and format components of the
media, we can gee the opportunities for entry vary by segment. The process
area, which includes the means of distribution of content, appears to provide
the least opportunity for large numbers of competiters and has the largest eco-
nomie barriers to entry. For example, the capital expense In wiring a community
with cable has encouraged the granting of exclusive franchises by communities,
under much of the same logic that has resulted In the regulated monopoly
status of telephone companies. The scarcity of television channels has put a
liigh price on a license to hold one, while the far greater number of radio fre-
quencies has made these licenses more affordable to smaller businesses.

The major area of opportunity for entry into the media has long been and
will continwe to be in the content end. One reasen why there iz a continued
proliferation of book and magazine titles (Table 2) is that entry cost 1s rela-
tively low. Publishers do not have to invest in printing machinery. Although
the cost of rather sophisticated typesetting equipment has come down so dra-
matically that almost any publisher ean afford it, even this investment is not
necessary. Not only can a weekly newspaper exist without 1ts own production
=hop, but there are even relatively large daily newspapers, such as the 100,000
eirculation Philadelphia JYournal, that can publish using the typesetting and
printing facilities of other commereial operations.

TABLE 2-~KRUMEER OF PERIODICALS, NEWSPAPERS AND BOOX TITLES, 1950-7%

Mumber of Number of book Number of
periodicals and editions newspapers
%60 11,022 12,115

, 648 12,589 11, 415

8 422 15,012 11, 315

g, 990 28, 585 11,383
9,573 36, 071 11, 383
9,657 39,372 11, 400

9, 582 41,216 10, 533
8,719 137, 222 9, 827
3.6 213.9 =189

1 Preliminary.

Source: Periodicals and Newspapers: Ayer Directory of Publications, annual. Book titlas: R. R, Bowker Co, Bowker
Annual of Library and Book Trade laformation, except 1978 and 1973: Publisher's Weekly, Feb. 22, 1980,
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The barrier to entry for many of the purveyors of content is in the transmis-
sion—or distribution—of their product, as well as other factors external to the
structure of the medta industry per se. For example, one of the more concen-
trated segments of book publishing is in the mass market paperbacks, where eight
firms have about 84 percent of sales. The difficulties in entering this segment of
the market include the cost of large print runs required by the mass distribution
needed, as well as getting access to the handful of national distributors that push
these books through the gystem and the willingness of local wholesalers—usually
having exclusive distribution rights in a geographical area—te handle more books
in an already overloaded system. At the other extreme, entering the professional
and reference book segment of publishing is relatively easy, since such books are
often sold by direct mail to well defined audiences. Publishers can purchase malil-
ing lists of such potential customers and reach them on their own at a modest
cost, Bimilarly, publishers of special interest maga=zines and business periodicals
can reach readers through the mail and do not have fo rely on private
distributors.

The newer technologies hold similar opportunities and barrlers. As noted,
building a cable system may be prohibitively expensive for small buginesses. Even
multi-billion dollar Warner Communications deemed it necessary to join its cable
operation with American Express Co. to ensure a sufficlent supply of capital
needed to wire large markets. The cost of its newly acquired Pittsburgh fran-
chise will be $40-$50 million for a T00 mile system passing 180,000 homes.*

That same system will have 78 channels available for programming—and other
systems have a minimum of 12—a vacuum which is only now starting to be
addressed with programming that goes beyond retransmitting the four commer-
eial and public networks. Television has always had & voraclous appetite for
programming. The opportunities have been limited to mass audience fare. With
the many channels opened by cable, operators—and advertisers—may find tele-
vialon of the 1980s becoming more like radio, with room for much special interest
programming designed to reach relatively small andiences. This phenomenon will
be aided by satellite transmisgion availability as well as additional markets for
such video productions via video disc or cassette sales. Already, with the few
Magnavox video disc machines sold, one dealer is reporting surprisingly good
sales of special interest programs. The production of such programe for the video
market may well follow the pattern established in the print media. Smaller busi-
nesses will be the source for much of it, especially that which Is designated for
special consumer or business audiences. Distribution, however, may well be
handled by larger firms with the technical and personnel regources required to
reach & large national market. Program designed for a local market or appropri-
ate for mail order to special markets {via cassettes or discs) may also be handled
by smaller firms. And, if this print model of content and process holds, successful
small firms may be purchased by larger firms, providing further oppertunity for
entry of new firms in the content and ecreation side of the media industry.

TABLE 3.—~PERCENTAGE OF CONSUMER SPENDING ON PRINT AND AUDIO-VISUAL MEDIA,
SELECTED YEARS, 1929-77

{In percent}
Medla
axpoandi-
tures as
percent of
parsonal Neaws- Radio, TV
consump- papers, receivers, . Total
tlon magazines, records, Radio Movie audio-
expendi- shest Books Total instru- and TV admis- visual
tures muskc  and maps print ments reapairs sions medial
1929 __ 337 20,65 11, 86 32.51 38. 85 1. 00 27.64 67.49
1933 ___ 2.76 33.20 12.04 45 24 15.45 L1l 38.19 54,75
1940 ... 2.9 28.26 11.23 39.43 23.70 1.53 35.27 60, 50
1945_ . 2.82 28. 66 15. 44 4. 10 10, 22 2.61 43.07 5.
1950 ... .27 23,92 10.79 un 38 4.53 22,02 65.29
1986 .. 2.93 25,10 11.64 36.74 38,53 6.97 17,81 63.31
1960______ 2.47 26.93 14.17 41.10 37.37 9.53 11.90 5.
1965 _____ 2.64 23.45 14,52 37.97 4441 822 9,40 62.03
1970. . .... 2.87 21.98 13.28 35. 36 50, 08 6.08 8.57 64.74
975, ... 3.05 25,25 12.06 37.31 49, 64 4.56 8,48 62,69
1976 ... 3.01 24,83 11.28 35.11 50, 22 4. 56 9,11 63,89
1977 .. __ 3.08 24.30 11,66 35.9% 48 41 4, 68 10,96 64,04

1 Total may not add to 100 percent due to rounding.
Source: U5, Bureau of Economic Anal;sis, The National Income and Products Accounts of the United States, 1929-74
and Survey of Current Business, July 1977 and 1578,

1 Video Week, Feb. 4, 1880, p. 8.
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There is some evidence that consumers and advertisers view the traditional
media segments of newspapers, radlo, etc. as being somewhat substitutable, This
is the conclusion that may be drawn from Tables 3 and 4, which together may be
termed the Constancy Hypothesis, first advanced by Charles Scripps.® Since 1933,
the amount of money that consumers have spent on all media, in the form of
purchases of newspapers, magazines, books; television and radio sets and re-
pairs; and on movie admissions has remained quite level as a percentage of
personal consumption expenditures, despite the introduction of new formats In
the form of first radio and then television. Ag Table 3 shows, however, the com-
position of those expenditures has shifted as these newer formsats came along.
Similarly, on the advertising side, expenditures have tended to remain at a c¢on-
stant proportion of Gross National Product, with the electronic media drawing
down the share of the print media.

Given the fixed proportion of consumer and advertising expenditures that ap-
pear to be devoted to media over an extended period, regardless of the number
of mass media formats, it may be reasonably assumed that this relationship will
continue to hold, even as additional mechsnisms become available in the form of
video discs, on-line information systems, ete. With this history and its impiica-
tions for the future, it should not be surprising that owners and managers of
businesses in the medla arena would want to maintain market shares by getting
involved in the newer media. This only continues a tradition of multimedia
ownership that dates back in this country to Ben Franklin’s newspapers and
megazines (He was also a printer and Postmaster, not coincldentally). This gives
rise to the question of whether existing media firms should be expected or even
obliged to ignore developing—-and competing-——media processes and formats. Is a
financially healthy media industry at odds with those who see greater diversity
and broader access fostered by small enterprises, locally owned and controlled?

TABLE 4.—SHARE OF ADVERTISING IN MAJOR PRINT AND BROADCAST MEDIA, SELECTED YEARS, 1935-79

Apdoml ing Percent of Parcent lupu:ar and
ox res pres ne

(billions) GNP broadeasting magazine

$t, 690 2 6.7 53.1

2,088 20 10.3 48.5

875 1. 36 14.7 W7

5710 200 13.6 5.4

9,194 23 17.1 37.9

1], 932 2.3 19.1 3.9

15, 250 ] 2.5 3.6

19, 550 2.00 25.1 3.8

28,23 1.8 5.6 35.1

1,70 1.9 5.8 M7

38, 120 2.02 26.9 3.9

43,970 2.07 27.4 3.3

49,8%0 2.10 213 .1

1 Prelimingry.

Sources: 1935-60—Historlcal Statistics of the United States, Colonial Times to 1970, series T444-47). 1965-79—Adve:-
tising Age, as prapared by McCann-Erickson, Inc., New York, for advertising; U.S. Bureau of Economic Analysis for GNP,

The activity of existing media firms broadening their operations into new
media areas 18 consistent with a marketing philosophy popularized by Theodore
Levitt's concept of “marketing myopia.” This demands that a firm carefully
determine its fieid of operations. Is a newspaper publisher In the business of
manufacturing and selling newspapers, or in the business of gathering and
disseminating informatfon? Given that choice, the latter would be the logical
response. Thus, it would be natural to seek other ways of disseminating the vast
quantities of information a newspaper staff can gather; news services, radio
and televislon outlets are several. Similarly, an expertise in assembling and
publishing specialized information makes it reasonable to assume that a book
publisher would find a natural kinship with magazine publishing or more re-
cently programming for video cassette, disc or cable distribution. The producer of
theatrical films finds it a short and necessary jump into production of television
shows.

In essence, the recognition of a mass communications industry, as opposed to
gimply a newspaper, broadcast, magazine, book or film industry lends itself to
what has been termed conglomeration.

5 Marwell B. McCombs, “Mass Medla in the Marketplace,” Journalism Momnographs, No.
24 {Lexington, Ky.: Assoclation for Education in Journalism, 1972), pp. 5-6.
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OWNERSHIP CONCENTRATION IN MABS COMMUNICATIONS

Given the expanded nature of the available media and the apparent inter-
media competition for consumer and advertiser expenditures, then the relevant
market for measuring the diversity of ownership must be the broad mass
communications industry. There are a total of 35,000-40,000 outlets for the mags
communications media. Clearly, not each outlet has egual weight in its ability
to influence thought or present ideas, with Time magazine or a popular prime
time television show at a different level than a scholarly journal or a local cable
presented show. Granted this, however, there is an impressive array of diverse
media volces. Nor does a media outlet need a large audience to be influential.
An article in the New Bngland Journal of Medicine may be as noticed by its
audlence as any national television show with a wider viewership.

To what extent iz the mass communications industry dominated by giant
conglomerates? ® Table 5 identifies those companies that were cited in the Who
Ouns the Media? book as being one of the dominant firms in any of the six
segments examined. Thus, it includes broadeast chains with the largest andiences,
magazine and newspaper groups with the greatest circulaticns, book publishers
with the highest revenues, cable operators with the most subscribers and the
major film distributors. In all, the table identifies 57 firms., Of these, 11 are
dominant in newspapers, 16 in broadcasting, 16 in magazines, 14 in book publish-
ing, 9 in cable and 10 in motion picture distribution,

“Tigminant” s vsed here to mean pre-eminent or a leading participant. It shonld nol
be construed as used in the antitrust terminology of “being ¢ powerful that smaller
companies hesitate to take independent action in trade policy.”

TABLE 5—COMPANIES DOMINANT IN I GR MORE MASS MEDIA SEGMENTS, WITH OTHER MEDIA HOLDINGS
FEBRUARY 1980

[Key: < Area of dominance. O Area of other holdings.]

News- Broad-  Maga- Cahle/
paper casting  zines Books pay TV  Fiim?
Dominant In 4 media: Times Mirror Co.__.____.___ + @] + + +
Dominant in 3 media:
CBS NG i —————————— + + +
Cox Enterprises®__________ . . . ... .. + o +
Tlme Inc O + 4 +
Dominant in 2 media:
Hearst._____ + [ @ T,
MecGraw-Hill, + +
Newhouss O
New York Yimes Co_.____._________________ + O + O -
Reader's Digest Association. . . . S T
EW. SCripps. e oo e + F
Tribupe Co. .. e e + e I — 9
Warner Communications . . e e 8 +
Washington Post Co_ ..o Q + + O i
Dominant in I medium:
American Broadcasting Cos. .. e + O [
Cableeom-General o ..o o e e m e +
Capital Gities Commumications. ... ________ O + @) e mmmmen
Charter o e e e + e e
Columbia Pictures Industeies . ______ (D} e +
Poubleday _ e O

Dow Jones. ... oo
Eneyclopaadia Britannica
Fiefd Enterprises. . .. ..__
S g6

aylerd Broadeasting Co_ . oo oo
Ge;eral MBI - o e e e _m o o mm i —m —mm e oo O +
GOl e o e mi e e mmmm—mm e em e m—m——mammm e 4+ -
GUIf+-Western .. .. e e e e e m 9 __________ +
Harcourt Brace Jovanovich
Harper & Row_ . e

Knight-Ridder_ _ _
McCall's____
Macmillan_._
MCA lne____
Meredith. . e ialmiaaaus
Metro Goldwyn Mayer. .. e mr e e mm e amam e oo +
Metromedia_ e e 4+ e 8 ..........
PlaybOY . o o e o e s +

Prentice-Hall . - e aeamm—e—— e mmaman +
-5 S UIUINIE. U 0 T
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TABLE 5.—COMPANIES DOMINANT IN 1 OR MORE MASS MEDIA SEGMENTS, WITH OTHER MEDIA HOLDINGS,
FEBRUARY 1980—Continued

[Key: 4 Area of dominance. O Area of other holdings.)

News- Broad-  Mage- Cable
paper casting  zines Boaks pay Film !

Dominant in 1 medium—Continued
RKD

Sammons Communications Corp. ... . ... __
Schodastic Magazines_ _____ ..
Scott & Fetzar_________ .

Scott, Foresman_.______
Storer Broadcasting Co. .
Taft Broadcasting Co_ _

Tele-Commumications Inc. . .t —————
Teleprompler Co_ e e s
Thamson Newspapers Ltd__ .. . _____ X

Transamerica Corp_______._.
Triangle Publishing__._ ... __..__.

20th Century Fox_________._._._._

United Artist Theatres Circuit?__

Viacom International_ .. _____ . ... O

Walt Disney Productions. . oot e mm i m i
Westinghouse___________ . aees + e ()
Zid-Davis. o e () e e

1 Production or distributbon,
2 Includes all Cox holdings in separate companles. Sale of broadcast holding to Geners! Electric pending.
1 Has 28 percent ownarship of UA-Columbia Cablevision, Inc.

Source: Benjamin M. Compéine, ed,, Who Owns ths Madia? Concentration of Ownarship in the Mass Communications
:’nﬁm (Wl;ite Plains, N.Y.: Knowledge Industry Publications, Inc., 1979). Copyright 1979 Knowladge Industry
u ons, Inc.

Many of these firms participated in only one area of the industry. Most have
holdings in several areas, making them media conglomerates.

‘When looked at in terms of being able to dominate across media segments,
only one firm has a major position in as many as fonr gegments of the industry—
Times Mirrer Co., with significant holdings in newspapers, magazines, cable
and book publishing, and a minor interest in broadcasting. Three firms have
dominant positions In three different media: Cox Enterprises (which had its
sale of broadcast and cable properties to General Electric pending in 1980),
CRBS Inc. and Time Inc. Nine more firms had substantial positions in two areas.
The other 44 companies had a major stake in only one medinm, including such
well-known names as RCA, Harcourt Brace Jovanovich, Gulf 4 Western,
Transamerica Corp., and Gannett,

CONCERNS AND LIMITATIONS OF THE GOVERNMENT

There are, to be sure, legitimate concerns on the part of soclety, as represented
by the government, about the preservation of diversity of ownefship of the media,
not just on economic grounds but because of the special place the mass media
hold in the political process and their speecial place under the First Amendment.
To date, action in this area has been Iimited to traditional antitrust suits,
primarily in the film business with just a few forays into newspapers. The
Federal Communications Commission places limits on broadcast holdings and
eross media ownership. The Federal Trade Commission has been increasingly
interested, as has this Committee and others in the Congress.

The experience of the government in regulating the media has been primarily
through Federal Communications Commission Jurisdiction over broadcast
licenses. The traditional rationale for controls in this ares was the scarcity of
brogdeast outlets, as defined by spectrum space. However, momentum appears
to be growing for at least some amount of deregulation in the broadcast fleld.
Deregulation has hecome possible because satellite transmission and cable
television have enhanced the oppertunity of a diversity of viewpoints via the
electronic media, thus eliminating the rationale for federal intervention.
Although some curbs would remain on television broadcasters, such as the
“fairness doctrine.” almost all regulations for radio, other than some technical
requirements, might be lifted.

1t would be ironic if new rules constraining mass communications firms were
promulgated as the most regulated segment was being given back over to the
marketplace. Indeed, former FCC Commisgioner Margita E. White was warned
of hringing newspapers ‘“nnder the same kind of ‘raised eyebrows’ regulations as
the FCC applies to hroadcasters. If we have learned anything from the evolution
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of broadcast regulation over the past half century, it is when the government
regulates the media, it also regulates the message.””

Ag various government agencies explore the need for structural changes in the
mass communications industry, they should consider the broad implications of
proposed ‘‘remedies” as well as the assumptions they hold in making them.
These would include:

Does increased diversity and access imply greater quality? What happened
swhen the FCC took 30 minutes of prime time programming from the three net-
works and forced this time on the individual stations? The prohibitive costs of
single market productions has resuited in few quality shows and opened up the
market to syndicators of low cost game shows of little substance.

Who should be the arbiter of what type of programming or content is most
desirable for society? Much of the criticlsm of the networks center on the sup-
posedly mindless grade of the programming, However, when given a choice, the
viewing public has “voted” by where it turns the dial. Excellent programs, such
as 60 Minutes and Roots, have received viewer support. But many of the top-
rated shows have out performed presentations of supposedly higher intellectual
content. By the same reasoning, newspaper publishers, even those with no direct
local competition, must still offer a content that entices consumers to buy the
product each day. Thus, publishers, like programmers, must ghow some response
to the needs of the audience, Government regulators must refrain from imposing
thelr view of what is soclally beneficlal content into their rationsle for any type
of regulation,

How much control by any firm or group of firms must be manifest before we
are threatened with perceivable restraints on true access to a broad spectrum of
opinion and infermation? Most erucially, how can this be measured? On the one
hand, there is & point at which some combinations may have to be limited. On the
other hand, there can be no credence given to the argument advanced by some
that every opinion or creative idea has a right to be heard through the mass media
(although anyone with a few dollars can make up a pick gign or hand out leatlets
at Clty Hall. Often, such viewpoints get alred by becoming news). There is a
limit to the time available to broadcasters and the space for newspapes and
magazine publishers. For-profit book publishers must be guided by commercial
considerations in selecting titles, or else they would eventuslly go out of business.”
Even not-for-profit university or other subsidized presses must employ Bome
criterta of value to a specific market in determining which offerings to publish.
Can concentration of ownership be measured by the total number of media proper-
ties? By the number of households reached by the media owned by a given firm?
By the geographical concentration of the firm'’s properties?

Besides the mass medla companies themselves, are there other participants in
the mass communications industry that play important roles in determining the
ultimate nature of the range of diversity available? Among those that might be
considered :

(1) State and federal regulations affecting common carriers, especially those
for telephone and satellite transmission, play a role in the mass media. The
number of earth satellites, the number of ecircuits available, regulations con-
cerning earth receiving stations, the tariff schedules may all affect the avail-
able, regulations concerning earth receiving stations, the tariff schedules, may
all affect the availability of information transmission. The ability of syndi-
cators to set up simultaneous-feed networks to cable operators will depend on
the access they have to satellite transponders, which are already in short supply.
What are the ownership relationships between the satellite firms and the mass
media firma?

(2) The policies of the 1.8, Postal Service are being Increasingly questioned
in light of the rapidly escalating second class postal rates. Even if these do not
force some smaller publications out of business, they may affect the entry of
some new publications and have certainly contributed to higher subscription
prices. This in turn can affect the number of periodicals to which consumers will
:::{JOOSB to subscribe, indirectly reducing exposure to some sources of informa-

on. -

{(3) Almost all newspapers rely on two full-service news services for the
butk of their state, national and international news. Therefore, would a re-
duction in chain ownership of newspapers result in any change in the access of

71 William Hill EX-FCC Commissicner Says Government Will Try to Regulate News-
pager, Editor & Publlsher, Mar. 31, 1979, p. 10. ¥ €
This does not mean that every book must be a best-seller, just as every magazine
titla does not have to sefl 1 million coples per 1ssue to be proﬂtai)le. Many book publishers
make a good living publishing titles with sales of 1000 coples and less.
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communities to such news sources? Even adding a newspaper to & community,
providing real competition, would not necessarily provide a radically different
mix of news content, Large syndicdtors and supplementary news services also
provide much of the feature material for newspapers, regardless of the extent
of local competition or ownership type.

(4) To what extent does the distribution system for mass market paperback
tbooks influence the number of publishers that could realistically operate In
thls segment of the market? About 250 wholesalers nationwide account for the
bulk of paperback book distribution to newsstands, chain stores and the 80,000
other non-bookstore cutlets for these books, In each geographic market, one whole-
saler has a virtnally exclusive franchise to deliver books and magazines, not so
much out of conspiracy but due to the economics of supplying thousands of small
outlets on a continuing basis. The volume of new books has been such that many
mass market books already have the shelf life of a monthly magazine, What
opportunity does this leave for additional entries Into this mass market segment
of publishing 7

(5) Most of the mass media are totally or largely advertiser supported. Cable,
which today derives its support primarily from subscribers, is expected to be-
come an advertising outlet as its penetration increases. There is a limit to the
oumber of media outlets that can expect to get a share of the advertistng dollar.
One reason for the demise of competing newspapers in many cities is the effi-
ciency a single newspaper provides local merchants. Starting a hew paper requires
the support of advertisers, who ¢o not neceasarily see any benefii for themselves.
New media will spread advertising dollars even thinner.

{8) Finally, if we are to be concerned with a limited number of gatekeepers,
perhaps we should pay more heed to the observation of Ben Stein, author of Thg
View from Sunset Boulevard.

In investigating television content, Stein found that a relative handful of
scriptwriters and producers create the entertainment message that are broad-
cast every day. He found that almost all of these people live In Los Angeles.
“Televislon is not necessarily a mirror of anything besides what those few
people think. The whole entertainment component of television i3 dominated
by men and women who have a unified idiosyneratic view of life.”® Stein’s
work points once again to the complexity of the media ownership gquestion.

‘What 1 have attempted in my testimony today was to indiecate the com-
plexity of the issue of concentration as well as some of the many variables
that must enter into any polcy-making decisions. First, we must decide on the
critical definition of concentration. This involves not only the differentiation
between the traditional antitrust standard and a broader soclal-economie-po-
litical concept, but an agreement on what the relevant market should be: each
media segment or the maas communications industry. If, in fact, our concern
is with diversity of media voices—that is the social-economic-politieal concept
for deflning concentration—then by the same reasoning we must suppport the
broader mass communications industry as the proper designation of the mar-
ket. Thigs conclusion can only be bolstered by the trends in advertiser and
personal consumption expenditures on the media. Both conatituencies spend
their dollars interchangeably on the media, but at a constant relative rate, de-
spite the addition of new media into the mix of alternatives,

IGiven the vast array of separate entities with holdings in the mass commu-
nications Industry, policy makers must avold accepting at face value some
assumed myths, such aa that greater diversity yields higher quality. They
must also discipline themselves not to impose their own values of what is
good for society in the form of moves to encourage the development of media
with one kind of content over another, Finally, policy and law makers are
faced with incorporating the effects of many non-media variables that affect
the performance of the media: postal regulations, common carrier policies, lim-
ited number of syndicators, news services, distribution networks and program
creators.

Much of the mass media is run by bigz business. There are greedy media
company owners just ss there are greedy Individuals in other areas. There
are also those who will use their position to dictate content to promote their
own Interests (this can incluode a night city editor as well as the chairman
of a television network). While their abllity to cause harm is real, there are
existing lawe and regulations, such as those for libel or the fairness doctrine,
that ean overcome some of the worst actions. There is also the weight of pub- -

* Ben Steln, “The View From Sunset Boulevard” (New York: Basie Book, 1979, p. xiil).
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He opinion, which can respond to frauds and tyrants in the private sector. By
the same token, there are politicians, bureaucrats and lawmakers who are .
empire bullding and have self interests that could be served by a weakened
mass media. While not above the law, they are of the law, which carries au-
thority. Nelther are typical of their species. But for all the good intentions of
those who would like to encourage gpecific regulations aimed at the mass media,
even in the absence of any empirically substantiated threat to reasonable access
and diversity of expression, the welight of existing data must go agailnst any
precipitous actlon affecting the status of the media. Ironically, media owner-
ship has come under attack just as the opportunity for a vast number of addi-
tional volces has become a reakity through new technologies.

There are forces converging on the media as we enter the 1980s that could
endanger the First Amendment, Those who propose regulation seem guided by
the myth that it can be accomplished without trampling on the content. And
that 18 not likely.

The danger is not that any single action in the name of promoting wider
press ownership will cause harm: individual actions, for cause, may be neces-
sary, such as the Associaled Press case ln 1045, Yet at the same time, we
should keep in mind the warning of Lord Develin :

“It freedom of the press perishes, it will not be by sudden death. . . . It will
be a long time dying from a debilitating disense caused by a serles of erosive
measures, each of which, if examined singly, would have a good deal to be
sald for it.” -

The point is that public policy concerning media ownership and concentra-
tion must first be rooted in a realistic assessment of the existing data. Second,
it must be oriented not to some ideal good but to a pragmatic good. It may be,
for Instance, that relatively large corporations with strong capital underpin-
nings will better serve the public's need for diversity, risk taking and depth
of information than would more numercus but smaller firms with weaker
capitalization and less willingness to take on major projects that include risk.

At the same time, smaller firms have always found new niches, provided
innovation and then, when successful, been acquired by larger firms, thereby
establishing an incentive for more new firms to follow a gimilar path. This
cyele 1s partieularly evident in the magazine and book publishing businesses.
There appears to be no dearth of entrepreneurs, ag the numbers of new book,
magazine, weekly newspaper publishers and even film producers make clear.

Public policy makers can take several approaches to the issue of media
ownership, Lawmakers can tamper with the structure or business behavior
of media companies but not the product—news, information, ideas, There is,
for example, no question that government has the power to deal with flagrant
abuses of the press freedom, e.g., libel or true restraint of trade collusion.
These governmental powers, however, deal with the potentisl for abuse, rather
than an accusation that the media owners us a group have already committed
such abuses.

Among them the following strategies sre available :

(1) A positive policy with implementing legislation which encourages the
formation of new media businesses; tax incentives on investments; waiving
selected wage, environmental or similar rules that Inhibit small businesses
and ecapital formation; modified inheritance levies that today encourage di-
vestiture; postal and telecommunications tariff and service that put the smaller
wuser in a status comparable to bulk users, This sort of encouragement would
gtill be far less than the direct subsidies other western democracies provide
their fledgling movie makers and publishers. But it is also far less of a direct
government involvement in the media than in France, Canada, West Germany
or Great Britain.

(2) A negative policy of prohibition by size limitations in the absence of
evidence of conseious anticompetitive behavior. This might be aimed at banning
firms with media holdings of a certain size from acquiring additional proper-
ties in their main area of dominanee.

(3) Combining the first strategy with some sanctions diseouraging growth
by merger of dominant media firms, while at the same time allowing firms of all
sizes and holdings to grow through start-ups. Thus, once a newspaper reaches a
size in eirculation or number of papers where further acquisitions might be un-
desirable, it may still be permitted to grow by starting additional newspapers
in communities that do not have any. Or, if policy-makers are convinced that a
two or three newspaper town is beiter than one, incentives may be offered that
encourage start-ups in such situations.

Thank you for inviting me here today and for your attention,
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APPERDIX A

Hanvarp UNIVERSITY—PROGRAM ON INFORMATION RESOURCES PoLlcy (IN
COOPERATION WITH THE CENTEE FOB INFORMATION POLICY RESEARCH)

CONTRIBUTOES

Abt Associates, Inc.

Action for Children’s Televigion

American Broadcasting Companies, Ine,

American Can Company

Amerjcan Distriet Telegraph Company

Ameriean Telephone & Telegraph Co.

Arthur D. Little Foundation

Auerbach Publishers Inec.

Bell Canada (Canada)

Beneficial Management Corporation

Boston Broadcasters, Inc.

The Boston Globe

Booz-Allen Hamilton

Burroughs Corporation

Canada Post (Canada)

CBS, Inc.

Central Telephone & Utllities Corp.

Citibank

Codex Corporation

Communications Workers of America

Computer & Communications Industry
Asgsoe,

Consolidated Edison Company of
New York, Inc.

Continental! Telephone Corporation

Des Moines Register and Tribune
Company

Donaldson, Lufkin & Jenreite

Dow Jones & Co., Inc.

Economics and Technology, Ine.

Elsevier Bcience Publishers

Encyclopaedia Britannica

L. M. Hricason {Sweden)

Exxon Enterprises, Inc.

Federal Reserve Bank of Boston

First National Bank of Boston

PFirst National Bank of Chicago

Frost & Sullivan

General Electric Company

General Telephone & Electronics

Hallmark Cards, Inc,

Harte-Hanks Communications, Ine.

Hazel Agsociates

Honeywell, Inc.

Hughes Communication Services, Inc.

IBM Corporation

Information Gatekeepers, Inc.

International Data Corporation

International Paper Company

International Rescurces Development,
Ine,

International Telephone & Telegraph
Corp.

Knowledge Industry Publications

Lee Enterprises, Inc.

Lolckheed Migsiles and Space Company,

ne.

MCI Telecommunications, Inc.

McGraw-Hill, Inc.

Mead Data Central

Minneapolis Star and Tribune
Company

Motorola, Ine.

National Association of Letter Carrlers

National Cash Register

National Telephone Cooperative Assoe,

New York Times Company

Nippon Electric Company {(Japan)

Norfolk & Western Railway Company

Payment Systems, Inc.

J. C. Penney Co., Ine,

Pergamon Press Ltd. (United
Kingdom)

Pitney Bowes, Ine,

Public Agenda Foundation

Readers Digest Association, Ine.

Salomon Brothers

Satellite Busineas Systems

Scoit & Fetzer Company

Seiden & de Cuevas, Inc.

Siemens (Federal Republic of
Germany)

Southern Pacific Communications
Company

Standard Shares

St. Regls Paper Company

Stromberg-Carlson Corporation

Time Incorporated

Times Mirror

Transamerica Corporation

United Parcel Bervice

United States Government:
Central Intelligence Agency
Department of Cominerce :

National Technical Information
Service
Nattonal Telecommunications and
Information Administration

Department of Defense:

Defense Documentation Center
Federal Communications Commission
National Aeronauties and Space

Admin.

United States Postal Rate Commission
United States Postal Service

United Telecommunications

Viewdata Corporation of America
The Washington Post Company
Western Union International, Ine.
Xerox Corporation
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APPENDIX B

Benjamin M. Compaine is Executive Director/Media and Allied Arenas for
the Program on Information Resources Policy at Harvard University. He joined
the Program from Knowledge Industry Publications, Inc., where he directed
and edited projects in library automation and technology, as well as economic
and marketing studies of mass media industries. Previously he had taught
marketing, management end journalism and was a consulitant for firms such as
IBM, William C. Brown Co., Publishers and W. B. Saunders Co. He has pub-
lished his own weekly newspaper and was general manager of Philadelphia’s
oldest alternative newspaper. As a freelance journalist, he has contributed to

newspapers, magazines and annuals.
Among his books, atudies and publications are The Newspaper Industry in the

1980s: An Assessment of Economics and Technology (1980), Who Owns the
Media ? Concentration of Ownership in the Mass Communications Industry (co-
author and editor, 1979), Consumer Magazines in the 1980s (1979), The Book
Industry in Transition: An Economic Analysis of Book Distribution and Mar-
keting (1978), and “Bconomic Realities of the Media Mix" (1978).

Dr. Compaine has a degree in political science from Dickinson College, as well
as an M.B.A. from Harvard Business School and Ph.D. in mass communication
from Temple University.

Mr. Comparne. I feel that I can be most useful in your investiga-
tion by contributing to your perspective of the media industry beyond
the economic considerations in individual segments of newspapers,
magazines, television, et cetera. My evaluation of the evidence sug-
gests that technology in creating, processing, distributing, and dis-
playing information is eliminating the clearcut distinctions that are
perceived to have prevailed in the media industries until recently.
Thus, my objective today, Mr. Chairman, is to show why individual
media segments cannot be discussed in a vacuum but must addressed
in the context of the total media arena that encompasses competing
formats we have called television, radio, movies, newspapers, books,
magazines, cable, et cetera.

By the conventional standards used in economics, no segment of the
media industry can be judged to be “concentrated” for antitrust pur-
poses, save perhaps theatrical film distribution. As seen in table 1 of
my testimony, concentration ratios within the major media segments
of newspapers, magazines, and book publishing are far lower than
many other industries.

Those concerned with concentration in the media, however, have
seldom advanced the antitrust side of the argument. Rather, most of the
concern, as voiced at the Federal Trade Commission symposium in
December 1978 and in the trade and popular press, is with the less-
ening of the number of persons who control the flow of information :
the number of gatelkeepers. Concentration has not been reached in
economic terms, but some feel it may be arriving in the ability of a
relatively féw corporations to manipulate the flow of ideas reaching
the public.. - '

When we discuss the media, we are in fact talking about three dis-
crete elements: information content itself; the process by which in-
formation is gathered, stored, and transmitted; and the format in
which information appears to the user. Firms directly involved in the
media business tend to be in the content business, the process business,
and sometimes both. The format, be it ink on paper, images on a video
tube, sound from a speaker, et cetera, may not be the factor that de-

fines the medium. Let me explain:
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The media, in their various formats, provide news, entertainment,
all types of information, including advice, instruction, advertisements,
statistical data, et ceters.

Content, then, is the information that is provided by the supplier
and received by the user. Certain media formats tend to specialize in
offering specific types of content, but most media have some of each.
Newspapers, for example, along with their hard news, provide per-
sonality profiles as features, crossword puzzles for entertainment, and
a list of polling places as notices. Televised programing is largely en-
tertaiﬂment, but there is an important news and information content
as well.

Process refers to both the handling and transmitting of the informa-
tion. Among the processing functions are gathering, creating, and
storing information. This would include a newspaper reporter research-
ing and writing an article, storing it in computer memory for editing
hyphenation, and justification by a computer for typesetting and
ma]f(eup. Process further encompasses the transmission conduits for
information, such as broadeasting, coaxial cable, mail and private
parcel delivery, microwave, telephone, et cetera. '

Format, as used in this scheme, refers to the form in which the con-
tent is made available to the user. This may be as hard copy, such as
printed words or pictures on paper. It may be an electronic-visual
representation, such as that created on a video display tube, in which
case it could be words as well as pictures. It may be a mechanical-visual
representation, such as that from motion picture projection or micro-
materials. It may also be aural, such as sounds created by a vibrating
speaker cone. In many cases, several formats are combined.

This distinction between format and process is necessary if we are
to understand what the boundaries are of the industry in which we are
investigating concentration. By using the content/process/format man-
ner of describing the media industry, we can avoid the trap of using,
as one example, “magazine” to mean the type of information content
that is normally associated with the ink of glossy paper periodical
that is actually only one of several formats available to a potential
producer of a certain type of information. Thus, for instance, & pub-
lisher may wish to convey certain information about 35-millimeter
cameras to an audience of photographers. Advertisers wish to reach
the same audience. One option is to print words and pictures. But
another may be to convey the information visually for distribution to
audiences via a special interest cable network or for sale directly on
a video cassette or disk.

The blurring of these arbitrary format distinctions can already be
seen when Westinghouse Broadcasting syndicates its “Evening Maga-
zine” for television stations and by the %60 Minutes” concept of CBS
28 a video magazine,

Over the years, changing information technologies have been pro-
viding us with new formats: the printing press lead to mass produced
books, newspapers, and magazines. The wireless lead to radio and tele-
vision. Other discoveries brought about motion pictures, disk, and tape
recordings, These have expanded the variety of ways in which infor-
mation content can be received by users. New formats and processes
have greatly expanded accessibility to information and opportunities
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for those who wished to be involved in the supply of information and .
entertainment. Film enlarged the audience for vaudeville and theater,
and television expanded it even further. Radio and television news
broadcasts are essentially a presentation of the information tradition-
ally published by newspapers and before that by personal letter or
word of mouth. The form of presentation is changed but not the type
of information.

In essence, what is happening in the media arena is that the pre-
viously discrete and readily identifiable segments are coming closer
together into a more fluid industry, leading to dissolution of old
groupings and crystallizing of new. Increasingly, they are using the
computer for information storage and retrieval. They are using tele-
phone lines, cable, and satellites for transmitting information, either
to the end user, as in the case of broadcasters, or as part of the manu-
facturing process, as with some newgpapers.

All types of publishers have video display tubes in the editorial
and/or composing rooms. Broadcasters, such as ABC, are packaging
programs for other forms of distribution, while publishers, such as
Playboy Enterprises, are moving toward a similar end, In the middle,
the common carriers, such as (zeneral Telephone & Electronics and
American Telephone & Telegraph, are locking increasingly like in-
formation providers, either in the form of viewdata services or by

roviding information directly, such as the weather, stock market
mformation, and sports calls over a special telephone number. Thus,
as all tﬁpes of firms that provide information service are increasingly
using the same technology, there will be a lessening of the distinctive
differentiation among the traditional media forms in the minds of
information consumers.

Through understanding and exploiting the fluid nature of the con-
tent/process/format mix, businesses and entrepreneurs of all sizes have
the opportunity to break out of their traditional mold and broaden
their businesses. This can only benefit the information and entertain-
ment seeking consumers. Information providers can reevaluate the
customers not as newspaper readers or magazine subscribers, ete., but
as information consumers whose interest is in the unique utility of the
content. These customers should prove decreasingly loyal to any par-
ticular format or process, given the greater choices and the strengths
of different formats and processes to optimize the utility of a specific
type of information, that is, an interactive video display via telephone
lines and computers for classified advertising, pay cagle process for
a}lll opera, or a printed book format for a description of macroeconomic
theory.

Thus, it 1s perhaps a misuse of effort in the longer run to focus on
the concentration of media ownership using conventional understand-
ing of newspapers, television, magazines, et cetera. What we must be
concerned with is promotion of diversity of conduits for information
and knowledge and the opportunities for individuals and small busi-
nesses to participate in providing such information.

If we go back and exaniine content, process, and format components
of the media, we can see the opportunities for entry vary by segment.
The process area, which includes the means of distribution of content,
appears to provide the least opportunity for large numbers of com-
petitors and has the largest economic barriers to entry. For example,
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the capital expense in wiring a community with cable has encouraged
the granting of exclusive franchises by communities, under much of
the same logic that has resulted in the regulated monopoly status of
telephone eompanies. The scarcity of television channels has put a
high price on a license to hold one, while the far greater number of
radio frequencies has made these licenses more affordable to smaller
businesses.

The major ares of opportunity for entry into the media has long
been and will continue to be in the content end. One reason why there
is a conlinued proliferation of book and magazine titles is that entry
cost is relatively low. Not only can a weekly newspaper exist without
its production shop, but there are even relatively large daily news-
papers, such as the 100,000 circulation Philadelphia Journal, that can
publish using the typesetting and printing facilities of other commer-
cial operations.

The barrier to entry for many of the purveyors of content is in
the transmission, or distribution, of their product as well as other
factors external to the structure of the media industry, per se. For
example, one of the more concentrated segments of book publishing
is in the mass market paperbacks, where 8 firms have about 84 per-
cent of sales. The difficulties in entering this segment of the market in-
clude the cost of large print runs required by the mass distribution
needed as well as getting access to the handful of national distributors
that push these books through the system and the willingness of local
wholesalers, usually having exclusive distribution rights in & geo-
graphical area, to handle more books in an already overloaded system.

At the other extreme, entering the professional and reference book
segment of publishing is relatively easy since such books are often
sold by direct mail to well-defined audiences, Similarly, publishers of
special interest magazines and business periodicals can reach readers
through the mail and do not have to rely on private distributors,

The newer technologies hold similar opportunities and barriers. As
noted, building a cable system may be prohibitively expensive for
small businesses. Even multibillion-dollar Warner Communications
deemed it necessary to join its cable operation with American Ex-
press Co. to insure a sufficient supply of capital needed to wire large
markets. The cost of its newly acquired Pittsburgh franchise will be
$40 to $50 million for a 700-mile system passing 180,000 homes.

Television has always had a voracious appetite for programing.
The opportunities have been limited to mass audience fare. With the
many channels opened by cable, operators and advertisers may find
television of the 1980’s becoming more like radio, with room for much
special interest programing designed to reach relatively small audi-
ences. This phenomenon will be aided by satellite transmission avail-
ability as well as additional markets for such video productions via
video disc or cassette sales. The production of such programs for the
video market may well follow the pattern established in the print
media. Smaller businesses will be the source for much of it, especially
that which is designated for special consumer or business audiences.
Distribution, however, may well be handled by larger firms with the
technical and personnel resources required to reach a large national
market. Programs designed for a local market or appropriate for mail
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order to special markets, via cassettes or disks, may also be handled by
smaller firms.

The point is that public policy concerning media ownership and
concentration must first be rooted in a realistic assessment of the exist-
ing data. Second, it must be oriented not to some ideal good but to a
pragmatic good. It may be, for instance, that relatively large corpora-
tions with strong capital underpinnings will better serve the public’s
need for diversity, risk taking, and depth of information than would
more numerous but smaller firms with weaker capitalization and less
Willin%:)ess to take on major projects that include risk.

At the same time, smaf]er firms have always found new niches, pro-
vided innovation, and then, when successful, been acquired by larger
firms, thereby establishing an incentive for more new firms to follow
a similar path. This cycle is particularly evident in the magazine
and book publishing businesses. There appears to be no dearth of
entrepreneirs, as the numbers of new book, magazine, weekly news-
paper publishers, and even film producers make clear.

Thank 1:‘,Zcou for inviting me here today and for your attention.

Mr, LaFavrce. Thank you.
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Mr. MrroHELL. I would appreciate it if all three of you gentlemen
would share your thoughts and suggestions on this. It has been a
long, long struggle for us, Mr. Chairman, to try to break that open, and
now that we have done so, we may run smack against a stone wall.

Mr. Compaing. I think there is going to be a great change that can
solve much of the problem you are mentioning, but it is without neces-
sarily havin% to own a broadcast station. That is through the great
volume of information that can go through cable networks.

Most cable systems today have room for 20, 80, 70, or 80 channels.
The new ones are going up to 70 or 80 channels. The cable operators
are hungry for content to put on those channels. As a result, we are
getting a phenomenal increase in the number of entrepreneurs who are
putting together networks of these cable operators to give them pro-
graming, which is really what you are interested in, getting program-

ing.

%‘here is already a black entertainment network that has been an-
nounced, that you may be familiar with. There is a Spanish-Language
network. There is an all-news network, Ted Turner’s network is about
to start up. But that really just scrapes the tip of the iceberg.

One way that I think you might direct your interest and your fund-
ing is in encouraging formation of companies that will develop content
and be able to market that to the cable operators via satellite or just
putting them on video cassettes and putting them in the mail to them.

Today, about 20 percent of TV homes have cable, but that is grow-
ing at such a phenomenal rate that it is going to be very widespread
over the next 5 or 10 years. To me, that is the most fruitful avenue for
making sure that more people can provide a greater diversity of in-
formation to the television tube.

Mr. SreruiNe. Let me add to that, if I may, that there is still a
good chance for a minority ownership of cable systems if you hang
on that figure of 20 percent penetration of America’s homes at the
moment ; there are television sets in 98 or 99 percent of the homes. The
problem is funding. Maybe we are back to the SBA again. But the
chance is still there, In no way is cable filled up; even in major markets,
in fact, there is still a great chance for expansion, but it does take a tre-
mendous level of funding,

There are two concerns. One is content; one is ownership of the
system and means of delivery, a distinction that Ben Compaine makes.
T think both are important, and both areas need to be looked into.

The readier one to work into is programing—providing rograming
channels on delivery systems, be it broadcasting or cable, that are
owned by others. But I suspect that is not going to satisfy much of the
criticism. So, I think the ownership question of trying to expand exist-
ing opportunities within broadcasting or within cable—and in cable
it is somewhat easier I think—is still a very important one.

Mr. Derrouzos. I have a couple of comments I would like to make:
First, with respect to the absence of any conclusion over whether con-
glomeration is good or bad, I would say that, all things bein% equal,
diversity is a good thing. In the absence of any strong reason for per-
mitting concentration, that would be reason enough not to permit it.
That is one point I would like to make.

The other is this. Tt is the nature of the mass media, with a signifi-
cant fixed cost element of creating the content of the product, which
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makes it rather hard for any minority interest, not only an identifiable
population segment but any identifiable interest in the community to
be represented. That is, that first cost element in producing content
has made it, in the past, rather difficult for any media outlet to provide
for that minority group, given the fact that once you have produced
something it is much less expensive to distribute it to many, many
people than it is to create something which is of interest only to a
small community group. That, in the past, has been the main block
toward getting minority interests represented. After all, that is the
purpose of wanting minority ownership—to make sure that the pub-
lic with minority interests will receive a certain content.

In the past that has been true, but it seems to me that, as has been
said before, the development of cable TV makes a great deal of dif-
ference. 'I'he fact that you no longer have to appeal to advertising for
support in terms of revenue the content that you put on the air, the
fact that finally people are going to be able to pay for what they really
want, and, in essence, by paying, vote for the types of programs that
appeal to them. I think cable does create the opportunity to segrent
markets in terms of virtually any population sull)agroup that you have.
I think the future, pa.rticu{a.rly cable TV, bodes well for minority
programing and really should be the area of most concern.

. MrrcmeLL. Thank you very much, gentlemen.

Thank you, Mr. Chairman, for letting me ask these questions.

Mr. LaFarce. Let us pursue the issue of cable television a little
because I think there is a common thread of thought running through-
out your remarks. That is, if there is a problem with concentration of
ownership in the media within its broadest context, perhaps the
emergence of new technology, and particularly the growth of the cable
TV market, might help to cope with those problems. Is that a correct
assessment

Mr. CompainNg. I think that is the essence of what we all agree on.
‘We are interested in the number of voices.

Mr. LaFawce. Looking to the future—the next 5 to 10 years—a
number of questions come into my mind. First, what do we project
as the probable market penetration of cable television? It is about 20
percent now. Do we have estimates for the next 5 years, 10 years, or
whatever ?

Mr. Steruine. It depends on whom you talk to, Congressman. The
ones I have read typically run 30 or 35 percent, sometimes a bit better.

I might just note that we are in an interesting period right now
with projections on cable.

Mr. LaFarce. Over what period of time would that 30 or 35 percent
run?

Mr. SterLING. Over, to use your term, the next 5 years. We would
reach that; that would not be in addition to the 20 percent we have
now.

Mr, LaFaLce. We are not projecting 100 percent

Mr. StErLING. No; no one 1s projecting 100 percent.

Mr. LaFarce. Close to it ¢

Mr. SterLING. No; not even close to it. Some of the blue sky ad-
herents are projecting figures that might push 40 percent, but T have
not read any figures pushing higher than that over the next 5 years.

Mr. LaFaLce. Is that because of the fact that one must pay for one’s
cable TV ?
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Mr. CompaIne, Mostly because of the huge cost and the long lead-
time in granting the franchises, especially in the big cities and in
putting the system in. You can see what has been happening in New
York City lately ; there is a very long leadtime.

Mr. SteErLING. It is hard to make projections for a couple of reasons.
Cable was held up heavily, let us say, from 1972 to 1978 or so, for both
economic and legal reasons—the so-called “three tier system of regula-
tion” or Federal, State, and local.

Much of the regulatory question has been cleared up—in point of
fact, been swept away. I will not say we are in a neat economic situa-
tion, but pay cable has made it more possible for a cable system to
develop a good production capability over and above what it would
carry otherwise. Indeed, again, I think it is pay cable that is pushing
the growth of cable systems now. But the figures we are talking about
by 1984 and 1985 are probably 85 percent, maybe a little better, but
that is probably optimistic.

Mr. LaFawLce. This is stil! almost double, so it is considerable.

Is there that much additional product—ideas or information—that
you are presently able to get from cable TV, or is cable TV right now
primla_;IrFi‘lg' another means of getting what you would get through VHF
or U :

Mr. Steruina. I think that is essentially the answer. There will be
more material on cable, but it will not be more different material.
Looking at today’s patterns and today’s ownership of the hardware
and the software, it will be more of the same—more choice but from
a similarly limited menu. '

Mr. Compaink. I disagree somewhat. I think the pattern in tele-
vision will be very much as we have seen in radio in the past 30 or 40
years, As television has taken over the mass entertainment function,
radio has become much more segmented. If you turn down the dial,
you have the rock stations, the soft music stations, the talk stations,
the all-news radio stations, and the foreign language stations. I think
that pattern is going to be repeated on cable. There will still be some
of the mass audience stuff that the networks will carry; it will be
transmitted on cable; but you will also see greater attention to the
smaller interest markets where a potential audience of 2 or 3 million,
which today broadcast television cannot even talk about, you can get
on a national basis through a cable network; and there will be much
more special interest programing. Advertisers might even support
that because they are reaching a very well defined audience and are
willing to support that. _

Mr. Steruine. I would still suggest that I think the specialization
will be over a fairly narrow spectrum of material. I think there will be
more specialization; we are seeing it in broadcast television with, say
mininetworks ; but I think the spectrum of what will be offered will be
fairly limited. But, again, as Ben Compaine and I are suggesting here
now, there is a great deal of disagreement on the degree of this.

Mr. LaFacrce. Is the issue of who owns the cable television stations
very important, or is it primarily who is producing the content that
will be on the cable TV the crucial question?

Mr. CompaINE. My contention is that it is the content that is im-
portant, The cable operators get their money from putting the cable
into people’s homes. They have 50 or 60 channels they would like to
fill up, and the way they sell cable is by offering people this choice.
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Initially, cable was just retransmitting the broadcast stations for
people who could not get good reception. But today the way they are
ing to get subscribers to pay $8 a month, plus perhaps another $8
or the pay service, is by offering them something that 1s worth pay-
ing for, and that is, the more they can put on those cable channels the
happier subscribers are going to be and the easier it will be for cable
operators to sell their services.

Mr. STERLING. Inherent in what Ben Compaine is saying is that the
owner makes the choice; therefore, ownership is important.

. Mr. LaFarce. The owner will make the choice, he will be the gate-
eeper.
r. SterLiNG. Exactly.

Mr. Derrouzos. Currently, program supply is very, very competi-
tive. Entry is rather free. Therefore, the critical choice is made by the
person who determines who has access to that outlet.

Mr. MrroreLs. Would you yield for just a moment?

Mr, LaFarce. Certainly.

Mr. Mrrcmern, I hear what you are saying, but ultimately the
consuming public is going to make the determination. If that owner
puts on some stuff that no one wants to hear, they are not going to
pay for it. So, I am not at all certain that I would come down so
heavily on ownership as being so crucial.

Mr. Coarparve. I would tend to agree with you. The owners of the
media—this includes today newspapers and magazines—want to sell
their product, and they want to sell advertisers an audience. So, they
have to respond pretty much to what the audience wants.

In the case of even a newspaper in a one-newspaper town toda{,
where there is no direct competition, the publisher cannot completely
ignore the interests of its constituency because the advertisers may
say that they do not want to be associated with the paper because
readers get turned off by it and advertisers will find some other means
of fulfilling their needs.

Mr. LaFavce. There are presently limits on the number of TV sta-
tions and radio stations that one may own and the areas in which
one may own them. Are there any limits presently for cable television ¢

Mr. SterLine. Not for number of systems or number of homes, no.

Mr. LaFarce. Do you think there should be any limitations that
should be imposed in the future in order to prevent a concentration
of ownership within cable television, as had developed in other media
areas?

Mr. SteruING, Speaking not as an economist, I would suggest that
some kind of a limitation for both media based on the number of
homes served might be the best way to go. If we talk about the
number of cable systems or number of broadcast stations, we are
jgnoring the size of the market they are in or the number of people
reached, and T think that is the crucial thing.

T would suggest that, certainly for cable, we are at the point where
we seriously need to consider an ownership limitation on the number
of homes served, which could be defined in a variety of ways: per-
centage of the total number of homes in the country or in a given
area. There is both a national, and there is a regional concentration
question. But I think that is the way to go, as opposed to the number
of systems, which does not mean much; it is an artificial measure.

Mr. LaFarce. Would the others care to comment on that?
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Mr. Dertouzos. To an extent, I agree. One problem I have always
thought existed with respect to the ruling on the number of broad-
cast stations that you could own involves the fact that the limitations
are on the number of stations rather than the audiences. For example,
the networks currently each own five major stations, and each of those
stations are located in the largest markets. Therefore, the networks—
those five O & O’s—totally dominate any of the other groups, and,
in some sense, that kind of ruling probably gives the networks an
advantage that is quite significant.

With respect to cable, I guess I would caution against the same
type of ruling related to systems. As an economist, however, I do
recognize that it is possible to create distortions in the markets by
imposing limits on the basis of audience. You may affect incentives
to grow, and that is very tricky. It deserves careful examination.

Mr. Comparne. I do think we should recognize, though, that cable
franchises are given out by either States or municipalities, For the
most part, there are already written into their articles of franchise
certain requirements on what they have to carry, the extent to which
they have to provide public access channels, or whatever. So, given
the limitation that is already built in, I am not quite so sure that
we need anything other than adherence to already existing antitrust
guidelines within either concentrated markets or, say in TV broadcast
cable, cross-ownership within a local market.

Mr. LaFarce. Dr. Compaine, you, of course, when you addressed
the issue of media use it with the broadest sense, and did not like to
distinguish too much between newspapers, TV, radio, and books. You
like to talk more in terms of content o? process and format, as I recall.

Because of the potential blending of format via cable television,
do you believe that we should develop some rules regarding cross-
ownership with respect to cable television?

Mr. CompaINE. The only area of real conflict I see would be espe-
cially in a small market where the broadcaster also owns the local
cable system.

Mr. LaFarLce. What about a newspaper owning the local cable?

Mr. CompaINe. I do not see that as much of a problem. In fact,
if you are a newspaper owner and you are looking at the media
future, and you are seeing all these new things coming down the line,
and you are seeing that your newspaper circulation has been declin-
ing and there is no growth in it, you are interested in creating and
disseminating information, and it just a natural thing for you to say,
«Well, we are losing our newspaper franchise slowly, in effect; we
have to find another way of staying in the information business.”
It is what marketing people would call a natural movement for them.
I am not quite as concerned about that.

Mr. LaFarce, Mr. Sterling ¢

Mr. STerLING. T just want to reiterate that there are now rules on
the FCC books banning local television station ownership of a cable
system within the same coverage area, banning local telephone com-
pany ownership of the cable system in the same area, and banning
the three major networks from owning cable anywhere. Those are the
existing rules. So, there is some cross ownership control right now.

Mr. Derrovzos. I disagree, to a limited extent, I suppose. I would
view crossownership of a newspaper and cable system in the same
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market as detrimental, especially because I suspect that cable will have
an impact in supplying the needs of the local community.

1 agree with approaching the mass media in a general way; you can-
not really differentiate between industries. That is mostly because the
Froducts of the different industries do have characteristics which over-

ap. However, there are certain submarkets which are definitely dis-
tinct. And, to that extent, although you cannot be very positive about,
the measure of concentration you use, there are still disturbing
tendencies.

For example, I once decided to look at what percentages of local
advertising dollars were sold by newspapers as opposed to the other
" broadcast media. It turned out that, in many cases, the local news-
paper often dominates in terms of local advertising dollars—some-
thing like 60 to 70 percent. To the extent that cable television may sup-
ply an outlet for local advertising, X would view crossownership in &
given market as a bad thing, given the impact on local advertising
markets which of course, is very important.

Mr. LaFarce. You have touched upon the dominant role of the net-
works and the providing of the content. Do we have a similar concern
for cable television in the future regarding an emerging dominance of
content providers?

Mr. STeruING. In the pay cable area, yes we do. Home Box Office, &
subsidiary of Time Inc., has always been the major supplier, although
in fact its percentage of the total market now is lower than it was; the
two big ones are HBO and Showtime. As I suggested earlier, there is
no ownership limitation whatever there.

I do not think the problem is as crucial at the moment as it is with
television networks because the technology allows, particularly with
satellites, far more content input than the traditional commercial net-
works which are based on more limited land line availablity. So, I
think technology is ruling, and I do not think the problem is as crucial.
It may get there fairly quickly.

Mr. Compaine. The reason the three commercial networks have
dominated is, for the most part, the bigger cities only have three local
stations. It has been very hard to get a large network with a fourth
channel in many parts of the country. With cable it will be much easier.
Almost anyone can put together either & permanent network or an ad
hoc network for a given show and get access to a satellite—which may
be an area you would want to talk about to the extent to which trans-
ponders will be available on satellites. It will be much easier to have
another pay network or nonpay network. It eliminates the economic
and technical reasons that there are only three commercial broadcast
network today. .

Mr. Steruing. The satellite point is a very interesting thing, looking
at networks. The networks control, to a great extent, not only the sys-
tem of distribution, but they control the programing. They do not
produce it all, but they buy it and supply it. With satellites, of course,
we are dealing with common carriers, one series of firms owning the
means of distribution with others supplying the programing over
those transponders. That split is an important idea that may bear
future frut.

Mr. LaFavrce. What do you mean $
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Mr. Stertang. I think the notion of dividing the two kinds of con-
trol helps to diversify ownership automatically. The satellite owners—
the common carriers—that lease out the transponders are interested in
leasing transponders and not all concerned about content. The content
people are usually concerned about a given transponder, which trans-
lates essentially into one channel of TV information. That is diversifi-
cation of control. We do not have one central large firm, such as a
broadcast network, with feet in both camps, controlling both the dis-
tribution and the content of the information. It is easier, I think, for
other parties to move in on both sides.

Mr. LaFaLce. When people talk about communication via satellite,
exactly what is it that they are talking about? How is that going to
differ from VHF, UHF, and cable television

Mr. Steruing. By the number of channels primarily to the number
of channels that can be communicated. The whole satellite thing is just
breaking open now. Indeed, it is now technically possible to have what
is called & DBS—a direct broadeasting satellite—that can broadeast a
program directly into someone’s home. I say technically possible;
there are legal and economic problems; we would each have a little re-
ceiving dish in our homes, and it would cost at the moment, several
thousand dollars; though the cost is coming down. That option would
mean that we could have as many channels of information going di-
rectly into homes as there were available transponders, and we are
building satellites with more and more transponders in each satellite,
so that the possibility of a large number of channels of information, in
that sense £versity, 1s very great.

But I come back to the point I made earlier. In many cases, I think
the menu that is being offered will not be that great. The menu being
offered in the satellite today is not substantitﬁf; different than the
menu being offered by broadcasters and by networks of 5 or 8 years
ago. There are a few exceptions to that, but not many—different faces,
different programs, much the same kind of thing.

Mr. LaFacce. I believe it was you, Mr. Dertouzos, who indicated
that it was not so much economies of scale which caused concentration
of ownership with the written media but more, in your judgment, tax
laws. Is that correct ¥

Mr. DerTouzos. This is with respect to chain ownership. I believe
the economies of scale played a large role in the structure of local com-
munities but not with respect to the chain ownership which has really
been escalating recently.

Mr. LaFarce. I should have refined my remarks a bit more.

Would the other gentlemen concur in that statement or have any
comments they would like to make?

Mr. Compaine. I support that very much in the sense of why news-
paper publishers and magazine publishers and so forth sell out to the
inheritance tax laws as well as the fact that, especially in the case of
n}swspa,pers—a.nd the chains are willing to give phenominal prices for
them.

Mr. LaFarce. There are two questions here: why does one sell, and
why does one buy ¢ One sells, I would imagine, for a number of reasons.
You have talked about the estate tax laws. And I would imagine one
could buy other than chains now for purposes of economies of scale. Is
that correct? :
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Mr. Dertouzos. I have really seen no evidence that that is the fact.
As I said, there exist sources of information that are totally external
to the chain that take advantage of those economies of scale, and I do
not believe that chain ownership confers any advantage in any way
whatsoever. This is not a consensus of all researchers; it is more my
personal belief from the economic evidence that I have been able to
perceive.

Mr., LaFarce. What is the underlying rationale for the Newspaper
Preservation Act? Was it not economies of scale?

Mr. DerTouzos. That is right. Economies of scale do exist. As long
as you are attempting to seﬁ a newspaper to a given audience, it is
always to produce one newspaper which achieves a larger eirculation
than it is to have two newspapers which split that circulation. It is
because of that first copy element ; once you put those editorials in, you
do not have to reproduce the writing of those editorials and the type-
setting, et cetera, which go into reproducing that newspaper.

So, in the Jong run, it is very hard for two newspapers to compete
for the same audience.

When you are talking about chains, though, you are talking about
newspapers in Wisconsin and New York State.

Mr. LaFarce. You are suggesting that economies of scale might be
a lgfitimate reason within the same media market.

r. DerTouzos. That is right.

Mr. LaFavrce. But once you cross media markets, as chains do—-

Mr. Derrouzos. That is right. You cannot reproduce that initial
content and expect people to buy it in different markets.

Mr. Comrpaine. There are some economies across markets, such as
through having a common news service—a Gannett News service or
a State bureau that represents a few newspapers or in buying news-
print. There are a few, but I think we would agree that it is not on
as large a scale or within a single market.

Mr. SteruinG. I would add to that purchase of programing by tele-
vﬁsion group owners as well. I think there are some economies of scale
there.

Mr. LaFarce. OK.

Are the three of you economists?

Mr. CoMpAINE. You have to define economists.

Mr. LaFacrce. In any event, let us go to the tax question. You stated
that chains usually have as their incentive not economies of scale but
tax laws because of the taxation upon accumulated earnings, and in
order to avoid that they would therefore use those earnings for the
punchase of another newspaper or some other media. Do you think
the tax laws should be changed ? Have you studied any possible changes
in the tax laws that would redress that?

Mr. Dertouzos. The capital gains tax is meant to encourage invest-
ment for the purpose of promoting real growth in the economy. Unfor-
tunately, the capital gains taxes do not really differentiate between
growth which is achieved through internal investment and growth
which is achieved through buying up other properties. In an economic
sense and an aggregate sense, that is not real economic growth. To that
extent, I think the law should distinguish between different types of
growth. I do not believe that capital gains through merger should be
given that tax advantage, given the fact that there is no net economic
growth associated with that.
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I really do not think the laws are currently justified, and I do not
think that chains ought to be encouraged by a tax law which really,
as far as I can see, has no strong rationale implicit in the way it 18
written.

Mr. LaFarcr. Would anyone else care to comment on that?

Mr. Compaine. I would just like to comment on the other side—the
reason people sell. The inheritance tax laws—I am not sure how much
research has been done, but certainly if you ask a lot of owners of small
papers, particularly family-owned papers, why they sell, they can
show you the figures of what they have come up with in cash to settle
the estate, and they sell. I think that is an area you can pursue.

Mr. LaFarce. Dr. Compaine, on page 10, you stated that among the
strategies that are available are, two, a negative policy of prohibition
by size limitation in the absence of evidence of conscious anticompeti-
tive behavior. You say that is available. Are you suggesting it ¥

Mr. Comraine. No, I am just presenting policy options. Based on
other research in the book that I did not have time to get to, I do not
think there is any consensus that there is any sense of collusion or
anticompetitive behavior on any general scale in an antitrust sense.
For that matter, even the research and the literature show that many
chains improve the quality of the newspaper content, that chains-do not
necessarily provide any better or worse service for their markets. We
cannot say categoricalfy that chains have harmed the editorial prod-
uct or the accessibility or the prices to advertisers on any general basis.

Mr. LaFarce Could I ask you gentlemen to try to summarize for
me the public policy issues that you think I and other elected public
officials should be concerned about as we view the phenomenon that
has taken place in the concentration of ownership and cross ownership
and chain ownership developed within the medxl)m and, as we look to
the future, to the new emergency technologies? What are the questions
we should be asking? What are the issues that we should be debating?
What are the laws that we should be considering of either a positive
or negative nature?

Mr. DerTouzos. I would say that, looking over the historical record,
I think that Government has really failed in a number of important
instances to act in time; with respect to newspaper chains, it is almost
too late. For that reason, I think that the emergence of new technologies
should be a key area where one has to look now before the emerging
gattems of concentration in ownership get out of hand. I am not pre-

icting that, indeed, they will, but certainly we do not want to look
back after 20 years and realize that something has happened in terms
of concentration or ownership which has not been to the public inter-
est and then be put in the position of having “grandfathered” existing
arrangements. The time to do something is probably before the struc-
ture becomes so imbedded in the economy that nothing can be done
about it.

T still think there is plenty that can be done with respect to chains,
and T believe that the current inquiry into the role and impact of the
networks is probably a good idea. I am very optimistic that they are
doing a very good job with that.

But, most critically, one has to be very cautious about the new tech-
nologies and make sure that Government laws and perhaps tax incen-
tives do not make it such that we will find ourselves in the situation
where we are now with respect to some of the other media.
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Mr. LaFarLce. Do you have any specifics that you would like to rec-
ommend for Congress or regulatory agencies to coasider, Lo 1nsure tnat
the emerging technologies do not befall the fate of newspapers, for
example ¢ : _

Mr. Derrouzos. To begin with, I believe that local cross ownership
of any lind is not justibed, and so that would be of prime importance.
You need a competitive local environment. That 18 the most effective
safeguard that one could have.

Second, with respect to cable, some sort of ownership structure rule
should be imposed. ‘L'he exact nature of that is unclear and demands
further study. But ultimately something similar to what is done with
respect to broadcast station ownership should be imposed on cable.

‘I'0 the extent that there 1s any tume leIu at all, tue cuain quescion is
still, I think, rather critical. :

Mr. LaFavLce. With respect to chains, you do not think it is too late ¢
You think that something could still be done ¢

Mr. Dertouzos. On the basis of what 1 know, I believe the tax laws
can be changed. To the extent that chain growth is encouraged by the
tax laws, and perhaps tax laws are the oniy cause of them, those laws
should be changed as soon as possible.

With respect to the current structure, I am not sure that anything
could be done from a political standpoint. 1t certainly bears looking
into.

Mr. LaFavLce. What would happen if General Motors made a tender
offer for (rannett ?

Mr. Dertouzos. That is a very important question. Actually, we have
been talking about conglomerate ownership. We have been talking
about media conglomerates and the fact that major corporations and
business interests all over the place own major media outlets. That
raises a whole slew of important questions that, as an economist, at
this stage 1 am not really prepared to answer.

Mr. LiaFarLce. 1 am really more concerned about issues such as that
than anything else, to be quite candid with you. 1 am concerned about
the power of the media in American society. We have not really gone
into that.

Mr. Derrovzos. I do not think economists have any strong view as
to what advantage a media outlet has when it is part of a larger con-
glomerate. You tind hand-waving and some argument with respect to
capital market advantages, but no one is really sure how important
those capital market advantages are and whether or not they really
exist. To the extent that they do not, from my point of view, that type
of conglomerate ownership 1s not in the public interest.

Mr. SteruiNg., Let me insert a noneconomic point. Thirteen years
ago, when L'T. & T tried to take over ABC, the major issue that was
raised at that point, in addition to a number of economic issues, was,
to what degree would ABC News be affected by 1.T. & T.’s other hold-
ings? The same question was raised during the Vietnam war by RCA’s
military contracts, and how that would affect how NBC reported
1ssues.

Again, the amount of solid research on that is very, very limited, but
the question is an important one and not an economic one in a direct
sense.
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Mr, LaFavLce. Just to continue with you before we turn to the
other two, you also in your answer to my very broad question men-
tioned that fou were concerned about the role and impact of networks
and were pleased that an inquiry was being made by the FCC into
this. Would you care to elaborate a bit more about your concern be-
cause of network predominance?

Mr. Derrouzos. We have talked a lot about numbers of media out-
lets, but the fact of the matter is that the three networks, and perhaps
the wire services, really do, in terms of news which is of importance to
the American community, dominate total!ly. So, we do have the gate-
keeper impact, and it is nice to have a diversity of outlets to have
some discretion over what actually gets to the American public, but
basically, from my point of view, there are five organizations which
have a large say in what actusally gets produced from the point of
view, not necessarily of entertainment, but, for example, national
news.

Mr. LaFavLce. What should we possibly do about that ? _

Mr. DerToUzos. I am not sure. One way is to insure that the local
markets are competitive enough so that the individusl gatekeepers
have an incentive to get at the truth or get at what they consider to be
important ; that is one way to insure it. The other is to examine the
reasons for allowing such a limited number of corporations with that
much control. You really cannot suggest a public policy unless you
understand the causes of that structure.

Again, I have a strong feeling that it is an economic argument in-
volving the fixed cost e%ement——-—it is much cheaper to distribute an
initial content to a lot of consumers. If you had several corporations
attempting to gather the same news, it would be very inefficient, and
it would not be very effective. So, you have to sit down and figure out
what exactly 1s the optimum number from a viable, economic point of
view. After all, given the first amendment, we cannot actually regu-
late the collection of news; it has to be an economic market which ful-
fills the task. But it is really important to understand what the key
elements of that economic market are,

Mr. LaFarce. Dr. Compaine$ :

Mr. Compaine. Just to follow up on Jim Dertouzos statement, you
can see some of the difficulties in dealing with this. Right now, as he
brought up, there are two major news services, AP and UPI, that
provide the bulk of the international news for most newspapers. So,
even if you had several newspapers in some of these one-newspaper
cities, people would still get much of their news from these two news
services. Because of the complexity of covering the world today and
the great cost, even UPI is having gna.ncial difficulties. So, the thought
of finding greater sources of information pales when you realize that
one of the two competing major news services is having trouble stay-
ing afloat.

So, we can say it would be nice to have more, but the economics do
not always support it.

To get to your question, in general terms, some of the things that
you have to be concerned with, first of all, are the future of localism.
To what extent are the locally owned media important? What does
that really provide? It sounds good, but is it doing what we really
want it to do? How important isit?
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The second question we might ask is this, Is big necessarily bad ¢
And what de we mean by “big?” How big? Certainly, there are some
economies of scale, and beyond that point there is no social or economic
benefit to growing any larger. But what is that point? I think you
will find an awful lof of disagreement. That, in a nutshell, may be
your major problem.

More specifically, I think you want to iook at the ability of inde-
pendent information providers to have access to distribution of in-
formation. The ditference between the commercial broadcast networks
and the cable networks highlight that. Today, s provider of informa-
tion—whether it is Ted 'Lurner or black entertainment—today can

t access via satellite to cable systems all over the country. I think it
would be in the interest of the country to maintain that situation
where the distribution channels are kept open as much as possible to
allow programers to gain access to it.

One important thing would be to keep the Postal Service very
healthy. We have a situation where many magazine publishers—and I
lose no sleep over the financial condition of magazine publishers need-
ing a subsidy—and many direct mailers going to aiternative delivery
sources. 1f that undermines the Postal Service and service deterior-
ates, that is going to make it more difticult for smaller businesses
particularly who rely on the postal services to reach all over the coun-
try in an effective manner. So, it is very important that we maintain &
strong Postal Service as part of this distribution network.

Another thing I think you have to look at are the less obvious sources
of competition. Banks, telephone companies, mail order catalog firms,
and many companies that we have never viewed as being information
providers now have the ability to be independent of the media in
offering their services or using the same telephone video-tube network
to provide information, whether it is a sale on a product or offering
services. So, there are some less obvious competitors.

Finally, I think one way you could be of benefit would be to provide
tax incentives for formation of new media firms. Rather than sanc-
tions against acquisition, find a way of encouraging a company to
start a new newspaper to start a magazine, to start producing video
programing on their own, That would encourage startups rather than
going after the people who are already in there.

Mr, SterLing. Naturally, when you are at the end of a series of pro-
posals, like this, you agree with everything that has been said, and
then you attempt to add something to that. ]%et me break my suggested
list into two parts: first of all, studies; and, second of all, specific
options for action.

I think a number of studies are still necessary. I think we need to
study—and this comes from Ben Compaine’s last point—the effects of
the types of ownership on the diversity of content, the effect of the
owner on the content that is provided. We have talked a lot about it
this morning. Others have studied a t deal about it. We need
more of a coalescing and, quite possibly, some further research into
this question.

Second, there is clearly a need for further research on the effective
technological chances and changes within existing services. I am talk-
ing about the expansion of the AM and television%ands as an example.
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Minority ownership has got to be looked into more carefully. I think
it is & major chance—perhaps the fundamental chance—for ownership,
not just content ownership but ownership of units of communication,
voices, as far as minority groups are concerned.

Third, in the notion of studies, I think we need to fund the develop-
ment of some good, solid, statistical indicators in this area. We have a
fair number of numbers floating around to try to give us a sense of
where we stand on ownership in all of the various media. They are
not terribly refined, and their quality varies widely. It is partly ased
on source, partly based on methods to develop them. We do not have
indicators for media ownership the way we have indicators that tell
us the economy is not in the greatest health, I think that is something
that could be pursued. As for support, obviously, we could go to NSF
to direct something like this. They have done studies like this before.
Indeed, we could go to the Office of Technology Assessment which has
a couple of major media-related studies that are due out this year.

T have two specific recommendations as far as policy is concerned,
and both of them fall in the negative line.

One, I think serious consideration should be given on an ownership
limit for cable MSO’s—multiple system operators—that would deal
with a percent of population served rather than the number of sys-
tems owned. It is possible, boiling out of that, that ownership limita-
tions in broadcasting should be adjusted to become parallel, but that
raises questions of divestiture.

Finally, I think the possible divestiture of network owned and
operated stations should be examined quite seriously. I think it is being
examined by the current study going on in the FCC, and I think it
should be looked at in a very serious way partly, again, to divide the
production of content from the distribution of same.

Mr. LaFavLce. With that, gentlemen, the bells have rung, I want to
thank all of you for having come to provide us with, I think, a very
interesting presentation. Thank you very much.

The subcommittee stands adjourned.

[Whereupon, at 11:45 a.m., the subcommittee adjourned, to recon-
vene subject to call of the Chair.]
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_Mr. Cray. Our next witness is Mr. John McLaughlin, executive
director, postal and allied arenas, Harvard University.

STATEMENT OF JOHN F. McLAUGHLIN, EXECUTIVE DIRECTOR
OF POSTAL AND ALLIED ARENAS AT HARVARD UNIVERSI-
TY’S PROGRAM ON INFORMATION RESOURCES POLICY

Mr. McLauGHLIN. Thank you. I hope the fact that we have been
asked to testify on April 1 is not a comment on the expected
quality of our testimony.

My name is John McLaughlin. 1 am executive director of postal
and allied arenas at Harvard University’s program on information
resources policy. We conduct a policy research program supported
by 90 some organizations who have diverse amtilb conflicting stakes
in information policy. Our affiliates include the Postal Service, the
Postal Rate Commission, the National Telecommunications and
Information Administration, the Computer and Communications
Industry Association, A.T. & T., IBM, Southern Pacific, the Commu-
nications Workers, the Letter Carriers and a host of others having
a strong interest in electronic message services.

Between 1964 and 1977, I was an employee of the U.S. Postal
Service. For the last 5 years of that time, I served as Director of
the Office of Strategic Planning. I am testifying today in a personal
capacity, not as a representative of Harvard, our program, or any
of its supporters.

Last May, I had the privilege of testifyin% before the Senate
Subcommittee on Communications during its hearings on the role
of the U.S. Postal Service in the telecommunications field. At that
time, I stated that there were good reasons for the Postal Service to
develop an electronic message service and some legitimate reasons
to worry about USPS entry into this field. I suggested that there
was a middle ground which would combine the USPS delivery
mechanism with the existing transmission and marketing capabili-
ties of private telecommunications companies.

I believe that the recommended decision of the Postal Rate Com-
mission in the E-COM proceeding reflected a reasonable effort to
find a solution in this middle ground. The recommended decision
would let USPS get into the electronic message field with a mini-
mum of regulatory hassle and the attendant delays.

I know that the members of this subcommittee have heard exten-
sive testimony on the pros and cons of the PRC’s recommended
decision. While I will be happy to discuss that subject, I would
prefer to focus on some long-term issues. To the degree that the
PRC’s recommended decision allows USPS to get into the EMS
business and start to get some operating and marketing experience,
I think it is an opportunity to be exploited. Starting now, even on a
limited basis, is better than starting 2 or 3 years from now with a
broader charter.
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 Let me turn now to what I described as some of the long-term
issues.

First, I believe that the Postal Service should continue to pursue
the possibilities for offering its own end-to-end electronic message
service, even if this requires obtaining FCC approval as a regulated
common carrier. I view such a step to be in the nature of reason-
able contingency planning. Quite possibly the Graphnet’s, the
Xerox’s, the Western Union’s, the A.T. & Ts and other private
companies will go out and aggressively and successfully market E-
COM-type services. If the interconnected service proves successful
during the year or two that USPS would need to clarify its legal
position and to field its own end-to-end service, then USPS could
and probably should shelve its own plans.

It is equally conceivable that private vendors of telecommunica-
tions services will not be successful in marketing E-COM service.
One reason for the possible failure to market such services may be
confusion. A recent study by International Resources Development,
Inc., concluded that the executives responsible for the electronic
mail activities of the Fortune top 1,000 corporations felt puzzled,
skeptical, and confused about the multitude of new electronic mes-
sage services being offered to them.

It seems to me that if communications executives of these top
corporations are confused and puzzled by present offerings, they
and managers of smaller companies will be confounded further by
the E-COM system envisioned by the PRC. Potential users might
well be discouraged by the need to deal with USPS and multiple
telecommunications companies in order to simply transmit their
mail. Thus USPS management and the dissenting PRC Commis-
sioners might be right in their contention that the lack of a single
end-to-end EMS service, or a lack of commitment to the E-COM
concept on the part of private telecommunications carriers, might
make the proposed interconnected E-COM offering unworkable. If
that proves to be the case, the Postal Service should be prepared to
offer its own end-to-end service.

The PRC’s recommended decision appears to give USPS suffi-
cient latitude to pursue development of an integrated E-COM serv-
ice in the event that this option appears to be necessary and
desirable.

I should add a cautionary footnote at this point. It is conceivable
that a failure of the E-COM service as recommended by the PRC
might not be the result of a split offering. It is very, very possible
that there simply is not a market for E-COM-type services at the
prices presently being discussed. If E-COM does not fly as a two-
party service, USPS should consider the possibility that the market
is not there for such a service in any form. This committee’s
familiarity with the national bulk mail system should be adequate
warning of the dangers of trying to find engineering solutions for
marketing problems.

My second long-term suggestion evolves from the first. If this
subcommittee or any other group expect the Postal Service to go
out and market successfully a new service based upon new technol-
ogies while not abusing its monopoly powers or its governmental
powers, you must give them the management capabilities to do so.
If you want USPS to play in the same game as SBS, Xerox, West-
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ern Union, Southern Pacific, A.T. & T., and so forth, the Postal
Service needs the ability to acquire technological, marketing, and
general management personnel with big-league talent. That, I sug-
gest emphatically, is unlikely under the present statutory limita-
tion on executive salaries at USPS. Given the seething competition
for good management people in the computer and communications
fields, and given executive pay levels in the private sector, a new
and broader charter for USPS in the telecommunications area only
invites future problems, unless you are going to give USPS the
flexibility to get top-notch people.

Finally, let me mention one other point. E-COM and other gen-
eration II services might well be desirable and justifiable given the
current economic and technological environment. In the long run,
however, the need for postal services as we have known them
traditionally will continue to change.

Back in 1975, I authored a USPS staff study called, “The Necessi-
ty for Change” which was published by the House Post Office and
Civil Service Committee. On pages 30 and 31 of the committee
print of that report, is a section entitled “The Long-Term Problem”
which discusses the issue of eventually scaling down USPS in an
era when the demand for traditional postal services is in decline.

Given my background in postal management, Mr. Sombrotto, Mr.
Andrews, Mr. LaPenta, and I disagree on numerous issues, but I
believe that all of us could agree upon the desirability of, and
necessity for, exploring the options for eventually down-sizing
USPS in a manner which would be economically efficient, but
sensitive to the needs of postal employees. Since this is the Sub-
committee on Postal Personnel and Modernization, I would encour-
age you in future sessions to give further consideration to this
issue, even if the likely consequences will not be seen for another
10 or 20 years.

Thank you, Mr. Chairman, for this opportunity to present my
views. I will be happy to discuss any of these points in detail as
your schedule allows.

Mr. CLay. Thank you. Have you had an opportunity to read the
testimony of the other witnesses today?

Mr. McLAUGHLIN. No, I have not, Mr. Chairman.

Mr. Cray. Did you read the testimony of any of the prior wit-
nesses?

Mr. McLAUGHLIN. I have a few of them, not all of them.

Mr. CLAay. Any in particular you would like to comment on,
agree or disagree with? :

Mr. McLAuGHLIN. No, I would like to comment in reference to
Mr. Sombrotto’s earlier comments in reference to universality of
service. This gets a little bit out of the postal arena per se, but one
of the things that we have been looking at over time is the fact
that the Federal Government and the users have subsidized two
universal communications systems over the past century, or past
half-century certainly. The Postal Service, per se, and also the
telephone service in terms of the Rural Electrification Administra-
tion. Not just in direct subsidies, but also according to most sources
at least, cross-subsidies within the system to underwrite service to
rural areas.
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Now at the point when these technologies continue to evolve and
perhaps merge, as the functions begin to look more and more alike,
at some point or another, one has to question how much the
Government of the United States wants to put into subsidizing two
universal systems as opposed to perhaps some kind of single uni-
versal system that provides both functions.

Mr. CLay. Do you think that perhaps the reason for subsidizing
the rural telephone users is because the private sector would not
provide the service to those people in the small communities?

Mr. McLauGHLIN. Well, we can get into significant debate on
that. I think that is obviously the historical source. I say we could
debate it because of the fact that the telphone companies of the
country contend, at least, that particularly through the separations
and settlements process, that there is considerable cross-subsidy
within the private telephone system going to subsidize less devel-
oped areas. But obviously REA has played its role as well.

Mr. Cray. Do you think that without REA that Ma Bell would
provide the efficient service to the rural communities and cheap
services?

Mr. McLauGHLIN, Well, let me put it this way. I think it’s a fact
that Bell in their early days chose their territories to serve before
everyone else was on the map for all intents and purposes, and
that they wound up serving roughly 80 percent of the population in
20 percent of the land mass of the United States. It suggests that
they were not anxious to get out into boondocks and provide uni-

-versal telephone service to the ends of the Earth.

Mr. Cray. They still are not anxious, is that correct?

Mr. McLAUGHLIN. Well, again, the problem here is how much
they are actually doing today. If we go over to the communications
hearings and listen to the discussions of the proposed 1934 Commu-
nications Act rewrite, it is very hard to tell how much is actually
going on today in terms of interstate long distance calls subsidizing
intrastate and local services. I have certainly heard Mr. DeButts
when he was chairman of A.T. & T. tell of their problems of extend-
ing lines to houses in Louisiana where it costs them $3,000 on the
average to put a telephone line into a single house; obviously an
investment that they would never expect to recover on a single
house. But how common that is compared to multikey sets in New
York City offices is subject to considerable debate.

Mr. CLay. But does not that support the argument that the
private sector would just skim the cream when you speak of Bell
getting 80 percent of the population with only 20 percent of the
land mass. Does not that indicate that that is what the private
sector is interested in?

Mr. McLauGHLIN. Well, I think that is a very likely conclusion,
but let me caution against going to the other extreme. My informa-
tion may be wrong for I am guestimating at the figures right now,
but it is my impression that REA provides for something like less
than 1 or 2 percent of the telephone lines, or telephones served in
the United States. Obviously, private companies, the United Tele-
phones, the General Telephones, the Continental Telephones, filled
in that gap between Bell’s 80 percent and REA’s 1 or 2 percent. So
that would not automatically make me rush to the conclusion, as it
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did Postmaster General Burleson in 1918, that the post office, for
example, shall serve the whole country in telephone.

Mr. Cray. Or to what?

Mr. McLAauGHLIN. That the post office or the Federal Govern-
ment should leap into the gap to take over 100 percent in order to
provide service to the last 1 or 2 percent.

Mr. CLay. Well, of course one of the argument of the private
entrepreneurs is their efficiency. Now, would you care to compare
the efficiency of the Continental Telephone and the other private
telephone companies serving the rural areas?

Mr. McLauGHLIN. Compared to REA?

Mr. CLAY. Yes.

Mr. McLaucHLIN. Well, I have never lived on an REA line, so
my only testimony is hearsay. I have never known anyone who has
lived on an REA line who was not happy to be converted to a
Continental or General company. But that is hearsay from a small
sample of personal friends.

Mr. CrLay. In your testimony, you speak of the USPS offering
glsdf-)té)‘;end electronic message services. Is that the position of

Mr. McLaucHuIN. I am speaking of end-to-end marketing and
end-to-end generation II service. That is what we describe the
original USPS E-COM service as representing.

Mr. CLay. Did you have the opportunity to look at the GTE
Telenex proposal of last week involving phase 1 and phase 2 of the
USPS into the electronic message systems?

Mr. McLaugHLIN. No, Mr. Chairman, I have not.

Mr. CrLay. On page 2 of your testimony, you speak of the regula-
tory hassle and the attendant delays. In your opinion, how long do
you think a court battle over who has jurisdiction will take and
what will be the effect of such delay?

Mr. McLaucHLIN. Well, first of all I will say I am not an attor-
ney and not in regulatory practice, so it is an amateur’s guess. But
having watched similar proceedings in recent years, I would not be
surprised if resolution of this issue took 2 or 3 years easily, just
judging by other cases. Now the effect of that is to keep the Postal
Service from getting out there and getting their feet wet in this
business.

Mr. Cray. Mr. Johnson.

Mr. JornsoN. Thank you, Mr. Chairman. Mr. McLaughlin, while
you were not here last week, we did have several witnesses who
testified that they were concerned about the entry of Postal Service
into the electronic message service systems out of a concern that
the Postal Service might use the private express statutes to exer-
cise control over electronic mail. Is it not true, however, that the
private express statutes only apply to hard copy, and that the
Postal Service is already moving towards providing some exemp-
tions for time-sensitive services which could not be provided other-
wise by the Postal Service. Would you want to comment on that
issue? It seems to be a pretty pervasive one.

Mr. McLauguLIN. 1 would be delighted to. If I were any private
company envisioning some form of competition with the Postal
Service, I would obviously be concerned about the private express
statutes, including the administration of the statutes as well as
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their meaning per se, or on paper. Now I think that one gets into
debate as to whether or not the Postal Service at various points
has tried to stretch these too far. Obviously, we are in a period
right now where the Postal Service has made some exceptions in
terms of time-sensitive material. But I think this illustrates part of
the problem, and that is that administratively speaking, the Postal
Service does the interpretation of the statutes, which is let us say
analogous to having A.T. & T. decide how far their telephone mo-
nopoly runs. I think that is quite an analogy.

So as I say, I can see private carriers being very much concerned
with Postal Service because we have seen enough points in the
past, historically, where the Postal Service, when they felt heat in
a given sector, reacted by trying to apply the private express
statutes. You can see that sort of thing, for example, in the case of
the Associated Third-Class Mail Users, trying selective delivery of
third-class mail which the Postal Service largely ignored for a long
time, but it started to look like it might be important, so it was
worth challenging.

Again, it is a problem. I think Postmaster General Bolger is a
delightful fellow and very competent man who tends to be very fair
in these things. But we are talking about a system where next year
there may be another PMG who does not react the same way to
these same things. The way the law is written now, there is an
awful lot of room for abuse there.

Mr. JounsoN. Would you care to make any proposals to this
subcommittee for the members to consider in order to address that
concern that many private sector carriers have?

Mr. McLAUGHLIN. Yes, I think one thing——

Mr. JounsoN. Excuse me. I should modify that and say do you
have any suggestions to make for the Congress, because some of
the things you may suggest may not be within the subcommittee’s
jurisdiction.

Mr. McLavucHLIN. For one thing, I think it is worth addressing
the general problem as opposed to the specific one of USPS and
electronic message services. I think at some point or another when
there is significant postal legislation, there should be serious con-
sideration given to taking the interpretation and administration of
the private express statutes out of the Postal Service and putting
them into a supposedly impartial body. The likely candidate at this
point would be the Postal Rate Commission. But like I say, that is
subject to debate.

I do not think the Postal Service should be in the position of
deciding who is violating the private express statutes after having
decided what the private express statutes mean. It just invites,
screams for abuse.

Mr. JounsoN. Thank you very much.

Mr. Cray. Mr. Dannemeyer.

Mr. DANNEMEYER. Yes, thank you, Mr. Chairman. Would you
describe for us your duties and responsibilities as Director of the
Postal Services Office of Strategic Planning?

Mr. McLauGHLIN. Yes, sir. Among other things, we, as most such
offices, were in the position of developing projections of the future
of the institution, trying to identify what we saw as upcoming
threats to the existence of the Service.
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Mr. DaANNEMEYER. While in that capacity, were you involved
with the consideration of electronic mail?

Mr. McLaucHLIN. Yes, sir; continually for a goodly number of
years.

Mr. DaNNEMEYER. And in your capacity, in consideration of that
topic, did you recommend to your superiors at the U.S. Postal
Service that they take action in a certain direction with respect to
the issue of electronic mail while you were in charge of the Office
of Strategic Planning?

Mr. McLAUGHLIN. Yes, sir; [ did.

Mr. DANNEMEYER. What was that recommendation?

Mr. McLauGHLIN. Well, the recommendation, and again this has
been 3 years since I have left, but throughout the 197(0’s was, first
of all, to develop a position. You know, one of the roles of a planner
is, in talking with the top management, I do not always necessarily
care which way you decide, but some of these things have to be
decided, and this electronic mail one is one that will be hanging
over you for a long time to come. Our recommendation, our pro-
gram, was to pursue the technical developments to find out, and
this included among other things the RCA feasibility study for
electronic message service systems, EMSS.

Another was to pursue the smaller hardware components which
have been pursued in terms we had identified for us early on.
Things like printing and enveloping were the key technological
problems that private industry was not working on that would
meet our requirements and time frame if we decided to go into

this. So there were studies initiated to try to catch up that portion

of the technology to fit with some kind of overall system design.

The third area where we recommended action on this was In
terms of conducting the necessary market studies to try to deter-
mine whether or not there was a demand for this kind of service or
what other kinds of electronic message services. So that is where
our recommendations were. :

Mr. DaNNEMEYER. Thank you. Are you recommending at the
bottom of page 2 of your testimony complementary electronic mes-
sage service offered by USPS and private firms and directed at
different markets?

Mr. McLAuGHLIN. I am not sure I followed you on that. I am
recommending in my testimony here, and Lord only knows what
the next ping-pong result will be between the PRC and the Postal
Service, but I would highly recommend that the Postal Service
take the authority that they got from PRC and run with it. Get out
there and try to develop the system or try to market the system in
conjunction with the private carriers, and hopefully, that will
work. Hopefully it will be successful for both the Postal Service
and the private carriers while meeting a need of mail users or
message users as the case may be.

In the meantime, let the Postal Service do that. Like I say,
maybe it will work, maybe it will not work. In the meantime, they
can be exploring the possibilities, they can be fighting the regula-
tory and legal battles about providing their own transmission serv-
ices. If that is needed later, fine, let them fight that battle then.

Mr. DaNNEMEYER. I notice on page 4, you talk about the necessi-
ty of recommending or raising salaries in the USPS to attract big
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league talent. One line of view could be to just pass a law saying
that nobody working anyplace in the country can earn in excess of
say $25,000, $30,000. Would that not accomplish it?

Mr. McLaucHLIN. Well, I frequently hear proposals like that.

Mr. DaNNEMEYER. If it is the function of Government to take
from the producers to distribute to the nonproducers what is wrong
with the philosophical concept of the Government passing a law
that nobody is able to earn more than $25,000 a year, including
Congressmen, and we would thereby have the talent needed to run
this new measure of activity and ingenuity in the USPS.

Mr. Cray. I doubt if you will have the votes.

Mr. McLavucHLIN. Not to mention, of course, an underground
economy growing faster than it is today.

Mr. DANNEMEYER. We can adjust the $25,000 for inflation.

Mr. McLauGgHLIN. I would like to pursue that point for a
moment, though, because it is something I not infrequently men-
tion.

Mr. DANNEMEYER. Would your colleague, Mr. Gailbrith, be in-
clined to support such a concept?

Mr. McLauGHLIN. Well, I think that I would just as soon not
have the Congressman selecting my colleagues for me.

Mr. DANNEMEYER. Why should anyone have the privilege of
spending discretionary income if they really do not need it? You
can go on, sir. You do not have to answer that.

Mr. McLaugHLIN. I think the pay thing is just incredibly serious
and we are just kidding ourselves.

Mr. DANNEMEYER. What level do you think we would have to
offer to get good talent to develop this intelligently in the USPS?
Do you have a figure?

Mr. McLAUGHLIN. Let me say I think you have to start by
putting it in context. In 1975, there were 800 chief executive offi-
cers paid more than the Postmaster General is paid today. For the
top 50 corporations, you are talking half-a-million or more in com-
pensation, annually. Now, let me set the Postmaster General aside
for a moment, because the PMG’s pay is sort of part of the prob-
lem, that is the lid or whatever. The real problem is the limits for
other executives. If you look at something like the research and
development function in the Postal Service for the last 10 years or
the past 15 years with which I have been familiar with it, you have
absolutely no continuity. You are absolutely dependent upon out-
side vendors. There is no consistent direction. From my memory
there have been five or six directors of research and development
in the Postal Service during the 1970’s. 1 may have missed some-
body, and there were any number of vacancies during that period
where you might go 6 months with no one running the show. None
of these people, the five of six that I can think of, are in the postal
hierarchy today. The problem is not that they have been promoted
upwards, for example.

I am also not commenting on the individual personal abilities of
these people. I have known them all. I have high regard for a
couple of them. But the problem is they are very good and you
cannot keep them or they are bad enough that you have to get rid
of them, and the result is, either way, that you do not have the
kind of direction and continuity that you require. I think we could
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talk about marketing and financial functions and all other kinds of

things there. I think we are kidding ourselves if we are talking

about projecting or propelling the Postal Service into the new

electronic age with refitted postal employees.

~ Mr. DaNNEMEYER. On page 5 of your statement, you use the term
down-sizing. What steps would you recommend to take if that

became necessary to pursue as an objective?

Mr. McLAUGHLIN. Well, they are all bitter pills. We talked about
all those grand traditional things like fewer days of delivery, lower
standards for deliver{l, fewer post offices. There is no avoiding it.
They are the things that cost the money. Some day we are going to
decide we do not need 40,000 post offices. I know t{nat is unpopular.
It is bitter. For the post office itself, there is no capital, no political
gain in advancing that position. The White House will not do it.
Based on experience, I do not foresee anyone in Congress advocat-
ing that, but it is going to happen. It will happen later and more
painfully instead of perhaps spaced out and planned over time.

Mr. DANNEMEYER. Thank you. Thank you, Mr. Chairman.

Mr. Cray. Thank you, and we certainly want to thank you for
your testimony.

Mr. McLauGHLIN. Thank you, str.
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Dr. Ganley, who has come down from Cambridge. Thank you
very much, sir. Why don’t you start? Your statements will be
submitted in full in the record. That will be that, plus any addi-
tional data you might want to add that will be submitted. You can
read your statement, or if you think it is more appropriate, as it
generally is, you might want to summarize the key points and then
we can get discussion going with the members of the subcommittee
and amongst yourselves to react back and forth on the issue that
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we are looking at, which is what is happening overseas right now
in examination and moving in on these markets.
Dr. Ganley.

STATEMENTS OF DR. OSWALD H. GANLEY, CAMBRIDGE, MASS.;
JANE BORTNICK, ANALYST IN INFORMATION SCIENCE AND
TECHNOLOGY, CONGRESSIONAL RESEARCH SERVICE, LI-
BRARY OF CONGRESS; DR. WILLIAM F. FINAN, VICE PRESI-
DENT, TECHNECON ANALYTIC RESEARCH, INC; AND DR.
NORMAN C. LERNER, TRANSCOMM, INC.

Dr. GANLEY. Thank you very much, Mr. Chairman. It is a great
pleasure to be here to testify at this important hearing.

I am testifying in my personal capacity and not in the name of
either the Program on Information Resources Policy or Harvard
University or anyone else.

With some troublesome exceptions, U.S. communication and in-
formation relationships with Canada are closely intertwined, con-
structive and befiting two great democratic nations with a 3,000
plus mile common border and with important common national
security and trade interests.

Areas of ‘actual or potential disagreement relate to the develop-
ment of broadcasting issues, to some questions regarding trans-
border data flow—especially some provisions of the 1980 Banking
Act—to complaints by Canada of inundation by U.S. media prod-
ucts, to the upcoming question of sharing transborder satellite
traffic, as well as to the level of research and development per-
formed in Canada by subsidiaries of U.S. companies.

Rather than dwelling on specific present or potential conflicts I
would like to put some things in a bit of perspective. The Canadian
Government views communications and information resources as
being very important to its economy, and the influx of non-Canadi-
an—mostly American—content in publishing, broadcasting, and
film products is seen as a serious threat to a unified sense of
Canadian identity. More than any other country, Canada is moving
increasingly toward a comprehensive communications and informa.
tion resources policy to guide its domestic and international affairs.
This policy includes a trend toward restrictions on free trade,
primarily aimed at its main trading partner, the United States.
These potential restrictions take a variety of both overt and covert
forms, and consist of both actual legislation and of subtle pressures.

I don’t want to belabor the obvious, but nevertheless, it is some-
times important to state a fact that is frequently ignored by Ameri-
can audiences. And that is that our northern neighbor is an inde-
pendent sovereign state with its own culture and its own aspira-
tions for its people. It has its own place in the world, its own ethnic
and economic problems, a great deal of pride and the will, reaf
firmed throughout its history, to be Canadian rather than Ameri-
can.

The Canadian Government and many private parties see Canadi-
an communications and information as a unifying force and, in
some ways, outside communications and information as destruc-
tive. The concept of national sovereignty nurtured by native com-
munications and information is a recurring theme in both Canadi-
an literature and official Government pronouncements. In short, it
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is a political concept which says that Canadians have the right and
especially have the means to determine the direction of their own
cultural and economic development, free from external interfer-
ence. National sovereignty thus updated by the Canadians to en-
compass modern communications and information makes Ameri-
cans uncomfortable, and tends to be dismissed as just another
statement to justify protectionist measures.

While protectionist sentiments are never far from the surface,
and while Americans should examine Canadian statements critical-
ly, we can dismiss this expression of political will and this frustra-
tion over American dominance only at our peril. For the term
“national sovereignty” is fast gaining global acceptance, especially
in the less developed countries.

Let me just say a few words about transborder data flow. This is
something that this committee has had hearings on in the past and
it is a subject which has been with us for the past 4 or 5 years. The
OECD in 1980 adopted socalled voluntary guidelines to minimize
restrictions on the free flow of information while protecting the
legitimate rights of individuals to their privacy.

While having played a constructive and creative role during the
negotiations of the guidelines, Canada regrettably has not yet
signed this important instrument, which balances the right of the
individual with the need for free trade in information. This, from
the point of view of both U.S. business and Government is especial-
ly disconcerting, since Canada sees transborder data flow primarily
as an economic matter, translated into jobs, balance of trade, devel-
opment of a domestic data processing industry, and the question of
the locale of management decision-making—that is, whether it is to
be in the United States or in Canada. It is the first country to
attempt to statistically project loss of jobs and balance of trade
losses in this area. Thus, it would appear that Canada is not
holding out for fear of jeopardizing the privacy of individuals, but
mainly for economic reasons.

Of special concern to the United States is the 1980 so-called
Banks and Banking Law Revision Act. While a final interpretation
is not yet in, this act seems to state that all data processing of
iémdivildual and corporate banking accounts must be carried out in

anada. :

A 1979 report by a Canadian Government panel, the so-called
Clyne report, recommended this type of provision be extended to
the insurance and loan industries. Previous draft legislation in
Canada had similar provisions, for instance in their Combines In-
vestigation Act, which was an act very similar to our antitrust
legislation. This act failed to pass, but these attempts at legislation
show that the maintenance of free transborder data flow with
Canada is endangered. More important than the present dollars
and cents is that any unfavorable precedent set with a country like
Canada could have worldwide implications.

To say a few words about transborder satellite traffic: At the
present time, AT. & T., U.S. Bell and Bell Canada and associated
telephone companies have a very advanced and mutually satisfac-
tory network essentially based on domestic rather than interna-
tional principles. -
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The Canadians are now concerned that with increasing use of
satellites, this relationship may be harmed. They are particularly
concerned about things like the SBS petition now before the FCC
which re%uests permission to provide premise-to-premise services
fcor itfl U.S. corporate clients with their branches or subsidiaries in

anada.

Whether in addition to FCC approval there is a need for govern-
ment-to-government agreements here will have to be seen. But
undoubtedly, the Canadians will seek some sort of revenue-sharing
arrangement, arrangements assuring the viability of the Canadian
communications satellite system, and some arrangement which
permits that country to stay in the forefront of space technology
development.

Finally, Canada is across the board the most important trading
partner the United States has, with trade amounting to something
like $77 billion annually. U.S. exports are valued at about $41.5
billion and imports about $35.4 billion a year. This compares with
Japan, our second most important trading partner, where the fig-
ures are $30.7 billion and $20.8 respectively.

As President Reagan has pointed out, this Canadian trade means
three-quarters of a million jobs for Americans. Meanwhile, the
Canadians feel it is extremely important to build up their electron-
ics industry and to have capabilities in this area. Some details of
this are discussed in my written statement.

Thank you, Mr. Chairman.

[Testimony resumes on p. 20.]

[Dr. Ganley’s prepared statement and attachments follow:]
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Hearings before the
Subcommittee on Telecommunications,
Consumer Protection, and Finance

" House Committee on Energy and Commerce
April 29, 1981

Statement of Oswald H. Ganley

Executive Director, International and Alliled Arenas
Program on Information Resources Policy
Harvard University

My name is Oswald H. Ganley. I am Executive Director of
International and Allied Arenas at Harvard's Program on Informa-
tion Rescurces Policy, and I teach at the John F. Kennedy school
of Govermment. Our policy research program is supported by about
100 organizations, which have diverse and conflicting stakes 16
communications and information policy. (A list of these Program
Affiliates is attached.) I am a former career Foreign Service
officer, and most recently served as Deputy Assistant Secretary of
State for Science and Technology. I have conducted several studies
on U.8.-Canadian communications and information relationships. My
wife, Gladys D. Ganley, who is a professional writer, and I have

just completed a book entitled, International Imvlications of

United States Communications and Information Resources. I am

testifying today in my personal capacity, and not as a representa-
tiva of Harvard University, our Program, or any of its supporters.
With some troublesome exceptions U.S. communications and ’
information relatibnships with Canada are closely intertwined,
constructive and béfitting two great democratic nations with a

3,000 plus mile common border and with important common national
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security and trade interests.

Areas of actual or potential disagreement relate to the well
known border broadcasting issues, to some questions regarding
transborder data flow, especially some provisions of the 1980 Banking
Act, to complaints by Canada of inundation by U.S. media products,
to the upcoming question of sharing transborder satellite traffic,
and to the level of research and development performed in Canada
by subsidiaries of United States companies.

Rather than dwelling on specific present or potential conflict
areas in_detail, something I am sure kuture witnesses from ﬁhe
business community will be glad to do, I shall try to place U.S.
and Canadian communications and information relationships in per-
spective. I shall further explore how United States communications
and information policy development might benefit from the Canadian
experience,

Canada ig exceptional in being the first country to recognize
the full range of connections among the variocus communications
and information resources. It has been the first country to see
and extensively study the importance of communications and informa-
tion to its political and economic processes and to its cultural
and legal thinking. Canada has also been among the first to use
the newest of these reséurces specifically to establish strong.
communications links with its fémote areas, and more broadly, to
stay in the forefront of the newest technological developments in
computers, communhications and information dispergal.

Canada ig a highly developed country, with all of the charac~

teristics and problems of other OECD nations. On the other hand,
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its large areas of difficﬁlt terrain, the varied needs of its
ethnic groups, and the high level of foreign ownership of its
industries make Canada's difficulties in some ways relatable to
those which developing countries must face.

The Canadian government views communications and information
resources as being very impo;tant to its economy, and the influx
of non-Canadian {mostly American) content in publishing, broad-
casting, and film preoducts is seen as a serious threat to a
unified sense of Canadian identity. More than any cother country.
Canada is moving increasingly towards a comprehensive communica-
tions and information resources policy to guide its domestic and
international affairs. This policy includes a trend toward re-
strictions on free trade, primarily aimed at its main trading
partner, the United States. These potential restrictions take a
_variety of both overt and covert forms, consisting of actual
legislation or of subtle pressures.

A fundamental and obvious fact, which is frequently ignored
by Americans, is that our northern neighbor is an independent,
sovereiqn state, with its own culture and its own aspirations for
its people. It has its own place in the world, its own ethnic
and economic problems, a great deal of pride, and the will, re-
affirmed throughout its history, to be Canadian rather than american.

Ccanada now faces difficult decisions as constitutional dis-
agreements and attempts at varying degrees of independence by the
provinces shake the very foundations of the Canadian federation.

Nothing less than its national unity is at stake. The Canadian
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government and many private parties see Canadian communications

and information as a unifying force and, in some ways, outside
communications and information as destructive. The concept of
national sovereignty nurtured by native communications and infor-
mation is a recurring theme in both Canadian literature and official
government pronouncements. In short, it is a political concept

which says that Canadians have the right and should have the means

to determine the direction of their own cultural and economic
development, free from external interference (read USA}. National
sovereignty thus updated by the Canadians to encompass moderp
communications and information makes Americans uncomfortable, and
tends to be dismissed as just another statement to justify pro-
tectionist measures.

While protectionist sentiments are néver far from the surface,
and while Americans should examine Canadian statements critically,
we can dismiss this expression of political will and this frustra-
tion over American dominance only at our peril. For the term
"national sovereignty" is fast gaining global acceptance, especially
in the less developed world,

Over the past four or five years, we have heard a lot about
transborder data flow. This subcommittee has held hearings on the
subject, and I have had the pleasure of appearing as a witness.
Concerns have been expressed by a number of countries regarding
the protecticn of the privacy of natural persons. In 1980, the
Organization for Economic Cooperation and peveloﬁment (OECD) adopted

voluntary guidelines to permit internaticnal commerce in informa-
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tion, and to minimize restrictions on free flow of information
while protecting the legitimate rights of individuals to their
privacy. The United States and most of the other OECD member
countries are signaturies to these guidelines.

Canada, while having played a constructive and creative role
during the negotiations of the guidelines, regrettably has not yet
signed this important instrument which balances the right of the
individual with the need for free trade in information. This,
from the point of view of both U.S. business and government is
especially disconcerting, since Canada sees transborder data flow
primarily as an econcmic matter, tranalated inte jobs, balance of
trade, the development of a domestic data processing industry, and
the question of the locale of management decision making (in the
U.S. or Canada). It is the first country to attempt to statisti-
. cally project loas of jobs and balance of trade losses in this area.
Thus, it would appear that Canada is not holding out for fear of
jeopardizing the privacy of individuals, but mainly for economic
reasons. |

There is a good reason why American businesﬁes want to keeo
their computer communications services headquartered at home,
and why.Canadian pusinesses often want to buy theirs abroad:
canadian tariffs, a 12 percent federal sales tax on équipment, and
higher Canadian than U.S5. salaries make computer services 20 to 25
percent more expensive in Canada than in the U.S. Economies of
scale present in the U.S. but absent in Canada, also operate to
make U.S. services less expensive.

Of special concern to the American business community is

Paragraph 157(4) of the Banks and Banking Law Revision Act, 1980,

59




12

The offending passage reads as follows:
-+. and shall maintain and process in Canada any
information or data relating to the pPreparation
and maintenance of such records. ...

While definitive interpretation of this clause is still
lacking, it appears to require data processing of all individual
and corporate banking accounts (primary records) in Canada. 1In
a recent conversation with Mr. W. A. Kennett, the Canadian Inspector
General of Banks, I was told that this Act does not constitute
an interruption of transborder data flow, since duplicate records
and information may flow freely, as long as they are originally
processed in Canada. Mr. Kennett also said that this is simply
4 measure to permit him to carry out the inspection funetien
mandated by law in the modern age of computers., Mr. Kennett has
made similar statements in Canadian Senate hearings on this piece

_of legislation,

The Clyne Report of 1979* recommended that this type of
provision be extended to the insurance and loan industries. Previous
draft legislation on competition (Combines Investigation Act) which
failed to pass, h;d similar data-processing-in-Canada provisions.

Mwong the most significant commercial and political stakes for
the United States with Canada in the computer communications area

~are those which involve the maintenance of free transborder data
flow. The efficiency of the U.S. corporate operations and the

protection of U.S. export markets are involved here, as ig the

* Canada, Consultative Committee on the Implications of Telecom=
munications for Canadian Sovereignty, Telecommunications and
Canada, (Clyne Report), Ottawa, March 1979,
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principle of free flow of information. More important than the
present dollars and cents is that any unfavorable precedent set
with a friendly country like Canada could have worldwide impli-
cations.

The United States and Canada have a very satisfactory
cooperative relationship in the area of satellites. A number of
problems are already present,. however, and can be anticipated to
increase as this area expands.

There are presently four rather well-defined communications
satellite issues between the U.S. and danada.

... There is a cultural conflict for Canada in its desire

for domestic direct broadcasting satellite transmission

{DBS=TV}, since this raises the specter of the importa-
tion of even more U.S5. content.

... There is a matter of who will get the profits -- the U.S.
or Canada -- and under what conditions, for the types of
communications which have until now been handled in a
mutually satisfactory way between the Canadian telephone
systems (Bell Canada-TCTS) and U.S. Bell, but which in
the future may either go to or be affected by satellite
transmissions.

... Capnada, having launched the third of its Anik series of
communications satellites, all made by U.S. prime con-
tractors, is now turning to Canadian prime contractors.
But economically, Canada cannot afford to plan beyond a
fourth Anik series, and even for Anik D, cannot divorce
itself entirely from U.S. technological help.

... Canada, having successfully experimented with the U.5. on
the Hermes (CTS) satellite, now wishes to move to an
operational direct broadcasting system for its nation.
But this requires U.S.-Canadian and ITU agreement on a
frequency for which the U.S. and Canada have conflicting
needs.

For the sake of brevity I shall discuss only the matter of

transborder satellite traffic. U.S. and Canadian telephone companies

now enjoy a hutually highly satisfactory relationship with inteqrated

R7-142 O—H2——2
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tefrestrial telephone systems and transborder revenues totalling
abouf $500 million a year.

Bell Canada and other Canadian telephone companies are alarmed
at the possibility of excess capacity on U.5. communications
satellites by the early 1980's. The projected new U.S..satellite
carriers, they say, could possibly sell lower cost surplus capacity
service into Canada, further eroding the already small Canadian
market for long distance satellite communications. To effectively
serve its remote and far northern regions, Canada depends for
support on traffic generated from business services in the rest of
the country. U.S. satellite carriers might skim the cream of
canadian business traffic, the Canadians say.

pell Canada is also concerned that both international and
intra-Canadian traffic could be routed via private earth stations
and American satellites. Igdeed, SBES now has a petition before the
FCC to provide premise-to-premise services for its corporate
clients_in the U.S. with their branches (subsidiaries} in Canada.
In addition. to PCC approval, agreement may have to be reached
between our two govermments to effect such a service. Canada will
most likely seek some sort of revenue sharing arrangement as well
as an arrangement assuring the viability of a Canadian communica-
tions satellite system so necessary to serve the needs of its
northern populations. It may also seek an arrangement which permits
it to stay in the forefront of space technology developments.
Canada has been in the vanguard of applications in communications

satellites since their inception. So far, both the U.S. and Canada,
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especially their private sectors, seem to be approaching this new
range of problems in a constructive fashion. Appended is a reso-
lution which was passed at a meeting of the U.S.~Canadian C?mmittee
of the U.S.-Caﬂadian Chamber of Commerce in April 1981, giving some
insights into the thinking of the business community on both sides.

The dispute involving U.S. border TV stations is among the
best known of the various communications and information issues
between Canada and the United States. This subject has received
extensive treatment by the U.S. Trade Representative and the Congress
has repeatedly debated the matter. In August, 1980, the President
asked the Congress to deny U.S. tax deductions for advertising
expenses of American companies who buy advertising on Canadian-
televimion in retaliation for the 1376 Canadian restrictions.
Although it is an important problem and is an acute irritant in
.U.8.-Canadian general relations, I do not believe it is necessary
to take the time of the committee to discuss it today.

Canada's general economy, and U.S.-Canadian economic inter=
action play an important role in the U.S.~Canadian communications
and information relationships. According to a former Canadian
Minister of External Affairs:

... not only is the U.8. cur neighbor in a geographic
gense ... it is also the major customer of our pro-
ducts and ... the most important country in terms of
whether ocur economy will move forward or not. I
believe ... that the maintenance and enhancement of
our relations with the U.S. must take a primary
priority and is therefore the centerpiece, as it were,
of our foreign policy.
Aboﬁt 16 percent of America's total world trade is conducted

with canada. Joint U.S.~Canadian trade amounts to about §77 billion
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annually. More than 25 percent of total U.§. world exports go to
Canada, and 70 percent of Canadian world exports go to the United
States. Canada is the most important trading partner the U.S.

has, with 1980 U.S. exports to that country valued at $41.5 billion,
and imports from Canada valued at $35.4 billion. For comparative
purposes, it is interesting to note that the U.S. exported to Japan,
our next biggest trading partner, goods and services valued at
$30.7 billion in 1980, and imported $20.8 billion worth from that
country. |

During the March 1981 visit of President Reagan to Canada, he
made the telling point that this export trade to Canada means jobs
for three quarters of a million Americans.

The electronics manufacturing industry is the largest indus-
trial'employer of technical and scientific manpower in Canada. It
is also responsible for about 25 Percent of all Canadian industrial
spending on research and development. Expenditures on research
and development in the electronics industry average between four
and five percent of sales, as compared to about one percent for
other Canadian industries. Bell Northern Research has the largest
industrial research establighment in Canada, employing more than
1400 scientific and technical staff members, and spending more than
$80 million a year. But Canada has a negative trade balance in
this sector as a whole. _

Except for Northern Telecom, which is owned and managed by
Canadians, the Canadian electronics manufacturing industry is
dominatad by foreign interests. Of the 100 largest firms, 72 are

foreign-owned. Altogether, there are more than 140 foreign-owned
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firms, accounting for total sales of about $1.4 billion. The

iy =

greater part of this foreiqn ownershio is American. Canadfa woull
like these foreign-owned companies to gpend more on research and
development in Canada. But the American answer is that Canada
should provide the necessary incentives, Otherwise, it is often
cheaper and more efficient to keep research and develsorent
activities in the United States. This arqument is reminiscent cf
gimilar disputes between multinational corporations and other
governments.

In conclusion, Canada is an important country for the United
States to watch and especially to interact with at political levels
in the communications and information field.

1. canada has a more advanced overall communications and
information policy than the United States. Its goals are reasonatly
clearly stated, and the goverrment attempts to guide their executicn
in close cooperation with the private sector. (This does not mean
there is internal Canadian agreement on evefything, or that there
are no contradictions, or that there is a perpetual Canadian
government honeymoon with the private sector.)

2. U.S. business and government have large economic, political
and security stakes in Canada.

3. Canada's influence in the counsels of the world far axceeds
that of many other countries with similar sized populations. What
canada does in this new and dynamic area will be carefully scruti-
nized by others and is likely to be emulated, especially by the
less developed countries.

4. Canada's restrictions on the media, transborder data flow,
trade, and ownership are all parts of its overall policy regarding
that government's acute concerns with the larger problems of

national unity, cultural identity and economic viability.
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Appendix

At the 97th meeting of the Canada-United States Advisory
Committee {(Committee on Canada-United States Relations),
members reviewed the current status of transborder satellite
communications between the two countries, and adopted the
following resclution:

wWhereas the current agreement between
Canada and the United States, adopted

in 1972, governing the use of satellites
in transborder communications does not
reflect the technological advances in
this field in recent years, and

Whereas there is a pressing need for
early resolution of problems arising
from the increasing traffic in trans--
border satellite communications, and

Whereas there is a recognized need by
the communications industry and govern-
ments in both countries for updated
bilateral arrangements with respect to
transborder satellite communications,

Therefore be it resolved that both
Sections request their respective
organizations to urge their governments
to develop a policy agreement with re-
spect to transborder satellite communi-
cations providing for a fair and reason-
able division of Canada-United States
traffic between the satellite systems of
each country while placing ho limitation
on service to customers.
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4/8/81

PROCRAM ON INFORMATION RESOURCES POLICY

Barvard University

Center for Information Policy Research

Contributors

Action for Childrenfs Television
American Broadcasting Companies, I[nc.
American District Talograph Cowpany
American Telephone & Telegraph Co.
Arthur D. Little Foumdation

Auerbach Publishers Inc.

Automated Marketing Systems

Ball Canada (Canada)

A.H. Belo Corporation

Beneficiazl Management Corporation
Albert Bonniers Forlag AB {Sweden)
Boaton Broadcasters, Inc.

The Boston Globe

Booxz-Allen Hamiltom

Burroughs Corporation

Cable and Wireless, Inc.

Canada Pozt (Canada)

CBS Inc.

Central Telephone & Utilities Corp.
Citibank H.A.

Codex Corporation

Commumications Workers of America
Computer & C ications Industry Assoc,
Continencal Cablevision, Inc.
Continental Telephons Corporation
Des Moines leguur and Tribune Company

Enowledge Industecy Publications, Inc.
Lee Enterprises, Lnc,

Lockheed Miasiles and Space Cowpsny, Inc.
MCI Telecommunications, Inc.
MeGraw-Hill, Imc.

Mead Dats Central

Minnespolis Star and Tribune Compauy
MITRE Corporatioan

Motorola, Inc.

Hational Association of Letter Carriers
MCR Corporaticnm

Bational Telephone Cooperative Assoc.
Mev York Times Company

Mippon Electric Company (Japan}
Morfolk & Western Railway Company
Pergamon Press Ltd. (United Kingdom)
Pitney Bowes, Inc.

Public Agenda Foundation

Keader's Digest Association, Inc.
Reuters Limited (United Kingdow}
Salomon Brothers

Satellite Business Systems

Scott & Feczer Company

Seiden & de Cuevas, Inc.

Source Telecomputing Corparation
Southern Pacific Communications Company

Direction Cenerale des Télséommunications (France}Stendard Shares

Poubleday, Inc.

Pow Jones & Co., Inc.

Dun & Bradstrest

Economics and Techneology, l[ue.

Elsevier Science Publishers (Betherlands)
Exzon Bnterprises, I[ue.

Federal Reserve Bank of Boston

First National Bank of Boston

Firat Mational Baok cof Chicage

France Telecom (France)

Frost & Sullivan

Capnett Co., Inc.

General Electric Company

Ceneral Telephone & Eleckronica

Hallmark Cards, Inc.
Hambrecht & Quist
Harte~Hanks Communications,
Hazel Associates

Honeywell, Inc.

Hughes Communication Services, Inc,

IBM Corparation

Information Catekespers, Inc.
Internationzl Data Cerporation
International Paper Company

International Resource Dovelopoent, Enc.
International Telephonce & Telegraph Corp.
Italecel (Ltaly)

Knight-Ridder Bewspapers, Inc.

Inc,

&7

5t, Regis Paper Company
Swedish Talevision (Sweden}
Telemation Management Group, Inc.
Telesat Canada
Tiwes Mirror Co.
Yransamerica Corporation
The Toronta Star {Canada)
The Tribune Company
United Parcel Service
United States Government:
Central Intelligence Agency
Department of Commerce:
Bational Technical Inforwation Service
National Telecomwunicationz and
Information Administration
Department of Defunse:
Defense Technical Information Center
Departmenkt of Energy
Federal Communications Commivsion
National Aeronautics and Space Adwin.
Makional Sacurity Ageacy
United States Postal Rate Commission
United States Postal Service
United Telecommunications
The Washington Pest Company
Westera Imion
Xerox Corporsbion
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Mr. ScHEUER. May I add one subquestion to that?

Mr. WirtH. This is very informal, so I would hope you would feel
free to jump in and out.

Mr. ScuEUER. | would simply add to the list of questions that the
chairman has asked whether they permit cooperation between indi-
vidual private sector companies that would be prohibited under our
antitrust laws, and is that joint effort in research and development,
if it is taking place, something that gives those countries a competi-
tive edge over us? Does it raise questions about our antitrust laws?

Maybe all of you could react in whatever way you would like to
the very broad set of questions.

Dr. GANLEY. It is a very broad question, Mr. Chairman, and I
think perhaps one might start out with a fairly fundamental point.
The fundamental point I think you raised in your introductory
remarks, and that is that we at the moment are the winners in the
telecommunications, and in the communications area, and the atti-
tudes and policies of other countries reflect that very fact. Namely,
they wish to catch up. _

What may be different in the communications and information
area from some other trade areas is that many countries of the
world, especially the advanced OECD countries, consider the total
communications and information area vital to their economic
system, to their very existence as nation states and to their nation-
al security. If one accepts this analysis as being correct, then some
of the actions taken by other countries start to make a little bit
more sense.

It becomes a question of how one reduces dependency on the
United States for the materials and the services which are consid-
ered very important or vital to existence. Some governments, such
as the Japanese, the French and the Canadians are trying to do
this by stimulating this particular sector of their economy. This is
done in a variety of ways. Canada gives certain amounts of money
to the electronics industry and tries to stimulate their efforts. I am
not sure that there is any real evidence that they actually at this
time do any preferential government procurement in the electron-
ics sector, '
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The amounts of money involved in Canada for stimulation of
industry are relatively small: something like $50 million for the
electronics industry. Compared to what is being spent in this coun-
try by the private sector and even by the Government in this
particular field, it is not very much. Last November the Canadians
gave an additional $12.5 million of such money to the so-called
office-of-the-future type of industry.

To address Mr. Scheuer’s specific question, I really cannot direct-
ly answer it, sir. I would have to check country by country. I don’t "
know the situation specifically for Canada, or for that matter for
other countries. But one has certainly the feeling, and lét me stress
feeling, that other countries are not quite as concerned about some
of these things as we are under our antitrust laws.

Mr. WirtH. Before 1 go, Mr. Finan, into your response, let me
hold this a little.

At the end of your statement, Mr. Ganley, you said that Canada
has a more advanced overall communications and information
policy than the United States. That would seem to be perhaps a bit
contradictory, since you're also saying there were a number of
national interests in which they felt we had the lead, and certain
national efforts were intended to allow them to catch up. It would
seem to be contradictory with your final statement of them having
a more advanced overall communications and information policy.
Is policy different from system and intrastructure? How do you
reconcile those two?

Dr. GaNLEY. I am not sure where the contradiction lies, Mr.
Chairman. I do think the Canadians have an overall policy, and by
overall policy I mean that they do not just see, let’s say the
electronics industry, as one segment and deal with that. But they
also see a connection with what is going on in the publishing
industry or the newspaper industry or in satellite communications.
In other words, they see a relationship between different fragments
of the overall picture of communications and information and are
trying to move, to the extent that they are capable, in a single
direction to assure Canadian participation in this very dynamic
sector of the economy. That was more or less what I meant.

Mr. WirtH. Then it seems to me that the assumption is that they
view it in a more comprehensive fashion than we do in this coun-
try. And if we are into something of a primer on comparative
economics here, or comparative economic policy, what do we learn
from that about what the United States should be doing, how we
should be organizing ourselves?

Perhaps we should jump to Mr. Finan on that as a way of better
lilogéng this, in looking at this as better economic policy for the

980’s.

Dr. FINaN. Before I do refine my answer, let me state on the
broad spectrum of things, the point that was made with regard to
telecommunications is particularly true with respect to semicon-
ductor technology. The Japanese Government for a number of
years felt they had to overtake the U.S. lead, and they structured
their policies very much in a catchup fashion. In certain areas
today that is no longer the case. That is, they have done an
excellent job of overtaking the U.S. lead. And depending upon who
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natliorrP)aI policy? If you were tsar, what would you change immedi-
ately”

Dr. FINAN. Are you directing that to me first, Mr. Chairman?

Mr. WirtH. If you would like to start. If you were not playing
tsar, if you were playing congressman, what would you be doing?

Dr. FINAN. With a question like that I guess I will field it in the
broadest way. The strongest area, the area where in previous years
we have shown the greatest strength, and the one where I think
the Congress and the Executive can be most responsive is research
and development. I also think we are going to have to confront
increasing market pressures from the LDC’s from our major trad-
ing partners. There is going to be, undoubtedly, increased tenden-
cies among the Europeans to close their markets. But we are going
to have to, I believe, maintain a fundamental position of trying to
maintain access, continually fighting for access. One way to
achieve that is stay ahead in the technology.

At the same time, I believe, support to the greatest degree possi-
ble either the universities or through some sort of tax provisions
an increased level of research and development to maintain our
technological lead.

Mr. WirTH. That would be the No. 1 recommendation?

Dr. FiNnaN. That would be your No. 1 priority, yes.

Mr. WirTtH. Dr. Ganley, how would you respond?

Dr. GanLEy. I am no longer on the Federal payroll, so I may
answer as | please! [ would say we should do three things. First, we
should seek a better understanding that there is a problem and
that other countries in the world are not standing still. And that
our unchallenged position in the world markets 1s in some areas
rather quickly and in other areas more slowly eroding. Holding
hearings on such issues, Mr. Chairman, is very useful in this
respect.

Second, there is a need for some kind of coordination in the
foreign policy establishment of the U.S. Government to deal with
these questions and to pull together the various fragments.

Third, before we get too enamored with this coordination on the
part of the Federal Government or anybody else, let us remember
that the real strength of the United States, and why we have been
the winners so far, lies in private enterprise which innovates and
which has moved things along. So, let us be very careful how we
interpose the Government in any of these things.

Those are my major points, Mr. Chairman.

Mr. WirTH. Ms. Bortnick?

Ms. BorTNIiCK. While I can’t make any recommendations in my
nonadvocacy role as an employee of the Congressional Research
Service, let me say it is a thorny question and I don’t think there
are any easy answers. What is important, certainly, is to be able to
view all of the pieces of the puzzle as Dr. Ganley has indicated. It
is not strictly economics, it is not strictly politics, it is a number of
factors all interwoven There is a need to understand all of the
elements of the question so that the United States can decide how
it wants to proceed and how to address what is the appropriate role
of Government when operating in an international marketplace
which is distinctly different from our domestic one.

Mr. WirtH. Thank you.
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Dr. LErNER. Thank you, Mr. Chairman. I would say that there
are two major areas that could stand some review and analysis,
both domestically and internationally, I might add.

The first is, as I think we can see, at least certainly from the
French point of view, here in the United States the development of
some integrated policy planning and some objectives, and I under-
score the word “integrated”, would serve us well.

In the second case, I would suggest that we reexamine our do-
mestic and international regulatory aspects to the extent that A, it
creates artificial market structures; B, it inhibits innovation, and
C, it provides incorrect pricing constraints.

Mr. WirtH. Could you expand just a bit? When you say “inte-
grated” that was the theme Mr. Ganley was talking about earlier,
too. You touched upon the notion of a more integrated policy in
Canada than we have here, if I am reading the same things.

What do you mean by that?

Dr. LERNER. | guess to continue the example we were talking
about a little bit earlier, we have a tendency to deal with our
problems and solutions on a piecemeal basis. For example, we are
concerned with cross ownership and its ramifications in terms of
antitrust in the United States. But the extent to which other
benefits could or should be included in an evaluation of whether
we do in fact want to inhibit or foster the development of cross
ownership are factors that have to be examined. There is a lot of
evidence lacking that such type of comprehensive considerations
have been evaluated.

Mr. WirTH. Would any of you like to make any closing comments
or contributions?

Mr. Finan, perhaps we might be able to get from you the study
you referred to in which the Japanese analyzed the US.R. & D.
Might we get that from you? '

Dr. FinaN. Yes.

Mr. WirtH. I would like to leave the record open for the inclu-
sion of that. Also, we would like to hear back from you as you all
think about this in this very large and complicated issue we are
into.

As I hear you, in summary, Mr. Finan, talking about research
and development mentioned first, and I think we are seeing the
opposite trend in terms of the Federal Government’s investment in
the National Science Foundation and university research and de-
velopment and NASA and so on. We are headed in the opposite
direction with all of this talk about productivity.

Mr. Ganley talks about seeking a better understanding if there is
a problem. That is what we are all about. That is part of what we
are trying to do here. The more of that the better 1 think to get
people thinking about it. People are very interested and will be
more so as we were suggesting earlier.

All of you talked about, I think, the need for coordination of USs.
Government policy with the caveats that you very appropriately
threw in, which we are very sensitive to as well. That 1s an issue
we have to deal with in a lot of complicated ways. We feel very
frustrated, at least I do, watching our Government attempt to
negotiate with the French PTT or negotiate with Canada. Who
does it? Is it the FCC, NTIA, the State Department?
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I think what we are seeing is some of the themes that hopefully
we will tease out of this.

I thank you for joining us. We greatly appreciate it and will look
forward to working with you as the weeks and months go along.

Thank you very much.
“  Qur next panel is Mr. Charles Lecht, president, Advanced Com-
puter Techniques, Inc. Mr. Lecht’s firm provides computing serv-
ices in both the United States and Canada. He has had first-hand
experience with Canada’s policies affecting the provision of tele-
communications products and.services. Mr. John Sodolski, vice
president of the Electronic Industry Association. Mr. Sodolski will
address some of the problems that his industry association has
encountered when competing overseas. Mr. Geza Feketekuty, As-
sistant U.S. Trade Representative working on the problems of as-
sisting U.S. companies in foreign trade. I understand there is a
good deal of research background to the work you all have done.
And Mr. Donald Lehrman, the president of General Datacom In-
dustries, which manufacture computer coupling devices and has
been involved in a good deal of export activity.

Gentlemen, thank you very much for being with us. Perhaps we
should start from your right to our left.

72




STATUS OF COMPETITION AND DEREGULATION IN
THE TELECOMMUNICATIONS INDUSTRY

HEARINGS

BEFORHE THE

SUBCOMMITTEE ON TELECOMMUNICATIONS,
CONSUMER PROTECTION, AND FINANCE

OF THE

COMMITTEE ON ENERGY AND COMMERCE
HOUSE OF REPRESENTATIVES

NINETY-SEVENTH CONGRESS
_FIRST SESSION

MAY 20, 27, AND 28, 1981

Serial No. 97-29

&2

Printed for the use of the
Committee on Energy and Commerce

U.8. GOVERNMENT PRINTING OFPICE
83191 O WASHINGTON : 1981

73




CONTENTS

Hearings held on: Page
May 20, L198L.....c.iiiiiieinientniresrires et rsssrerasrerasterassesressas s bessserasassesastsbenest s seansssennnas 1
May 27, 1981 171
May 28, 19%81... 451

Statement of:

Baumol, William, professor of economics, Princeton and New York Um—
vemitles 3,5
Besen, Stanle M ‘senior economlst "the Rand Co 41 4
Betteridge, illiam W, assmtant vice president, tanﬂ's and costs “Ameri-
can Telephone & Telﬁa . 397, 423, 560, 562
Compaine, Benjamine executive dn-ector "media and allied arenas,
Program on nformatlon Resources Policy, Harvard University............... 96,
105 172, 212
Cornell, Nina W., Washi N, DCo st rrtratrrrraisnens 397 410
Darby, Larry, consultant, Washington, D.C... 96, 135
Dwyer, Dan, research, CBS Inc.. veeeeerenees 172
Geist, James E, presldent United States Independent Telephone

Association .. 397, 434

Hatﬁeld "Dale N Actmgr Assistant Secretary for Communications and
Informatlon, National Telecommunications and Information Adminis-
tration............ 397

Henrlques, Vico E presldent Comput.er ‘and Business Equlpment Manu-
facturers Association .. . . 462, 48‘?

Hinchman, Walter, preeudent ‘Walter Hinchman Associates...

Kahn, Alfred, Cornell University.... : 3

Lechner, Bernard dJ., director, video systems research “Sarnoff Research
Center, RCA Corp.... 452, 521

Lichty, Lawrence, professor of communlcatlons Umverslty of Maryland 41 64

Lilley, William, CBS Inc .. e 172

Maguire, W. Terry, vice premdent legal and government affa1rs, "and
associate general counsel, American Newspaper Publishers Associ- -
ation..

Melody, Wllham, professor of communication studles Simon Fraser Uni-
vers1ty 3 21

O'Rourke, Thomas J member, board of dlrectors, "Association of Data
Processmg Service Organlzatlons InC.ceee, e 172, 314

Pearce, Alan, consultant, Washington, D. C. 321

Permut, Philip V., Washmgton, D.C.. weeenenes DB0, BTT

Ross, Robert W, senior vice presnient ‘National Cable Television

Association ... - vreeriresineenienss 321, 345
Schmi(it Lee, GTE Corp 96
v.?rn Lee L., president, ‘Economics and Technology Tne... 452 523
Kenneth B., Federal Communications Commission ... ceeereneee 360, 574

Strass urg, Bernard consultant, Washington, D.C... cerrerennenes DB0

Stritzler, William P assistant vice president, market management divi-
sion, business marketmg department, American Telephone & Tele-
graph Co. - 452

Sullivan, Dennis J Jr “assistant vice preendent ‘resident market and
product management American Telephone & Telegraph Co... 327, 337

Wilson, John W., on behalf of Computer and Commumcatlons Industry
Association; Independent Data Communications Manufacturmg Assocl-
ation; and North American Telephone Association... eerees . 452, 492

Zurkowskl, Paul G., president, Information Industry Association .. .. 172, 253

(11D

-5 4




105

Mr. Wirts. Thank you very much, Mr. Schmidt.
Mr. Compaine.

STATEMENT OF BENJAMIN M. COMPAINE

Mr. CompaINE. Thank you, Mr. Chairman.

We frequently speak about merging technologies such as commu-
nications and videotext, and new conflicts among traditional indus-
tries, such as is electronic mail something that belongs to the U.S.
Postal Service, the electronics industry, telecommunications,
common carriers or someone else. Is it regulated by the FCC, the
Postal Rate Commission, both or neither?

Defining the nature and scope of the information industry, a
field marked by fuzziness and turmoil, has been a continuing prob-
lem for our program, for policymakers, and the information indus-
tries themselves. In effect, we could not tell the players without a
scorecard and there was no scorecard.

Over the next 15 minutes, I would like to acquaint you with an
approach that we have found useful for reviewing the evolving
structure of the information business.

Information comes in many forms. It includes news, historical
statistics, reference materials, advertising, entertainment and so
on. While different groups may define information differently, for
our purposes we have chosen to define it in the broadest possible
terms.

The companies—and government agencies—that constitute the
information business are diverse, with information as their
common denominator. Some may exist to acquire information,
others to package, store, process, transmit or distribute it. Some
information companies handle information as a service, while other
companies produce and market products to allow companies or
individuals to collect, process, and distribute their own informa-
tion. Many companies are involved in a wide mix of these func-
tions.

This first chart is our basic map of the information business. On
it we have placed some 80 products and services. We think these
products and services constitute or at least suggest what we have
termed the information business.

I am going to go to a simplified version of this. The axes of the
map are products and services—north and south—and conduit and
content going east to west. The products and services axis was
chosen largely because companies and economists traditionally
have viewed industrial activity in this manner.

Displaying corporate activities along this axis helps highlight
some facet of vertical integration. It also helps facilitate display of
the fact that traditional notions of product and service may be
blurring into some middle ground of systems whereby customers
mix and match products and services in order to achieve a desired
end. Progression along the axis from the product extreme to the
service extreme may also be viewed as increasing customer depend-
ence upon supplying institutions.

The content-conduit axis was chosen because it helps distinguish
between those companies which traditionally have viewed them-
selves as producers of information, such as publishers, and those
which provide means for recording and transmitting it. Progression
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along this axis from conduit to the content extreme may be best
visualized in terms of value added or, in McLuhanesque terms,
from medium to message.

In the upper left-hand corner we have activities such as mail and
parcel delivery that provide almost pure conduit services. The tele-
communications common carriers are placed slightly to the right of
mail and parcel services. Further to the right are broadcasters.

Broadcasters are high on the service axis because they have no
physical products, and midway between content and conduit be-
cause of their role in providing both programing material and the
system that distributes the programing material.

We have placed professional services in the upper right-hand
corner. We have defined those broadly to include writers, artists,
scientists and others who sell their services in generating the infor-
mation,

The products of their efforts, which are called books, newspapers,
TV programs, et cetera, are shown in the lower right-hand corner
of the map. We have placed newspapers and shoppers to the left of
books, newsletters, and magazines. This is based on the notion,
perhaps arbitrary, that most newspapers traditionally have operat-
ed their own distribution system, that is their conduit, while the
publishers of most newsletters and magazines have relied upon the
U.S. Postal Service or other middlemen to distribute their product.

In the lower left-hand corner we have simple stand-alone, what
we might call “dumb” products, such as typewriters, paper and
filing cabinets. As information value is added to these products by
adding intelligence or ability to communicate with other sources of
information, they migrate rightward. Thus a blank piece of paper
might be dumb, but the addition of lines and columns transforms it
into a form that represents an addition of information which
shapes the ultimate content.

Here we have used the mapping scheme to suggest the nature of
information business in 1780. Some important institutions might be
missing, but the overall impression is that information activities
once occupied only the corners of the map.

It should be noted that some individuals or companies engaged in
both vertical and horizontal integration of economic enterprises
during this period. Benjamin Franklin worked as a writer, pro-
duced books, newspapers, and magazines, developed printing equip-
ment and sold printing services while serving as Postmaster Gener-
al of the Colonies.

The information business in 1880 shows the establishment of
telegraphy, the arrival of telephone in here, and the evolution of
newspapers and magazines, but few other changes.

By 1930 the information world looks more cluttered and more
familiar, although rudimentary compared to 1981. The most signifi-
cant changes in our map between 1880 and 1930 probably were
caused by the growth of telephony and the arrival of wireless
technology and the growing appreciation of and demand for infor-
mation by increasingly sophisticated business and services.

This map displays the products and services that entered the
information business in common use in the 1930 to 1980 period.
None of these products and services occupy the corners of the map.
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Each represents an attempt to provide a salable something which
bridges the area between information content and conduit.

Moreover, practically all of these new products and services are
dependent upon computing power and memory or the miniaturiza-
tion and economics of the integrated circuit underlying computers.

Historically, many facets of the information business have been
subject to government regulation or control. This figure uses our
basic map to show the boundaries of Federal Government regula-
tions specific to functions in the information business.

Thus the Postal Rate Commission oversees the U.S. Postal Serv-
ice, the Interstate Commerce Commission regulates the United
Parcel Service, and the CAB controls air courier services.

The Federal Communications Commission monitors telecommu-
nications among carriers, broadcasting, cable, and a number of
other products and services.

Depending upon the specific activity, financial services may be
regulated by the Federal Reserve Board, the Comptroller of the
Currency, the Federal Deposit Insurance Corporation, the Federal
Home Loan Bank, the Federal Savings and Loan Insurance Corpo-
ration, the Securities and Exchange Commission, and a host of
State government agencies.

As suggested here, these regulatory boundaries are neither fixed
nor neat in practice. The Postal Rate Commission and the Federal
Communications Commission have conflicting jurisdiction over the
regulation of electronic mail. The Federal Reserve Board gets in-
volved in information systems by operating the “Fed Wire"’ pay-
ment system and determining if the banks may offer data process-
ing services. The FCC tells newpaper publishers they must divest
themselves of radio and TV stations if broadcast and newspaper
operations are located in the same community. The U.S. Postal
Service as a regulator, the Federal Trade Commission and the FCC
all exert some regulatory force over advertising services.

Some boundaries are unclear or changing over time. During the
late 1970’s, for example, efforts to deregulate some telecommunica-
tions products and services have made the FCC'’s regulatory bound-
aries less definitive in a number of areas.

The information business is subject to all types of regulation,
including the Department of Justice, the FCC, the EEOC, OSHA,
EPA, and a variety of other Federal and State bodies. '

In recent years, for example, there have been major antitrust
actions in the copier, computer, and telephone industries. Occasion-
al antitrust forays into the mail and package area and speculation
about concentration of ownership of media.

This figure combines the last two, and suggests the continuing
complexities of regulation of the information business. While some
of these regulatory complexities may be the product of political
philosophy, others stem from the changes in technology of the
information business.

By way of comparison and contrast, this shows the regulatory
boundaries in 1940. The absence of hybrid products and services
may have made the process of joined goundaries somewhat easier
than relative to 1981.

Our map of the information business appears to be a useful tool

for looking at the strategic positions of individual corporations.
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Much of the current turmoil in the information business is attrib-
utable to the growth and changing nature of companies that tradi-
tionally provided electronically based information service systems.
These include telephone companies, a variety of corporations in-
volved in manufacturing and marketing computers, office equip-
ment, and consumer products.

This figure shows A.T. & T.’s territory on the map, including
such services as Dial-A-Joke, New York Today, Sportsline, and so-
called information services. Phone power training and marketing
seem to qualify as advertising services.

Government regulation has exercised a strong influence in shap-
ing A.T. & T.'s business. This figure compares A.T. & T.’s business
area to the regulatory boundary of the FCC shown earlier. The
area of noncongruence reflects decades of legislative, regulatory,
and judicial debate.

Efforts during the 1970’s to redefine the regulation of telecom-
munications have resulted in widespread speculation as to A.T. &
T.’s potential role in a deregulated world. This figure depicts the
potential expansion of a deregulated A.T. & T. as described by
some current policymakers and a variety of potential competitors.

Deregulation can be expected to have a similar effect upon the
business activities of larger independent telephone companies like
GTE.

The 1979 U.S. operations for IBM are illustrated here.

If we overlay the FCC'’s regulatory boundary over IBM’s domestic
operation, the resultant illustration shows how IBM has avoided
direct entry into regulated sectors in the United States.

A different picture of IBM is shown here. This map includes
products and services that IBM offers outside the United States,
some of IBM’s internal technological capabilities, and the compa-
ny’s joint ventures with Aetna and Comsat in SBS and with MCA
as Discovision Associates.

In recent years, there has been speculation in the trade press
about a face-off between IBM and A.T. & T. The speculation is
understandable, given the picture of a deregulated A.T. & T., and
IBM with its foreign operations and technological capabilities, and
SBS and Discovision.

In the course of our work, we have mapped dozens of companies.
Rather than bore you with a lot of similar ones, I would like to
quickly show a few maps which illustrate different uses of the
technique.

This figure illustrates RCA Corp. The X’s represent information
business from which RCA has exited since 1970.

The next figure shows Xerox, a little out of date now, in light of
the latest announcement with our speculative placement as to the
ventures in the Western Union International acquisition. The
thing has changed too quickly.

This next figure shows how one particular corporation, Harris,
?ggoexpanded its turf in the information business between 1957 and

If we focus only on electronics companies, however, we miss
much of the political turmoil in the information business. Dun &
Bradstreet has been an active participant in the information busi-
ness for years, particularly in the publications area. On our map,
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D. & B.’s acquisition of National CSS appears to be a part of a
larger progression toward developing furtllzler capabilities and proc-
essing and distributing the information acquired in other portions
of the company.

Yet another set of traditional players in the information business
is the newspaper publishers.

Over the years, many of the larger newspapers have diversified
into media or communications companies. The variety of diversifi-
cation strategies is suggested by this figure.

The map represents the business activities of seven companies
generally classified as newspaper publishers. We also have heard
allusion to the face-off between newspapers and A.T. & T., and this
slide overlays A.T. & T.s potential total area and that of the
newspaper industry.

I'll stop the slide show now. As I have noted, we have done
dozens of these, and I could show you new entrants such as Exxon,
or new roles for financial institutions such as Citibank or Ameri-
can Express.

We have used the map to look at such concepts as the office of
the future in electronic publishing. At the - moment we are develop-
ing a series of maps covering other nations and trends of national
information policies.

I'll conclude with the observation that I do not envy those facing
the task of trying to draw fixed or stable boundaries in this heavily
shifting terrain.

Thank you, Mr. Chairman.

[Testimony resumes on p. 135.]

[Mr. McLaughlin’s prepared statement follows:]
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MAPPING THE INFORMATION BUSINESS
.May 21, 1981

.5, House of Representatives
Committee on Energy ond Commerce
Subcommittee on Telecammunications
Consumer Protection and Finance
Washington, D.C.

Statement of Mr. John F. Mclaughlin

Mr. Chairmen, my name is John McLaughlin., I am Vice President
of the Center for [nformation Policy Research ond Executive Director
of Postal ond Allied Arenas at Harvard University's Program on Information
Resources Policy. Our program's research is supported by opproximately
one hundred companies, government agencies, labor unigns and other orgeniza-
tions with interests in the field of informstion policy. (A list of
Program Affiliates is attached).

I om testifying todoy in 2 personal capacity, not o¢ a representative
of Harvard, our Program or any of its supporters,

Since its inception in 1971, our Program has been monitoring and
analyzing developments in & variety of field which we have described
--admittedly loosely--as the "information industries.® Many of the
Program's resesrch projects to date have focused upon developments within
a specific traditional "information industry" {broadcasting, telephans,
cable TV, etc.), yet we have continually emphasized the interoctions
among the different informetion technologies, merkets end types of govermment
intervention. We speak frequently, therefore, about merging technologies
("compunicotions™ and "videotext"), und new conflicts emoﬁg traditional

industries. (Is "electronic mail" something that “"belongs" to the U.S.
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Postal Service, the electronics industry, telecommunicotions common
corriers, or someone else? It is regulated by the Federal Commumications
Commission, the Postal Rate Commission, both, or neither?)

Defining the nsture ond scope of the *information industries®--a
field marked by fuzziness and turmoil--has been 3 continuing problem
for our Program, policy makers and the "information industries™ them-
selves. Over the next fifteen minutes I would Tike to acgquaint you
with an approach which we hove found useful for viewing the evolving

structure of the "information business.”
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1. THE INFORMATION BUSINESS MAP

"Information" comes in many forms. It includes news, historical
statistics, finanéia1 transactions, reference materials, advertising,
entertainment, corporate operating data, etc. While different groups
may define "information" differently, for our purposes we have chosen
to define it in the broadest sense.

The companies (and government agencies} that constitute the "infor-
mation business" are diverse, with "information” as their common denominator.
Some may exist to acguire information, others to package, store, process,
transmit,or distribute it. Some information companies handle information
as a service, while other companies preduce and market products to allow
companies--or fndividuals--to collect, process or distribute their own
information. Many companies are involved in a wide mix of these functioms.

Figure 1 is our basic map of the information business. On it we '
have placed 80-some products and services. We think that these products
and services constitute {or at least suggest) what we have termed the
tnformation business.

The axes of the map are Services and Products (norfh—south) and
Content and Conduit {east-west), The Products-Services axis was chosen
largely because companies and economists traditionally have viewed indus-
trial activity in this manner. Displaying corporate activities along this
axis helps highlight some facets of vertical integration. It also facilitates
display of the fact that traditional notions of “product” and “service”
may be blurring into a middle ground of “systems" whereby customers mix
and match products and services in order to achieve a desired end. Pro-

gression along this axis from the product extreme to the service extreme
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also may be viewed as increasing customer dependence upon supplying insti-

tutions,
Figwe 1
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The Conduit-Content axis was chosen because it helps distinguish between

those companies which traditionally have viewed themselves as producers

of information (such as publishers), and those companies which provide

means for recording information and tramsmitting it (recognizing, of course,

the problem involved in trying to differentiate between "processing,”

“transmitting," etc.). Progression along this axis from the conduit extreme

might best be visualized in terms of increasing “information value-added”

or, in Mcluhanesque terms, from medium to message.
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In the upper left-hand corner we have activities such as mail and
parcel delivery that provide aimost pure conduit services. The tele-
.cmﬂnun1cation5 common carriers are placed slightly to the right of mail
and parcel services, Because of the nature of the systems that telecom-
munications common carriers operate, the carriers may be more involved in the
information "content” of the message, at Jeast in terms of duration, entry
protocols, urgency of transmission, etc. Further to the right are broad-
casters, high on the service axis because they have no physical "products,”
and midway between content and conduit because of their role of providing
both program material and the system that distributes the program material.

We have placed "professional services" in the upper right-hand corner
of the map. We have defined this broadly to include writers, artists,
sctentists and others who sell their services in generating information,
The "products” of their efforts--books, records, TV programs, etc.--are
shown in the lower right-hand corner. .

We have placed newspapers and shoppers to the left of books, news-
letters and magazines. This is based on the notion--perhaps arbitrary--
that most newspapers traditionally have operated their own distribution
system ("conduit"),while the publishers of most newsletters and magazines
have relied upon the U.S. Postal Service or other middlemen (jobbers, retailers,
newsstands, etc.) to distribute their product.

In the lower left-hand corner we have simple stand-alone (ar "dumb")
products such as typewriters, paper and filing cabinets, As information
value is added to these products, by adding either "intelligence" or the
ability to communicate with other sources of information, they migrate

rightward. Thus a blank piece of paper might be "dumb," but the addition

of Tines and column headings which transforms it to a business form repre-

sents an addition of information which shapes the ultimate content.
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_ In Figure 2 we have used cur mapping scheme to suggest the

nature of thé information business in 1780. Some important institutions
might be missing from this version (the town crier, the coffee house or
tavern}), but the overall impression is that information activities once
occupied the corners of our map. It should Be noted that some individuals
or companies engaged in hoth vertical and horizontal integration of N
economic enterprises during this period. Thus Benjamin Franklin worked

as a writer, produced books, newspapers and magazines, developed printing
equipment and sold printing services while serying as postmaster general
of the colonies, Perhaps Franklin would have placed himself in the middie

of .our map and labeled himself “printer.”

The information business in 1880, shows the establishment of tele-
graphy, the arrival of telephone and the evolution of newspapers and

magazines, but few other changes.

By 1930, the information world looks more cluttered and mere familiar,
although rudimentary compared to 1981, The most significant changes in
our map between 1880 and 1930 probably were caused by the growth of tele-
phony, the arrival of "wireless" technology and the growing appreciation
of and demand for information by increasingly sophisticated business and

individuals.

Figure 3 displays the products and services that entered the
information business (in common use) Huring the 1930-1980 period. None of
these products and services occupy the corners of the maps. &ach represents
an attempt to provide a saleable "something” which bridges the area between
information content and conduit. Moreover, as suggested by the overlay

practically all of these new products and services are dependent upon the
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computing and memory power of computers or the miniaturization and economies

‘of the integrated circuitry underlying computers as known in 1980.

Figure 3

NEW PRODUCTS AND SERVICES: 1930-1300
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2. GOVERNMENT REGULATION OF THE INFORMATION BUSINESS

Historically, many facets of the informafion business have been subject
to government regulation or control. [In the United States, government
attempts to regulate the information business have ranged from censorship
of content to government cwnership and control of the postal conduit.

Figure 4 uses our basic map to show the boundaries of federal government
regulation specific to functions of the information business.

_ Figure 4

FUNCTIONAL REGULATION OF
THE INFORMATION BUSINESS
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Thus the Postal Rate Commission (PRC) oversees the U.S5. Postal Service,
the Interstate Commerce Commission (ICC) regulates United Parcel Service, and

the Civil Aeronautics Board {CAB) regulates air courier services. The

Federal Communications Commission {FCC} monitors telecommunications common
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carriers, broadcasting, cable, and a number of other products and services,

Depending upon the specific activity, financial services may be regulated
by the Federal Reserve Board {Fed), the Comptroller of the Currency (C. of C.),
the Federal Deposit Insurance Corporation (FDIC), the Federal Home Loan Bank
Board, the Federal Savings and Loan Insurance Corporation {FSLIC), the Securi-
ties and Exchange Commission {SEC) and a host of state government agencies.

As suggested by Figure 5, these regulatory boundaries are neither fixed
nor neat in practice. The Postal Rate Commission and the Federal Communications
Commission have conflicting jhrisdiction over the regulation of "electranic
mail." The Federal Reserve Board gets involved in information systems by

operating the "Fed Wire" payments system and determining if banks may offer

Figure 5
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data processing services. The FCC tells newspaper publishers that they must
divest themselves of radio and TV stations if broadcast and newspaper opera-
tions are located in the same community. The U.S. Postal Service {in its
regulatory role), the Federal Trade Commission and the FCC all exert some

regulatory force over advertising services.

Some boundaries are unciear or changing over time. Ouring the late 1970's,

for example, efforts to deregulate some telecommunications products and
services have made FCC's regulatory boundaries less definitive in a number
of areas. | .

Organizations in the information business, like all other companies,

are subject to other types of regulation including that of the Department of

Figure 6
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Justice, the Federal Trade Cormission, the Equal Employment Oppqrtunity
Conmission, the Occupational Safety and Health Administration, the Environ-
mental Protection Agency, and a variety of other federal and state bodies.
In recent years, for example, there have been major antitrust actions in
the copier, computer, and telephone indusiries, occasional antitrust forays
into the mail and parcel area and official speculation concerning concentra-
tion of ownership in the media (see Figure 6).

Figure 7 (which combines Figures 5 and 6 } suggests the continuing
complexities of regulation of the information business. While some of
these regulatory co.mp1ex1‘t1‘es may be the product of political philosophy,
others stem from the changes in the technologies of the information business,

Figure 7
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ANTITRUST ACTIVITIES
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Figure 8 shows the regulatory boundaries of 1940, The absence of hybrid
products and services may have made the process of drawing boundaries some-

what easier then--relative to 1980.

Figure 8
REGULATION IN 1840
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3. CORPORATE POSITIONING IN THE INFORMATION SUSINESS

Our map of the information business appears to be a useful tool

for looking at the strategic positioning of individual corporations.

Much of the current turmoil in the information business is attributable

to the growth and changing nature of companies that traditionally provided

electronically-based information services and systems. These include tele-

phone companies, and a variety of corporations involved in manufacturing

and marketing computers, office equipment and consumer products.

Figure 9 shows American Telegraph &Telephone's (AT&T) "territory" on themap.

Figure 9
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While most of the map seems self-evident, a few items merit explanation.

"News Services" and "Data Bases" were included to reflect "content-oriented”
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.services such as "Dial-a-Joke," "New York Today," and "Sports-Line.# "Phone-

power” training and marketing seemed to qualify as "Advertising Services."
On the other hand, we did not include "Professional Services" because Bell
Laboratories' research normatly is not marketed to others and American Bell
International does not market its services in the U.S.

Government regulation has exercised a strong influence upon the shape
of AT&T's business. Figure lQcompares AT&T's business area
to the regulatory boundary of the FCC as shown earlier in Figure {.‘ The

areas of non-congruence reflect decades of legislative, regulatory and

judicial debate.

Figure 10
ATAT AND FCC REGULATION
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Efforts during the 1970's tore-define the regulation of the tele-
communications industry have resulted in wide spread specuTation as to ATAT's
potential role in a "deregulated” world., Figure 1] depicts the potential
expansion of a deregulated AT&T as described by some current policy makers
and a variety of potential competitors.

Deregulation can be expected to have some similar effects upon the
business activities of the larger independent telephone companies. General
Telephone and Electric, United Telecommunications and Continental Telephone
have all acquired companies or launched new ventures aimed at winning a

share of the market for enhanced telecommunications services.

Figure 11
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The 1979 U.S. operations of International Business Machines {IBM} are

i1lustrated by Figure 12,

Figure 12

IBM: U.&. GPERATIONS: 1979
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If we gverlay the FCC's requlatory boundary (from Figure 4 ) on the

map of IBM's domestic operations, the resultant illustration suggests that
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I8H has avoided direct entry into regulated sectors in the U.S. (Figure 13},

Figure 13
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A different picture of IBM is shown in Figure .14, This map includes
products and services that IBM offers outside the U.S. (PABX's, time sharing,
and service bureaus}, some of IBM's internal technological capabilities, and
the company‘s joint ventures with Aetna and Comsat (Satellite Business Systems [SBS])
and with MCA (Discovision Associates).
In recent years there has been much speculation in the trade press
about a face-off between IBM and AT&T. The speculation §s understandable,
given the picture of a deregulated ATAT and of IBM with its foreign operations,

its technological capabilities, SBS and Discovision in Figurels .
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Figure 14

IBM: FOREIGN AND DOMESTIC OPERATIONS, TECHNOLOGICAL
CAPABILITIES AND JOINT YENTURES

UE daL TELE 5 DRCADCAST NETWORNS e crnuern PROFESSIONAL SVCS
PARCEL SVCA TELEG CABLE NETWORRS
COURIER 3¥C3 MAILGAAM OPERATORS BROADCAST STATIONS  pr. pichs pmanGiaL SVCE
it TELETEXT
GTHER muL
DELIVERY SVCS e
SATELUTE .
[
PRINTING CO'S 7 UINE DIRECTOMES
LBRARIES. PAGING ////
W
RETAILERS / s
NEWSSTANDE R
SECURITY SY{’
/ . . LOOBELEAE SVES
: S Trc LORL CROYACTS
DIREGTORMES
.
RADIOY /
TV SETE s //
TELEPHONES Y it
PR NG YERmRE e IO e
AL HILE Bl PRNTERS., e memenptea s
. T FACSIMILE i B Ll il
! S g SRR
I o i B
[ Cagw mEoisTERs e ] MAGAZWES
. iTE . . e
CALCLILAT(RS
0 on = 3 : . AUCHD RECORDS
ik T SN EULRR Lre aw &
FILE CAB LTS %.‘ﬂ.’a
TRAPEL et 3
e ek e tlan S 1
+—— CONDUIT CONTENT mrrrtie
Figure 15

A DEREGULATED ATAT AND 18M

1 7 TELERMOMES
f PRI, BT TR T

e PRODUCTY

77 7 7 AR
WS, MARL EpWoNd 3 / EROADCAST NETWORKS 7,
PARCEL SVC3 LEGAAF CABLE RETWOAKE 7,7/

A
COURIEM SYCE //,’-ﬁ m;u. BﬂOABCASTSTlYIOHS///('
gy RIS
OTHER 7 e et
DELIVERY BWCS / e - /,/, A
. VN s A
e f
7 “
FNWNGWS/“( p %
LIBRAMIES e
RETAILERS o
NEWSSTANDS

ks
v SETS L

gt
Yoen g PR
Lt '

. .
L'atH g, TLe

¢ TUPHUHD S VTH -
HCADEL]
T IUBNETY Ry

2 e Bl

98

) 1990, iy Prositons s Pt 1l Moo Collogy

o A0, Iy Fraaldemt and Fallgws of Harran Callpgs




SERYICES e

e PRODUCTS

129

In the course of our work we hove "mapped" dozens of componies.
Rather then Eore you with & lot of similor ones, I would like to quickly
show a few maps which illustrate different uses of technigue.
Figure 16 illustrates RCA Corporation. The "x's” represent informa-
tion businesses from which RCA has exited since 1970.
Figure 17 shows Xerox with our speculative placement as to the
YTEK and Ethernet ventures and the Western Union Internstional acquisition.
Figure 18 shows how one particuler company, Karris Corporation

has expanded its turf in the information business between 1957 and 1980.
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Figure 19

XERQOX WITH WESTERN UNION INTERNATIONAL,
XTEN AND ETHERNET
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1f we focus only upon electronics componies, however, we miss much

of the political turmoil in the information business.

Dun and Bradstreet (Figure 2B) has been an active participant in the
information business for years, primarily in the publications area. On our
map, D & B's acquisition of National CSS appears to be part of a logical
prograssion toward developing further capabilities in processing and distri-

buting the information acquired in other portions of the company.
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Another-set of traditional players in the information business
are newspoper publishers, Over the years many of the larger newspapers

have diversified to become "media" or "communications" compenies.

The variety of diversification strategies is suggested by Figure 22.
This map represents the business activities of seven companies generally
classified as newspaper publishers.

Figure 22
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I will stop the slide-show now., As I noted we hove done dozens of these
and 1 could show you new entrents such as Exxon, or new roles for financia’
fnstitutions such as Citibenk or American Express. We have used the
mop to look at concepts such as the "office of the future” snd "electronic
publishing”. At the moment we are developing a series of maps covering
other nation's and transnational information policies.

1 will conclude with observation that I do not envy those facing
the tosk of trying to drow fixed or stable regulotory bounderies on

this heaving, shifting terrain.

Thank you, Mr. Chairman, for this opportunity to describe some

of our work.
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Mr. WirtH. Thank you very much, Mr. Compaine.

STATEMENT OF LARRY DARBY

Mr. Darby?

Mr. DarBy. Thank you, Mr. Chairman, and Mr. Tauke.

I am grateful for this opportunity to appear here this afternoon.
I felt earlier in the afternoon a little like a juggler waiting to get
on the Johnny Carson show when he was talking to Bo Derek,
Woody Allen, and Don Rickles. So I'm truly grateful for the time
you have left.

Your understanding of the current status of the communications
market structure and the resultant competition——

Mr. WirTH. Here’s Larry.

Mr. DarsY [continuing]. Thank you—is a fundamental prerequi-
site for a decent appreciation of the impact of any legislatively
mandated change.

Ben has shown you a very, very broad picture, a wide angle
snapshot of these markets. It’s sort of like seeing the industries
from the space shuttles, seeing the Earth from a space shuttle.

In the next few minutes I want to explore in particular some of
the underlying economic forces and market relationships that do
not show up on the Harvard map. Then I want to look at what
implications these forces and relationships might have to the sub-
committee’s inquiry and deliberations and for the future develop-
ment of the industry.

The companies on the map can be usefully likened to clans. In
fact, when Tony Ottinger gives his presentation, he likens his map
to a jungle. All the players don’t have perfect reference, so I'll
leave the jungle analogy and talk about clans.

These clans are bound not so much by blood and marriage and
conventional clans, but they are united by a strong community of
territorial, financial, and economic interests.

The Bell clan is larger than any of the others taken together,
and its members sit on councils of elders in other clans. Changes in
technology and Federal rules have permitted the birth and growth
of several new clans that threaten some of the Bell wealth and
territory. Specialized common carriers, domestic satellite carriers,
resellers, foreign equipment suppliers, and a large number of
others which appeared on the map.

I did have some comments about broadcasting, but I'll leave
those aside and talk a little bit about the fact that some of these
clans have coexisted more or less peacefully in the last few years,
but are now undergoing a substantial amount of new tension.
Technology permits the Bell clan to threaten some sanctuaries long
securely held by the U.S. Post Office, the equipment clan, the
mﬂgazine clan, the newspaper clan, the radio clan, and lots of
others.

There is, of course, a reciprocal threat to Bell from these carri-
ers, but I believe they are of a significantly lesser magnitude.

Some recent technological and regulatory forces have merely
intensifed old hostilities between the clans. For example, the West-
ern Union clan and the IRC clan.

As a footnote, I feel obliged to mention the importance of over-
seas clans in these scenarios which are organized around State
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May 21, 1981

INTRODUCTION

My name is John LeGates. I am Director of the Program on Information
Resources Policy at Harvard University and President ¢of the Center for In-
formation Policy Research, a not-for-profit Massachusetts corporatfon. The
Program is a research organization supporte& by approximately 100 diverse
organizations invelved in the information industries. A list of our support-
ers is attached as Exhibit A, However, this testimony does not represent the
official positions of any of our supporting organizations.

It is my intention to describe three areas of communications and infor-
mation policy. These will be: 1long distance message carriage, local message
carriage, and customer premise equipment. Although my testimony will stand
by itself, it augments and is augmented by testimonies presented by my col-
leagues, John McLaughlin and Benjamin Compaine.

We will find that the present complexity in each of these areas goes
well beyond their traditional structures. Nonetheless, the basic questions
are few in number and are cormon to these and other subjects. We can offer
a framework which, if it will not answer these questions, will at least help
us think about them. A partial listing of carrier markets, sizes, and
regulatory environments is provided as Exhibit B. A summary of questions
and findings is provided.

The three areas under consideration have certain features in common.

First, each of them has experienced major growth since the second World

War.
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Second, by and large, this growth has been connected with the explofta-
tion of new technolegy and has witnessed decreasing unit cost, dramatic in
many cases.

Third, each area has seen new market entrants coming from different trad-
itions than these already in the market. In many cases, these new market en-
trants come from a different regulatory background than the earlier ones.

Fourth, there are important definitional problems involved in trying to
understand markets and market segments. Many products elude clear-cut classi-
ficiation or can be classified into multiple categories or ambiguous categories.
In order to understand the market size and structure, we must frequently ask
the question, "What is the nature of the product or the market?"

Finally, in each of these areas, data can be hard to come by. The old
SIC (Standard Industrial Codes) do not fit very well. In many cases, compan-
ies lump their products into different clusters in earnings reports. This
makes 1t difficult to identify the size of the entry in a particular market
segment. In addition to this, much of the relevant data is proprietary and

not regularly made available in the public record.
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LONG DISTANCE CARRIAGE OF INFORMATION

The long distance message market has two traditional players:
telephone and telegraph. The latter of these has dwindled to relative
fnsignificance in the last 30 years. New entries, however, have sprung
up. The six major firms in the “specialized common corrier® msrket
reported 1979 earnings  of $249 million (and growing). The four largest
"value-added carriers" (there are hundredé of smaller firms) reported
earnings of $800 million in 1980. This compares to approximately 25
bitlion dollars of gross revenues from toll calls for the telephone
compénies.

Important questions can be raised about what is long distsnce and
what is local. If Tong distance is judged to be between local service
areas. (sometimes called “interexchange”),then the sctual distance tra-
versed can be considerably less than within some local areas. The Atlanta
area, for example, is approximately as lorge as the state of Rhode Island.
Atlﬁhtg' and many other Tocal areas are larger than the distanée-cnvered
by many interexchange intrastate toll calls, and eyen iﬁterstate tol]
calls, '

In addition, revenue generated by & toll call veries significentiy
from state to state in terms of the charge per message per mile. The
discrepancy between the most expensive and the least expensive states
for an intrastate tol} call veries by a factor of three. A 10CG-mitle,
3-minute ca11 in Mississippi is $1.58--in Idaho, 60 cents. Thus revenue
and message volume do not necessarily correlate. Neither do distonce
and revenue. In measuring the size of thé'market. one must choose the
measurement categories. ' ‘

| The situation is further complicated by intracompany deta and voice
networks. These usuolly, though not alwsys, involve leased lines for

which we know the lease volue. However, utilization and traffic figures
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are usually proprietary and not available to us.

Electronic and non-electronic media can also substitute far nne
another. Our research indicates that within the last decade there has
. been a drep in the percentage of messages tarried by the U.S. Postal Service
from over 90% to under 75%. The national magazines or newspapers can
be considered a.form of long distance carriage of information: one
that might be amenable to electronic carriage. Today, the Wall Street
Journal is carried to the region of its final destination by satellite,
and then printed and distributed by traditional means. Several newspapers
are experimenting with electronic delivery to the home. '

Television is distributed by local broadcasting towers. Network
TV, however, can also be considered a form of long distance carriage.
Programs ofiginating live in New York, California--or in:some cases
around the world--are transmitted by terrestrial conduits and satellite
to the local distributor.

What is the size of Fhis market? Clearly it depends on what you
cousidgr to be in and what you considey to be out. Reasgnable decisions
as to what is in and what is out should depend on why you want to know.
Attempts to define these markets or sub-markets may become devisive
as has been illustrsted in several anti-trust cases.

The traditional areas of conflict in this market center around
competition between the telephone companies end cther entrants. Other
entrants, in order to reach their customers, have needed connection to
locaf service, traditionally provided by the telcos. Charges have been
levelled against the telcos that this service was provided paorly, expen-
sively, or not st all, From this acrimonioﬁs tradition, genersl sgreement
has emerged that interconnection should be provided. The remaining
questions, however, concern the price of the interconnection and the price

of the competing services.
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As the independent common ¢arriers came on the scene, they found
d world in which locsl and Tong distance services were provided by a
club of organizations. These organizations worked closely together,
and did not consider themselves to be in competition., The joint snd
common costs associated with these services were very substantial--
nvé;mso percent. It was possible to know what the overall return
had been on the sum of the services. Finding the return on a particulsr
service, however, depended on the allocation of costs.

Over time, the various regulatory sgencies have assigned an ever-
increasing percentage of the joint and common costs to long distance
traffic or plant, The telephone companies have 2rgued that an artifi-
cially high price has been msintained on long distance traffic in order
to ﬁupport otherwise unprofitable locasl, household and rural telephone
installations., This hes allowed the telephone compsnies to fill the
mandate of universal seryice perceived in the Communications Act of
1934, It has allowed the telephone companies to become the proyider
of a socially desirable, uneconomic seryice and therefore act as a form
of welfare agent. Telephone companies argue that the independent carriers
have come in under an artificial price umbrella and skimmed the cream of
the most profitable market--without assuming the burden of the unprofit-
able markets, thus threatening the ability of the network to proyide ser-

vice to all.

~ The non-teico carriers, in common with other competitors of the
telephone companies, see it differently. They perceive the telephone
compsnies as maintaining a hold in @ monopoly market, nsmely the local
market. From this the telephone companies are eble to subsidize their
entries into competitive markets. They also view themselves as being

the victims of inconsistent regulatory treatment. As they have no joint
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and common costs which can be politically reallocated, they cannot

toke advantage of the same pricing flexibility. Although the percentage
of the joint and common costs assigned to long distance is over 50
percent, there is no proof that this is an accurate reflection of costs.
It is the nature of such costs that they cannot be allocated according
to strict accounting prfngip]es.

The major questions in the arez we have been describing seem to
be: |

- What is the most efficient method of allocating resources in this
market?
- How can prices be determined which are cost related or otherwise
judged fair? _
\ How can services be provided to socially desirable but uneconomic
markets? -
=+ How can we assure ongoing technological innovation?

Some of these questions involve problems. By & "problem" we mean
2 question which is difficult to answer. Some of them also involve
jssues. By "issue" we mean a question on which parties stand on opposing
sides. -

Joint and common costs mean different things when viewed from dif-
ferent angles. Their presence implies and is caused by the presence of
joint and common plant. The only way to get rid bf joint and common
costs is to create separate plant for each service. Carried to its
extreme, this could mean separate plant for long distance calls and
Jocal calls, for business calls and private calls, for daytime calls
and nighftime calls--the list goes on virtually forever. This solu-
tion settles the questions of fairness. It is fair to the new entrant.
But is it economic? In its extreme form, it is clearly not. It
creates diseconomies of both scale and scope which destroy the very

purpose of competition which was efficient allocation of resources.
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Retention of joint plant insures the continuation of joint and common
costs, and their allocation problem. Questions of fairness of cost altoca-
tion cannot be settled by accounting methods alone  They must be settled
by political methods. By this we mean agreement by all parties that the al-
location is acceptable to them.

Achievement of such agreement would involve bringing organizations who
currently speak only through theip lawyers into a position of negotiation.
‘Such negotiation might provoke anti-trust action. Cost allocation is
not only a problem but an issﬁe because stakeholders stand clearly on both
sides:

Technological innovation has frequently appeared as another issue in
these debates. It is widely assumed to underlie gains in cost reduction,
provision of new services, and the strong American position in world trade,
The telco school maintains that substantial ongoing investment without im-
mediate prospect of return is essential to major breakthroughs, such as the
transistor. Cost-related pricing can prevent accumulation of the resources
for this. Competitors claim that the incentive to succeed in a market drives
the innovation process, Good evidence.can be mustered by both sides,

A practical prablem confronting the Congress. is to create political
machinery that will allocate joint and common costs so as to satisfy the
contending opposing stakeholders in the Tong distance electronic message

irket.
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LOCAL CARRIAGE OF INFORMATION

The snape of the market for local carriage of information depends very
strongly on what part of the market we are looking at. There are actually
several submarkets which 1ie along a density continuum, On one end we have
the markets characterized by high density, urban location, or a heavy concen-
tration of business and institutional customers, At the other end, we have
the residential, rural, and similar low-density markets. The various markets
in between shade into one another.

At the low-density, rural and residential end, we find that there is
nearly 100% telephone penetration. In 1978, 97.1% of all households had
telephones nationally. It varies from 100% or oyer in six states--the
" highest is New Hampshire at 104%, to under 90% in seven states--the
Towest being Mississippi at 83%.

The only distribution medium with higher penetration is the U.S. Postal
Service with 100% of the households nationwide. This vehicle should not be
disregarded in considering electronic carriage, as it is capable of deliver-
ing recordings, videctapes,. audiocassettes and the 11ke which can to some
extent, substitute for electronic media, {So may be much of what is in
first class mail.}

Cable television is the next most widely available electronic connec;
tioh. Cable passes more than $0% of the households in the country and con-
nects to approximately 25%. It is an industry with gross revenues in 1980
of 2 billion doilars, compared to approximately $25 billion in revenues of
the telephone companies' local services and the $20 billion budget of the
rostal dervice.

Whereas the telephone network offers a basic service with various add-
ans in centain localities, the cable business varies widely from locaticn to

|
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Tocation. In some areas it has as few as six available channels with fewer
occupied,and in some areas over 50. In a few areas it i5 interactive to
one degree or another, but in most areas it is not. It is regulated by 11
states and unregulated at the state level in 39. It is regulated'by
only some municipalities. The federal history of cable regulation {s
checkered, beginning with outright prohibition in major markets and moving
in the direction of less federal involvement. In some areas cable performs
a number of common carrier functions such as distribution of information from
branch banks to bank headquarters. In some areas cable originates pfogramming,
but in other areas is merely a retransmitter. Cable systems like broadcast
networks are partia]iy coordinated. Some channels offer selections nation-
wide or nearly nationwide. 1t is clear that many information services can be
provided by either telephone or cable and in many cases these two compete head-
to-head, as for burglar alarm service. Cable is technologically able of carry-
ing telephone signals provided that there is addition of switching capability.
Telephone is capable of carrying video signals with the instaliation of better
multiplexing and amplifying equipment and with switching to allow so-¢alled "mass
distribution.” Turning gne into the other is largely a question of capital.
Cable was originally regulated as a direct cbmpetitor to broadcasting,
and the latter should be considered as a form of local electronic carriage
also. Although radio and television are broadeast locally, they receive some
of their signals from networks and can be considerea a distant or naticonal
distribution medium. For the moment, they are only one-way. They are regu-
lated by the Federal Communications Cbmmission for spectrum allocation and
also for some aspects of their content. There is no state or local regula-
tion of broadcasting. The entire broadcast industry has gross revenues of
about 12 billion dollars making it significantly smaller than the telcos

or the U.S, Postal Service.
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Citizens' band radio can also provide some of the functions of this market.
This has only licensing and standards regulation.

At the high-density, urban or business end of the spectruﬁ, we have all
of the players already discussed plus a few more. Local communications ser-
vices are provided to certain high-density customers by independent carriers.
Technigues include line-of-sight microwave, infrared and laser radiation,
cellular mobile radio, and Fif sideband. There are MDS, digital radio, and
Satellite-to-rooftop services. The size of this market is not readily det-
ermined because in some cases it is Tumped with the long distance seryices
or plant provided by the same suppliers.

In addition, there is a market of organizations supplying communications
to themselves. These include local communications networks operated via the
above technologies. The extent of this investment and aiso of the traffic
it carries is not publically available. Some of this reticense may be due
to fear of regulation or of prosecution under the prifate express statutes
for carriage of electronic mail. We suspect however,that this is a very
large market. By contrast with the other local distributors, this market
is completely unregulated except for assignment of frequencies.

Regulation varies enormously from system to system. Cable systems may
be regulated municipally or by the state or fall only under federal oversight.
Telephone systems are regulated hy'state PUC's or their equivalent and by the
FCC. It 1s important to note that approximately 70% of the joint and common
costs we have discussed above are under state jurisdictions. Unless the fed-
eral-state jurisdictional boundary is moved, it may be difficult for the Fed-
eral Communications Commission to address most of the serious issues. If it
is moved, then the federal government will assume responsibilit} for an im-

mensely complex burden of local detail. Llocal nets offered by independent
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carriers may also be regulated by the state PUC or by the FCC. Internal net-
works are not regulated at all. In many cases, these compete directly on a
head-on basis for the same markets. .

The introduction of competition in this area is generally seen as a boon
by the larger users, and the new entrants. These are,by and large,business
customers who can purchase in bulk or use an independent carrier.

On the other hand, local, rural and residential customers may stand to
lose by the present trend. Between the so-called cream-skimming in the long
distance markets and the disappéarance of the high paying business customer
in local markets, there will be increasing pressure gn residential and rural
rates to go wp. The residential householders do not constitute an aware and
organized group. There are large numbers of people involved, however, and
they could exert comsiderable poltitical force if motivated.

There is, however, a well-organized large customer with large rural
stakes. This is the Department of Defense, Most large defense installa-
tiens are in remote areas of the country. In addition, the large defense
networks such as AUTUDI& are made up of Targe numbers of local links. Both
of these are threatened by the price rise. DOD has already requested that
the Department of Justice call off its anfi-trust suit against AT&T. This
would serve 00D well in two capacities. The first is maintanence of uni-
fied control over the network, whiéh is amenable to pressure from DOD. The
second is maintenance of low rates through subsidy from the high-density
routes.

some of the major questions in the area are of lTow visability.

The flowering of competitors under different kinds of regulation -is an in-
teresting problem. It poses the possibility that a regulatory agent, while
reguiating one of the pieces of this market for some purpose, may render it
uncompetitive with something outside the control of the regulatory body.

It could thereby Jose both the competitor and the regulatory control. Reg-

811 O0—-81—1n
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ulatory bodies are, in many cases, deprived of their ability to protect -or-
ganizations they oversee.

These nagging concerns, caused by the proliferation of markets,
probably lead to the increasing frequency with which we see proposals for an
information czar, for centralization of control under state or federal organ-
jzations and the like. However, it is not yet proven whether or not the gues-
tion of muitiple market entrants and multiple types of regulation actually
poses a problem. It poses an intellectual probiem. It may not, however, pose
a regulatory problem about serving markets. It appears to merit ongoing atten-
tion lest a problem arise.

An already evident question is the one about anticipated increases in
loca) rates. It is important to note what we mean by this. Many local users
can choose among competitors and are protected against some of these price
rises. There remains, nowever, a kind of “customer of last resort” who will
continue to be served only by the telephone company (and perhaps by a cabie
company which may or may not be free to offer two-way communication services
and which will almost certainly not have access to the telephone network}. This
is the customer who may see himself as deserving protection. It is not clear
who is in a position to protect him. At the moment, the state regulatory
bodies are positioned best as they have oversight over most of the Joint and
common costs. They may be unable, however, to insure Tong distance revenue
which currently provides them the means to keep local rates down.

It is worthy of note, however, that local rates also vary from location
to location by a factor of three. The obvious implication is that the rates
in the Jower areas could triple without a significant effect on the penetra-
tion or usage of telephones. We have no data to indicate how much political
pressure will be brought by residential customers in case of an increase even

if only from the lower current rates to the higher current rates.
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Another question concerns network integrity and interconnection, There
was an era when two or three telephones were required in order to reach every-
one you might wish to reach. MWe are already seeing the appearance of providers
who do not interconnect with one another or with ATAT. On certain business desks,
once again the number of phones is proliferating, as well as the number of termi-
nals. To what extent this is a problem and to what extent it requires interven-

tion by the government is not yet clear.
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CUSTOMER PREMISE EQUIPMENT (CPE)

The CPE market has witnessed a well-organized orderly retreat by the
telephone companies under heavy fire in recent years.

Up until the mid-1960's, a}l customer premise equipment was owned by
the telephone company if it was to be connected to the telephone network.

The telcos have been forced to retreat from owning all station equipment
to the "primary instrument concept” to the internal wiring. They are still
very active in these markets although they are no Jonger able to exclude
other entrants.

Customer premise equipment may be as simple as the telephone set or as
complex as an internal network operated with or without a PABX. All of the
questions we have discussed in other areas also apply here.

Does the regulatory boundary extend all the way to CPE? Non-telco gear
is unregulated equipment competing with regulated equipment. The usual char-
ges of cross-subsidy apply here and the usual questions arise about fairness
of competition and what technigues are available to insure it. The "instalied
base migration"” strategy is an example. Telcos are accused of raising the
price on older installed equipment in order to move customgrs to newer “flag-
ship" equipment before competitors are ready. Interestingly, state PIIf's,
when they disapprove of these price increases, are taking a stand for lower
prices against technological innovation.

A sidelight of CPE is the question of location of intelligence. 1In
many cases, the intelligence can be provided eitﬁer at the terminal end,
the centra) switch end or somewhere in between. It was interest in provid-
ing the intelligence that tead terminal manufacturers to oppose AT&T's Advanced
Communication Service {ACS). Such functions as location identificaticn, redial-
ing, data meassaging and packaqirg, Jine quality testing, and burglar alarm func-
tions can reside in the terminal. They can alse reside in the central switch.
There are already cases where a three-way competition for provision of intelligence

fﬁnctions is shaping up: the central switch in an urban area provided by AT&T;
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the local switch in a suburban area provided by an independent telephone com-
pany; and the terminal equipment gear itself,owned by the user and supplied
by an independent manufacturer. Again the familiar issues are raised about

competition between a monopoly and other organizations, a large organization

such as ATAT and smaller organizations, and a regulated entity vs. unregulated

entitites.

In the household another kind of customer premise equipment has always
been unregulated: the te]evisipn set. Insofar as broadcasting fs seen as
part of the same market as telephony (and it does compete in several ways).
then this too is a relevant piece of equipment. In Britain where videotext
systems are further advanced than they are in the United States, Prestel is
provided via a connecting device to the ordinary television set. In this
country, there would be major questions about the ownership of the connect-
ing device and its control.

The television set is alreay the terminal device for cable television
systems including the interactive ones, Experiments are being conducted
with the interactive cable systems as mediums for banking, burglar alarms,
health care and data base services. As these come into growing compe- -
tition with the telephone systems, we have a tradition of the custorsr
owning a major piece of terminal equipment,

In our own office, we subscribe to more than one of the data services
currently available over telephone 1ires. For each of them we have a dif-
ferent terminal. Although there is no evidence of the use of standards on
the part of a dominant supplier to curtail competition, this is a problem

for which one must be alert.
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SUMMARY

Findings From The Present

» There appear to be plenty of competitors for most market segments.
This s not surprising, as information in all its aspects has be-
come recognized as a high-growth area. In many cases competitors
come from differing backgrounds, and function under different
regulatory status.

» For better or worse, the telcos maintain a major presence in many
markets, fncluding some that are monopolies. They have a large
joint and commen plant, and over 50% of their costs are joint and
common costs. They link these markets to each other.

+ Banefits claimed for the traditional monopoly market structure include
subsidy of socially desirable services and major research breakthroughs,
economies of scope and scale, long aquipment service life, and strong
network integration, command, and control.

+ Benefits claimed for competition include efficient allgcation of
resources, cost-related pricing, rapid adoption of new technology,
1nnovation and system diversity.

« In the present poltitical climate, the die is cast for greater entry
into markets where possible. A mix of competitive and monopolistic
structures is the only possibility for the near future.

« The presence of monopelistic and competitive structures in the same
market are claimed to pose a threat to the benefits of each other.

+ A desirable goal would be to mix the approaches so that the benefits
of each are maximized, and the harm they can do to one another is
minimized.

« Some specific questions concerning implementation of this goal seem to

be common to many markets and submarkets. These questioms, in turn,
generate problems and issues.

Questions for the Future

» How broadly do we need to look before we can understand the market?
I would argue that we need to understand the alternate ways to fill
the same function. This carries each market segment well beyond its
traditional boundaries.

» Lan a singte multi-product carrier organization providing services in

a number of markets do the job better and/or cheaper than a number of
smaller competing organizations, some of them active in only one market?
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» With more entry in many markets, can fair, cost-related pricing be
determined for a multi-product organization which maintains a major
monopoly somewhere?

» Competitors are coming from different traditions and are subject to
varying regulatory oversight. Does this convey unfair handicaps or
advantages an some of the suppliers? Does it eliminate the powers
of the regulatory bodies and render them useless?

« Is there harm to the public through the possibility of fragmentation

of the network? When does one detect the presence of such harm and

what does one do about it?

» Opening of market entry creates a trend towards cost-related pricing.

Will this cause certain socially desirable services or products to be-

come 50 expensive, the marketplace will not provide them? What tech-

nfques are available to solve this problem should it arise?
« What are the implications of network fragmentation for national defense?

Is there possible harm to command and control of the network -- to its

security, and to its survivability?

.+ Does a competitive market aliow for accumulation of the capital required
for major, expensive technological breakthroughs and innovations or is
another mechanism, such as maintainence of a large, ongoing research
organization 11ke Bell Telephone Laboratories necessary?

In each of the three areas we have discussed, these common questions
seem to apply. This is not surprising as the different markets are deeply
interconnected, and/or competitive, both logically and institutionally. Where
the participants perceive common stakes in these questibns. a participatory
decision-méking method is probably possible. Where they perceive opposing

stakes, political acconmodations will be necessary.
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EXHIBIT A:
PROGRAY ON INFORMATION RESOURCES POLICY

4/23%/81

Harvard University

Center for Information Policy Research

Contributors

Action for Children's Television
American Broasdcasting Companies, Iuc.
American District Telegraph Company
American Telephone & Telegraph Co.
Arthur D. Little Foundation

Auerbach Publishers Iac,

Automated Marketing Systems

Bell Canada (Canada)

A.H, Belo Gorporation

Beneficial Management Corporation
Boaten Broadcasters, Inc,

The Bosten Globe

Booz~hllen Hamilton

Coble and Wireless, Ime.

Canada Post {Canada)

CBS Inc.

Central Telephone § Utilities Corp.
Citibank K.A.

Codex Corporation

Comnunications Workers of America
Computer & Communications Industry Asaocc.
Continental Cablevision, Ine.
Continentsl Telephone Corporation
Des Moines Register and Tribune Company

P . . . ! -
Direction Generale des Telecommunicatlons

Poubleday, Inc.

Dow Jones & Co., Inc,

Dun & Bradstreet

Economice and Technology, Imc.

Elsevier Science Publishers (Netherlands)
Exwon Enterprises, Inc.

Federal Reserve Bank of Boston

First Hational Bank of Boston

First National Bank of Chicago

France Telecom {France)

Frose & Sullivan

Gannett Co., Inc.

General Electric Company

General Telephone & Electronics
Hallmark Cards, Inc.

Hambrecht & Quist

Harte-Hanks Communications, Inc,

Hazel Associates

Honeywell, Inc.

Hughes Communicatiom Services, Ime.

IBH Corporation

Information Gatekeepers, Inc.
International Data Corporation
International Paper Company
International Rescurce Developuent, Inc.
Ioternational Telephone & Telegraph Corp.
Italtel (Italy)

Knight-Ridder Hewspapers, Inc.

¥nowledge Induatry Publications, Inc.
Lee Enterprises, Inc.

Lockheed Missiles and Space Company, Inc.
HCI Telecommunications, Inc.
MeGraw-Hill, Inc.

Mesd Data Cenktral

Minneapolis Star and Tribunme Company
MITRE Corporation

Hotorole, Inc.

National Asssciation of Letter Carriers
NCR Corporation

National Telephene Cooperative Assoc,
Wew York Times Company

Rippon Electrie Company {(Japan}
Norfolk & Western Railway Company
Pitney Bowes, Inc.

Fublic Agenda Foundation

Reader's Digest Association, Inc.
Reuters Limited {United Xingdom)
Salomon Brothera

Batellite Business Systems

Scott & Fetzer Company

Seiden & de Cuevas, Inc.

Source Telecomputing Corporation

{France)Southern Pacific Communications Company
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Standard Shares
St. Regis Paper Company
Svedish Television (Sweden)
Telemation Management Group, Inc.
Telesat Canada {(Canada)
Tiwes Mirror Co.
Transawerica Corporation
The Toroato Star (Canada}
The Tribune Company
United Parcel Bervice
United States Government:
Central Intelligence Agency
Department of Commerce:
National Technical Information Sarvice
Wational Telecommunications and
Teformation Administration
Department of Defense:
Dafense Technical Information Centes
Dapartmant of Energy
Federal Communications Commission
National Aeronautics and Space Adnin.
Hational Security Agency
Unitad States Postal Rate Commission
United States Postal Service
United Telzcommunications, Inc.
The Washizgton Post Company
Wextern Union
Xerox Corporation
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EXHIBIT B
PARTIAL SCHEDULE OF OVERLAPPING CARRIER SERVICES

The consumer of telecommunications services has an increasingly large
menu from which to choose. Business, residential, rural and city users of
electronic carrier services will, in the mid-1980's, select among transmission
systems and information services which provide similar and often substitutable
carrier alternatives in matching purchases, investments and needs. The
regulatory mechanisms at the federal and local levels do not have rules which
are transparent to the substitutable combination of telecommunications and
information services. Regulatory tools and precedent today segregate trans-
mission and programming standards, directing investors and users toward
uniform applications.

Technological change has dimmed the Jurisdictional tines between broad-
cast, common carrier, private radio, and cable regulation. There is a
drawing together and averlapping of traditional areas of regulation where
technical opportunities and institutional responses have begun to blur real-
Tocation of spectrum and service regulatory responsibilities. The new dimen-
sions of spectrum and capacity are being formed by alternative methods of
transmission traditionally regarded as indigenous to service definitional
boundaries {e.g., where spectrum and technology fit Commission rules).
Economic,polfitical, and technological factors are changing the nature of the
pipetine for information transfer systems,

ln'p}esenting a menu of overlapping carrier services the following out-
line necessarily omits substitutes for telecommunication services'which
extend beyond the purview of regulation,

This schedule has been abstracted from research in progress of Laurence

Povich, an FCC employee currently in residence at Harvard.
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The categories displayed in this schedule are those currently used by
the FCC to classify services. The extent to which they are substitutable for
one another depends on the particular needs of the user as well as flexibility
in traditional areas of regulation. But the presence of overlaps is guite
clear.

This 1isting does not include all services on the market, Those which
do not reach the FCC--such as the U.S. Postal Service, seme intracompany

commnications, video disks and audio tapes--are absent.

Muiti-Point Distribution Service

‘Multi-Point Distribution Service (MDS) prbvides an omidirectional radio
service that operates locally using the microwave spectrum. MDS is generally
a one-way service, although it can be used in conjunction with other methods
of transmission, such as telephone 1ines, to provide two-way communications.
These regulated common carriers create "pipelines” to connect "local as
well as interexchange areas for services such as subscription television,
financial and market information and various business and educational appli-
cations. As commen carriers, they do not carry the content review Jimitations

applicable to broadeast.

L

TABLE 1 - Number and Regulation of
Multi-Point Distribution Services

# of MDS Regulatory Type of
Channe] Providers* Agency Regulation
1st 393 FCC regulates
ZRd 195 as commomn i??:ggt?on
2 163 carrier

* Estimate includes mutually exclusive and other pending applications in
100 largest standard metropolitan statistical areas.
Source: Federal Communications Commission
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Subscription Television

Subscription Television (STV) is regulated as a broadcast service under
the rules for radio and television transmission intended for public reception.
Its requlatory standard is the "public interest."” Broadcast regulation author-
jzes broadcast stations and imposes financial, programming, legal and tech-
nical requirements on licensees. Regulation requires the STV broadcasters

to provide some "non-pay" public service programming.

UHF Low Power Television

The Broadcast Bureau is processing thousands of low power TV station
license applications, These limited range TV stations are designed to
encourage the growth of TV programming in smaller markets and segments of
major markets. Its goal is furthering media diversity. Low power TV appli-

cations were closed by the Commission after recefving approximately 5,000,

MM and FM Broadcast Subcarrier

Communications Subsidiary Authorizations {CSA}, if authorized by the FCC,
will provide services in ut{lity load management, paging, traffic light
control, and business data or leased services without degrading the primary
broadcast signals. These services will be available both during and fallowing

the regular brgadcast program.

Birect Broadcast Satellites

Direct Broadcast Satellite (DBS} systems provide broadcast transmission
and program services directly to users via earth-circling communications

sate]lites,
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Comsat's application for a broadcast content/transmission system has
been accepted by the FCC. The Commission anticipates two or three additional

appiications,

Satellite-to-Rooftop with Cable and Microwave Delivery Dotions

several common carrier applications to provide domestic fixed satellite
comnercial private network systems include:

#ATT/GSAT COMSTAR private lime end to end service;

e Domestic fixed satellite transmission in 1983 and 1984 {DOMSAT)
from Hughes, RCA, Western Union, and Southcrn Pacific Communications;

eSatellite-to-rooftop data transmission from Satellite Business
Systems (SBS);

obigital radio services (approximately 30 applicants anticipated
for 7 frequencies). Xerox has made applicatioen to the Common

Carrier Bureau.

Domestic Public Land Mobile Radio Services

Cellular mobile services are anticipated to be comparable in quality
to landline message telephone services.

The first applications wWill be accepted by the FCC in December 1981,
Services will be approved for wireline carriers and non-wire carriers on
frequencies compatible throughout the country. Single cell offerings will

also be considered,
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TABLE 2 - Land Mobile Radio
and Telephone (Mobile Carriers)

1979
Revenue
Service # of Providers (miltions} Regulator
Radio Common Carriers 737 $ 228 FCC Common Carrfer Bureau
Telephone (mobile) 442 N.A. FCC Common Carrier Bureau
Private Radic Services a N.A. FCC Private Radio Bureau

a. 779,000 stations have been authorized. There are an estimated 33,000
additional applications pending.

b. The private radio bureau has requlatory responsibility over two-way
communications by individuals and private industry and non-federal and
local government. This includes police, fire, aviation, ham and CB radio.
Also included are private 1and mobile radio systems, which are two-way
systems that may be connected to the wireline telephone network.

N.A. not available,

Source: Federal Communications Commission

Cable Television

Regulations, although greatly reduced, continue to require “must carry”
local signals. Signals are distributed via éables which are physically
connected to subscribers’ locations. There were approximately 4,400 systems
at the end of 1980, owned by about 50 major firms, producing revenue of about

$1.9 biltion. Regulation is primarily at the local level.

Telephone and Record Service

Common carriers provide services upon "reasonable” request and at
reasonabje rates, terms and conditions, without discrimination. Regulatory
practice implements the Communications Act mandated through control of

market entry and exit, Ticensing, and rate regulation.
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TABLE 3
Telephone and Related Common Carrier Services
# of 1980 Revenue
Service Providers {millions]) Regulater

Basic Telephane A

LIE 2 $ 51,900 50 State Public Ut1lity Commissions,
Other telephone FCC, Common Carrier Bureau

companies 1,483 10,300
Yalue-Added :

Carriers 4 800 {est.) FCC, Common Carrier Bureau
Misc. Microwave

carriers 48 {est.) n.s FCC, Common Carrier Bureau
Specialized Com- d

mon Carriers 6 246.9 (est.} FCC, Common Carrier Bureau

2 ATET operating companies.

b Packet switch/domestic record carries., Exclusive of resellers who own or
lease facilities. The four providers are Tymet, Western Union, Graphnet,
and GTE/Telenet.

¢ For example, satellite and terrestial carriers of CATY signals.

d MCI, Western Union Metro, Southern Pacific Communications, USTS, Western
Telecom, ITT Citycall.

[Whereupon, at 5:15 p.m., the hearing was adjourned, subject to
the call of the Chair.]
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STATUS OF COMPETITION AND DEREGULATION
IN THE TELECOMMUNICATIONS INDUSTRY

WEDNESDAY, MAY 27, 1981

House or REPRESENTATIVES,
SUBCOMMITTEE ON TELECOMMUNICATIONS,
CoONSUMER PROTECTION, AND FINANCE,
CoMMITTEE ON ENERGY AND COMMERCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
2322, Rayburn House Office Building, Hon. Timothy E. Wirth
(chairman} presiding.

Mr. WirTH. The subcommittee will come to order.

Today is the second day of our subcommittee’s inquiry into the
status of competition and deregulation in the telecommunications
industry.

Last week, the subcommittee took a general look at the reasons
for regulation, and the yardsticks to use to determine when deregu-
lation is appropriate.

This week, our witnesses will define more specifically the mar-
kets within which various telecommunications products and serv-
ices compete.

Our goal today—and throughout these hearings—is to lay a foun-
dation of facts for legislation to be introduced in September or
October.

Our inquiry into various telecommunications markets and the
status of competition in each will enable the subcommittee to draft
legislation that deregulates the industry in cases where deregula-
tion is appropriate, but retains regulation in those instances where
market forces have not yet matured.

Witnesses this morning and tomorrow will appear on panels that
correspond to rough divisions of the telecommunications industry—
information, including video, text, data bases, and data processing;
local distribution facilities and services; customer premises equip-
ment, including telephone handsets, computer terminals and tele-
phone switching equipment; and long distance transmission facili-
ties and services.

Today’s panels will examine the information and local distribu-
tion chunks of the telecommunication’s industry and break them
down into markets. Within the information segment of the indus-
try, for instance, which products and services compete against each
other? Where will new products and services fit in? Can we talk
about a video market as distinct from a text market?

Witnesses will also explore the varying regulatory treatment
accorded to similar products or services.

{171)
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Thus, major change casts a long shadow before it, allowing those
who have tollowed the process with some attentiveness to make
appropriate adaptive responses.

Thank you for the opportunity to appear today.

[Testimony resumes on p. 253.]

[Mr. Compaine’s prepared statement and attachments follow:]
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Testimony of Benjamin M. Compaine before the
Subcommittee on Telecommunicatiens,
Consumer Protection and Finance
House Committee on Energy and Commerce

May 27, 1981
INTRODUCTION

My name is Benjamin M. Compatne. I am Executive Director, Media and Allied
Arenas, of the Program on Informatfon Resources Policy at Harvard University. I
hold a similar position with the Center on Infermation Policy Research, (bicgraphy
attached as Appendix A). The Program is a research organization supported by about
100 diverse organizatfons involved in the information industry (1ist of supporters
ts attached as Appendix B), We do no proprietary consulting and all of our weork
is available to the public. My testimony today does not necessarily reflect the
position of any of our supporting organizations.

My objective in this testimony is to describe the content side of the
telecommunications business. 1 will focus on the traditiomal {nformai1on
providers and how technology is playina havoc with the traditional bounda-
ries that served to separate the media from one another and from apparently
unrelated businesses. My remarks should be viewed in the context of previous
testimony submitted by my colleagues, John LeGates and John McLaughlin.

As in the traditional telecommunications industry, the world of the infor-
mation supplier is rapidly changing. The so-called media businesses--newspapers,
magazines, television, radio, etc.--are discovering a convergence with one
another and with other information carrying processes, including cable, satel-

Tites and the computer/telecommunications network.
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SIZE AND SCOPE OF THE TRARITINNAL MEDIA BUSINESS

As sketched on our information business map {Figure 1}, the businesses I
am describing occupy roughiy the extreme right quadrant a}ong the conduit/con-
tent axis and vertically spans the range of both products and services. The
medfa include the virteally pure service function of the news wire services
used by publishers as well as the pure products called bgoks or magazines.
But they also stretch two-thirds of the way towards the conduit Timit in the
services, refltecting the broad range of transmissfon vehicles that are becom-
ing available for distribution conduits. To the extent that information ser-
vices are using the telephone network to transmit computer-based content, the
1ine could be extended further West. ~Indeed, given the substantial reliance
of magazine and book publishers on the Postal Service and private delivery ser-
vices, one could arque that the media extend completely along the East-Yest.
axfs as well. Our demarcation criteria in 198} aré based on the extent to which
the condult operator has responsibility for content. Cable and broadcast opera-
tors do make content decisions, whereas today the telephone companies and Postal

Compared to the telecommunications business, the entire media and entertain-
ment business is relatively small. As derived from Table 1, the mass media busi-
nesses--encompassing newspapers, broadcasting, cable, motion pictureé, magazines,
hooks and ﬁdQertising together--were about the size of the telephone indus;
try alone--$50.6 bi1lion in 1979. Expressed another way, all the Time Incs.,
CBS's, Times Mirror Cos. and Teleprompters combined had revenue roughly equal
to that of the American Telephone & Telegraph Co., which accounts for 85 percent
of telephone industry revenue.

Traditionally, we have tended to divide the media industry into two segments:

the print media and the electronic media. The latter covered television and radio
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Table 1}

(4)

Revenues and Expenditures on the Information Endustry. 19719
(See axplanatory notes, Appendix [}

INDUSTRY OR [NSTITUTICN

1970 1971 1972 1973 197 1978 1976 1977 1978 1979
Comunications ) {in billions}
Computer Softwire and Service Suppliers $ 1.6 $1.8 $20 2.6 $3.2 $3.8 $45% §53 3$6.3 $7.5
Computer Systems Manufacturers b ) 12,24 4.4+ 16.6¢ 18.B¢ 21,2+ 2.8+ 28.0+¢ 31.2+
Electronic Corponents and Accessories 1.3 7.3 8.8 10.8 11.3 101t 12.4* 15.2* 17.6* 20.3*
Mobile Radio Systers 9% 224 2.4 286 2.9¢ 37v A5 a2t 50 a
Satellfte Carriars g.0* 00* 0.1 DI GO 0.2* 0.2 0.2 0.2* 0.3
Telegragh 0.4 0.4 0.4 0.5 0.% 0.5 0.5 0.6 0.6 0.6
Telephone 182 .0 226 255 263 N3 B.6 1 5.2 506
Ierrestrial Commn Carriers a.0 0.0 0.0 2.0 0.0 8] o.1* 0.1 0.2 0.3
Hedia and Entertainrent
= Advertising 1.4 1.4 16 W7 20 21 25 28 A% £.0°
« Ergadcasting
Redio 1.1 1.3 1.4 1.5 16 1.7 0 2.3 2.6 2.8%
T 2.8 2B 12 1.5 3.8 A1 5.2 59 €9 7.9
» Book Publishing 2.4 2.7 ¢.9 .1 3.3 3.5 4.0 4.9 5.5% &.0¢
sCable W 0.} 0.1 0.4 0.5 0.6 0.9 1.0 1.2 1.% 1.5*
o Naws Wire Services 0.7+ 0.1+ 0.1+ 0.1 0.3+ 01+ 0.2+ 0.2¢ 0.2+ 0.2¢
o Motion Plcture Distribution and Exhibition 1.2+ §.24 1.4+ 1.8 2.3 2.5 2.4 2.7 3.4* 3.6
« Newspapar Piublishing 1.0 7.4 B3 B9 a6 104 1.7 130 450 160
Organized Sports, Arenas 1.1 1.2 1.2 1.2 1.4 1.4 1.6 1.7 1.8 2.1
. Periodical Fublishing 3.2 3.2 15 3.9 4.3 .4 5.0 6.1 7. 8.2
Printing, Bonk znd Cormercial 88 9.0 100 1.0 120 129 4% 165 154t 0.7
- Radio ané TV Communications Equipment .3 B 9.4 9.1 1W.6* 1T.9* 112 145 a &
- Theaters 01 01 04 0.1 [T S 10 B N | 0.2 &2 0.3
Pos ta) '
Postal Service 6.3 &7 18 $3 9.0 1.0 1.2 110 141 181
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broadcasting., These distinctions were formed on the basis of the process used
to deliver the content to end users. Thus, an Associated Press story received
by a newspaper was set in type and printed on paper. A version of the same
event received by a radio station would be read over the air--usually in a more
condensed fashion. Though the content of both media could be the same, the
_process for distributing it to the end user differed (although the process of
getting to the publisher or broadcaster--"the wire" was identical}, And the
format in which it was ultimately displayed to the user differed: fnk on paper
in the case of the newspaper, sound produced by a vibrating speaker cone in the
case of the radio broadcast. Table 2 summarizes the major forms of distribution

for traditional media.

83-191 O0—81——15
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TABLE 2

PRIMARY FORMS OF DISTRIBUTION OF TRADITIONAL MEDIA

Primary
Traditional End-Product Distribution
Med fum Format Machanisms
Newspapers ' ink-on-paper Press to paper to:

Trucks to carriers for home delivery
and newsstands.

Magazines and ink-on-paper Press to paper to:
Newsletters 1. Postal Service to addressee
: 2. Teucks/train/plane to private
carrier to addressee
3. Trucks/train, etc. to wholesalers
to retailers to buyer

Books ink-on-paper Press to paper to:
1. Trucks/train, etc. to wholesaler
(sometimes) to retailer to buyer
2. Postal Service to addressee
3. Private carrier to addressee

Television/Radio video/audio Telephone cofpany or alternative circuits

to: local broadcast transmitter to user
recefvers
Messages
1. written {nk-on-paper Postal Service to addressee .
2. oral audio Telephone lines, switched to recipient
Motion Pictures visual projection Common carrier trucks or Postal
of 1ight through Service to theatres.

fitm, with optical
audio soundtrack

Source: Program on Information Resources Policy
Harvard University, Cambridge, MA 02138,
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NEW DISTINCTIONS AND OLD SIMILARITIES

As we know, these distinctions are less useful today. Using the Mead Data
Central's Nexis $ervice or CompuServe's MicroNet, we can use a T¥-1ike box to

read the text of The Washington Post, among ather "print" media. In fact, the

buTk of a newspaper's internal operations today use electronic processes.
Stories are composed using keyboards with video display of text. Copy may be
composed on terminals away from the main office and transmitted via telephone
Vines. The stories and advertising copy are stored fin computers and transmitied
in-house to the terminals of editors who work on the stories. Only at the end
of the production flow is the electronic procesé married to the traditional
mechanical one for printing and distribution.

In the area of more conventional television programming, it is no longer
possible today for an chserver to be sure how the picture on the television
screen got there. Many homes today have the option of seeing programming from
¢ff-the-air transmission, via cable transmission, via a videp cassette or a
video disc. The over-the-air transmission may be via VHF; UHF, low power UHF,
or microwave. Similarly, the user of a data service, such as CompuServe, can
be tied to the VDT using the switched telephore lines or by cable. ‘

Table 3 provides a sampling of services being offered ar proposed using
some form of electronic delivery or display. A glossary of some of these and
other services is provided in Appendix €.

In summarizing the shift in the print portion of the traditional media,
we can Jook at what print looks Iike using our information maps. The publish-
ing process in the mid-20th century could be sketched as in Figure 2. Here,
content creators, such as writers, artists, etc. (1}, relied on mechanical
devices and paper {2) to turn the content into a product, such as a book,
newsletter, etc. {3}, which was then physically distributed by the Postatl

Service, truckers and others to retailers or end users. MNotice that the
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TABLE 3

EXAMPLES OF SERVICES OFFERED VIA ELECTRONIC 60NDUITS

ONE WAY
BASIC

CASLE ~retransmission of
broadcast signal
-new networks
- sports
- demographic
- special interest
- news, Sports,
- shopping
(telephone order)
=text

PREMIUM - Flat rate
=-feature films
-high culture
~gpecial sports and
entertainment
B8'CAST Traditional commercial and
public TV & radio
Direct b*cast satellite to
homes, apts.
- premium cable offerings
Teletext

OFF-LINE ¥ideo discs
~theatrical films
~special interest pregramming
¥ideo cassettes
-films
-special interest
-off air recording
* <home movies
TELEPHORY Recorded Information services
-weather
-sports scores
-stock reports
~time
~dial-a-joke
~etc.

Program on Information Resources Palicy
Harvard University

Source:
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INTERACTIVE

BASIC

—

-as one way

-referenda

~shopping, on-line ordering
=¢lassified ads

PREMIUM - Pay per view

-a5 in one way

-games

-Information services
-security services

Ability to capture and hold
desired frame. .

Discs
-programmed Jearning
~-random access reference
-sales: catalogs

Cassettes?

Home computer

Traditional voice

Yiewdata/data base access

-tree structure
~full keyboard
ereference
onews and information
sshopping
Financial transactions (EFT)
Home security
Electronic mail
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(10)
process relied on products and services in the corner of the maps. It is the

same process that Gutenberg might relate to and certainly was familiar to Ben
Franklin.

Today, many publishers are using a process only partly modified. Figure
3 shows that the content creation portion is the same {1}. But a new group of
machines with some fntelligence, including computers, telephones and editing
terminals, are used to input the content (2). Yet, presses and paper are still
relfed on (2) to produce a product (4}. bdistribution fs still by physical del-
ivery {5).

Figure 4 diagrams the evolving process for certain types of content previous-
1y published on paper. Again, content creation stays constant (1). The automated,
computer-based equipment being implemented today is used for input, storage and
editing (2). But by storing the finished product digitally (3} and making it
available to users via one or more telecommunications links (4), the process for
the first time bypasses those cormer activities that have proven to be capital,
labor, or energy intensive. In their place are the seryices and products of
businéSses that have become technological feasible mostly in the past 50 years

and edonamiéal]y feasible for these tasks oaly in the past three or four years.
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(13)
BASIC ECONOMICS OF THE MEDIA

The information and entertainment provided hy the media industry is paid
for by two sources. Much of it is financed by advertisers, who buy time or
space. Indeed, many claim that the real product of the advertising-supported
media is the audience they “deliver" for the advertiser's message. The second
revenue stream comes from the users of the infermation products or services
themselves. These include tha subscription and circulation revenues paid for
newspapers and magazines and the price paid for books and scholarly fournals,

A general summary of sources is seen in Table 4.

Traditional commercial broadcast television and radio, at one extreme, is
financed completely by advertising revenue. Other than the price and mainten-
ance of a television or radio receiver, the cost to the user {s simply the elec-
tricity. Some magazines derive all revenue from advertising,

At the other extreme, books, some scholarly publications and many news-
letters have been supported totally by their users. In fact, one way Lhat a
book may be distinguished from a magazine is by the former's lack of advertis-
ing. Actually, many journals have received some non-user support in the form
of subsidies from sponsoring associations. Rook publishers have historica11}
benefited from an indirect subsidy in the form of special postal rates, but
this is grédua1ly being eliminated. In a few cases, some successful trade
books have earned revenue by sales of movie rights, but this cannot be con-
sidered an integral part of industry econcmics. .

In the middle ground, newspapers and magazines have received revenue from
both subscribers and advertisers. Although averages by definition overlook the
extreme, in general, consumer magazines derive between 55 percent and 75 percent
of revenue from advertising, with the percentage highest for the Targest circula-

tion general interest magazines and lowest for small circulation literrary or poli-
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TABLE 4

Typical Sources of Revenue for the Traditional and New Media, 1981

Adver%ising Circula%ion/ﬁa]es

Daily Newspapers 65-80% 20-35%
Consumer Magazines 55-75 25-45
Trade/Professional

Magazines 50-100 0-50
Newsletters 0 100
Books o 100
Commercial Broadcasting 100 0
Cable Operations 5 95
Cable Programs 0-100 0-100
On-Line Data Rase

Publishing 0 100

Source: Benjamin M. Compaine. Program on Information Resources
Policy, Harvard University.
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tical magazines. Newspapers get 65 percent to 80 percent of revenue frem adver-

tising. Again, the larger metropolitan papers are at the high end.

In the case of newspapers in particular, the mix of advertising is germane
for certain policy decisions. Most newspapers are a Yocal medium, By contrast, tele-
vision 15 a mostly national medium. As a result, the percentage of newspaper-
advertising revenue derived from local accounts has increased as television moved
into the media scene.* In 1950, 75% of newspaper advertising was local, the rest
being from national accounts. By 1980, the local portion had climbed to 85 percent.

Among the emerging media, the method of revenue production is still evolving.
Up to 1980, cable derived nearly all of its revenue from user fees. In 1880, it
has been estimated that advertising provided perhaps 5 percent of total revenue
for cable operators. Some distributors of cable programming, however, are look-
ing increasingly to advertiser support for their ventures. Beth ABC and CBQ,
for example, have announced plans for advertising-supported programming that will
be distributed via cable. Movement in the cabie arena seems to be in the direc-
tion of more of the original programming being advertisﬁng-supportgd,iﬁ'the tradi-
tional mold. But it appears that consumers will have the option to buy other pay
services that will be user financed.

. To date, most video cassettes and the handful of videc discs have been user
supported. Some trade press articles have speculated about advertiser-subsidized
discs or cassettes, but it apparently has not yet been attempted. Neither audio
records nor cassettes have found a niche in the subsidized category.

In the electronic publishing area, it is presumed by many that a truly mass

market service cannot develop unless a way is found for advertisers to fill a role

*gcal accounts include department stores, food markets, local automobile
gealers, regionally based chain stores and national chain stores that make ad-
vertising decisions locally, and classified advertising, National ads are
those from cigarette firms, liquor, wines and beer producers, automobile manu-
facturers, etc,
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cimilar to that provided currently for newspapers and magazines. Today, sub-

seribers to CompuServe's system can have access to several newspapers, but at

a cost substantially higher than purchasing the entire print version. For ex-

ample, after 6 p.m., the cost to access The Columbus Dispatch is $5.00 per hour,
or $.083 per minute of connect time. The entire paper costs .15 in 1980.

In England, part of the Prestel data bank 1s provided free by advertisers
or publishers. An airline may provide data om its flight schedule. A newspaper
provides pages of news. It is still too early to determine whether such services
have long term viability for the suppliers.

In the business/institutional sector, users are paying relatively stiff fees
to have access to information services provided by Dow Jones, Mead Data Central
and others, But in this case, it is often cost-effective for users, based on
the alternative labor costs in acquiring the sought-after information by conven-
tiona) means. Moregver, many newsletters and reference services have long charged
what to residential consumers would seem like high prices for speciatized infor-

mation geared to a narrow market.
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REGULATORY CONFUSION AND PARADOXES

A reason for the biurring of the lines of distinction among the media is
the developing technological systems that are increasingly transparent to con-
tent. For example, a digitized bit looks the same to a computer, a satellite
transponder or a CRT's electron gun whether it is part of what will eventually

become a Wall Street Journal facsimile page or of a Cable News Network transmission.

Thus, it is somewhat misleading today to think in terms of markets for specific
products, such as a newspaper or & television show., The more crucial distinc-
tion is among processes rather than formats.

However, we are still basing our decisions on regulation, market share,
and antitrust on the rapidly fading industry definitions. The result yields
some strange outcomes. For example, a broadcaster, for many historical reasons
of technology and politics, must adhere to a "public interest” standard in judg-
ing the content of his or her programming. Broadcasters are licensed by the FCC.
‘A newspaper has no such restrictions or obligations, other tham those ;e1f-1mposed
by the ethics of the profession. The justification for these discrepancies in the
context of the First Amendment has been in the scarcity of spectrum and public ow-
nership of the airwaves compared to lack of such timits in print, The irony'here
is that most communities are served by only ane newspsper while they may
more diversity in television stations. Recent movements to reduce regulations
on radio are in part a recognition of this anomaly.

Similar paradoxes are developing elsewhere. Cable, which is generally regu-
jated at the municipal level, has eyolved into de facto exclusive franchises for
each area. Thus, despite the 24 or 56 or more channels in a system, they are al-
most all under the complete control of the system's owners. Any non-broadcast
signal provided by the cable operator has no fairness doctrime requirement. Cable

today is thus much closer to the print model regarding content than to its seem-
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ingly closer cousin, broadcast television. Among other results, cable systems

may thus show movies intp the same homes, over the same receivers, that could
not receive such programming in the past because a broadcaster would be in dan-
ger of Josing his or her }icense under current requlations.

Furthermore, it is widely held that the best-selling prerecorded video
cassettes have been for pernographic movies. But beyond this, should videc
disc machines become mass market items, the potential exists for video pub-
1ishers to provide a wide range of programming for the home or institutional
televisfon set that bears none of the regulation offixed to broadcast televi-
sion, Those few programmers using common carrier multipoint distributien ser-
vices similarly may find that they march to a drurmer other than do their broad-
cast regulated brethren. It is unclesr at this time whether those plan-
ning to provide satellite-to-home transmission will have any content requirements.

The user, of course, is oblivious to many of these distinctions. The home
yiewer turns a dial or pushes a button on his or her cable unit and gets a variety
of programming. What confusion will result when some political candidate tries
to get equal time on a cable originated show or some spe;ia] interest group finds
that the programming of some religious, cultural or aother cablecaster does not
refiect fairness doctrine balance?

Similar confusien may reign on the “"print” side. Several experiments around
the country--in Los Angeles, Salt Lake City, Chicago and here in Washingten--are
planning on using a conventional video broadcast signal to transmit textuz) infor-
mation. There is already some debate as to who controls the vertical Blanking
interval, which i5 cne way of sending such teletext data to users with decoders

attached to their conventional television sets. If The Chicago Sun-Times gener-

ates the information, does it or should it be held to broadcast content standards?
Should the FCC previde separate authorization for use of the vertical blanking in-

tervals?
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One of the battles on the print side involves the newspapers and the

telecommunications industry, par;icular]y AT&T. Among the issues this com-
mittee will have to resolve--and I don't envy your task--is the extent to
which AT4T will be able to get into the content business. This encompasses
not only electronically-stored and-transmitted news, weather, sports, consumer
information, etc., but advertising that Tooks rather similar to Yellow Pages
Tistings to Bell people and classified ads to the newspaper publishers,
Stakes

The stakes in this arena are considerable. Revenues for Yellow Pages
advertising was about $2.3 billion in 1979, Although a small piece of total
Bell revenue, it is ronetheless a very profitable piece. For the newspapers,
it 1s a major part of their revenue stream. At a large city newspaper, classi-
fied advertising, most of it from commercial accounts, provides about one-third
of advertising revenue and as much as 25 percent of total revenue. On.a per
page basis, it is generally significantly more profitable than display adver-

tising.

150



236

(20)
UNKNOWNS:  CONSUMER PREFERENCES

While the technology has been the driving force in the shifting informa-
tion industry boundaries, a major unknown s how consumers will actually react
to the new offerings. How much will they pay to access information electronic-
ally that they now get as part of an inexpensive newspaper ar magazine package?
How much will the hardware cost them? The business/institution market is some-
what different. Here there is considerable precedent for acquiring subscriptions
and hardware that are essential to the performance of the institutions’ task or
to increase its productivity.

But at the consumer level, behavior reseérch has found that media use 1s
n?t simply a function of a need to know or be entertained. Media are used in
the context of situational and interpersonal needs, as well as the more obyious
economic and demographic determinants.

what this means is that predicting what new media will be used to serve
what function is not a very reliable exercise today. [ am extreme1y-5kept1cal
of those who project the market for viewdata services or of the direct broadcast
sstellite business,etc. to be so many billion dollsrs by 1990 or whatever. As Con-
fucius may have said, "Forecasting is a hazardous occupation, especially whén
it deals with the future." Indeed, even predicting the size of the market for
existing commodities, such as newsprint, has met with embarrassing error to
some over the past decade,

On the other hand, we are not without some gross quidelines in dealing
with the future of the media. Table 5 is an extension of Charles Scripps'
Constancy Hypothesis, largely developed by Maxwell McCombs of Syracuse Univer-
sity. The hypothesis says that the proportion of personal consumption expen-
ditures {BCE) a)located for the mass media remains quite constant, regardless of move-

ments in overall personal consumpticn expenditures. This figure has remained
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remarkably consistent since the 1930's at about 3 percent of PCE., This is des-
pite the fact that during this period new media entered the marketplace, espec-
ially radio and television. Thus, over the years, consumers have spread their
media dollars over a broader spectrum of products and services by reducing rela-
tive expenditures in one area--particularly movie admissions--to make purchases
in other areas--particularly radio and television receivers. Nonetheless, an
expanding economy has still permitted total dollars to increase even 1n thase
areas with a dec1iﬁe in share.-

As 2 corollary to the Constancy Hypothesis, we can find a similar pattern
in advertising expenditures as a percentage of Gross Mational Product. This has
been near two percent over a long period. Again, the total pie in absolute dol-
lars has grown, with the economy, but despite new media, especially television,
advertisers have continued to spend a constant proportion on the media mix.

Implications for Policy Makers

What does all this mean for Congress and other policy makers., Most impor-
tantly, it strongly suggests that high though the stakes may be, we cannot ac-
curately predict what information services and products will win or lpse in the
next decade or two. For example, 1t is not a sure thing that viewdata or tele-
text will replace any existing medium. Indeed, if anything, history tells us
th;t new media tend to comptement or supplement older forms, mot replace them.
Television forced radio to change its programming, but radio has thrived. On
at least three occasions, pundits have forecast the end to the consumer maga-

zine, but today it too thrives. Magazines such as TV Guide, V¥ideo, or Channels

have sprung up over the years as the result of broadcasting and now gther types
of television. Sporfs magazines and news sections have been made mere popular
as the result of broadcast coverage of sporting events. Paperback books based
on successful theatrical films or television specials are another example of

the symbiotic relationship among the media.
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The implication for Congress is the need to be wary of those sources who

predict what will be the information sources of the future and who will provice
them. Crucial is provision for flexibility so that older industries can parti-
cipate along with new entrants in whatever systems appear worthy of implementa-
tion.

The Constancy Hypothesis and what we know about consumer media behavior
also indicates, however, that we may well be playing a zero sum game. That is,
given the implicit media budget of consumers and even institutions, new services
and products will undoubtedly draw off market share from existing players and
their output. Some may stiil survive if the economy continues to expand rapidly
enough. On the other hand, those who are in the media business today should be
' expected to seek out new processes for transmitting their information. That is,
newspapers can and should be expected to explore cable, telephone, broadcast tele-
text or other condyits for their information and advertising, rather than just
paper. Telephone companies similarly will want to provide information that is

now paper-based to customers via their telecommunications network.
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CONCLUSION

More than the development of some technology is necessary for it to
find application. For example, nesrly 400 years elspsed
between the Gutenberg printing press and the appearance of the mass circu-
lation newspaper. What was missing was the rest of the infrastructure that
would make possible an inexpensive product, such as technology teo produce
cheap paper from wood pulp, an increase in literacy to help produce 2 market, and
a rise in disposable personal income, not only to provide the funds with
which individuals could purchase the paper, but also to create the environ-
ment for commercial interests to find it worthwhile to advertise mass consump-
tion products and services, Nat the least significant was the coming together
of the steam engine with a rotary press--the former a distinﬁt technglogy,
the latter an improvement on the basic press. Combined, they provided the
crucial elements in being able to offer an efficient means for producing a
mass newspaper. The spread of the railroads. and the stringing of tﬁe tele-
graph lines alsa extended the patential audience and coverage for publishers.

Although dissemination of technology appears to bé more rapid in the

_20th century than in the past, it is still dependent on the same factors of
demand on the one hand and integration of technelogy into a system on the other,
to prodube an infrastructure that is socially, economically and politically
appropriate for the culture.

Indeed, it could be further argued that technological advances can be
encouraged or impeded by the existence of institutions--either private or
public--that are already entrenched or perform similar functions. For example,
neither radio, computers nor calculators met strong institutional barriers,

and their dissemination was relatively swift. In some cases, the new
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can help the old, as television has helped create interest for certain types

of magazines (e.g., Sports Illustrated) or theatrical films for paperback

versions of the book. Inr contrast, telephones, which competed more directly
with well-entrenched postal and telegraph services, took nearly 100 years to
become truly universal in Western society, particularly in those European
nations where the.governnent postal authority also had control over telephone
and telegraph. Even in the U.5., it was not until 1946 that 50 percent of
residences had their own phones. FEconomic, socfal and cultural barriers may
also prevent or delay implementation of technology.

Undoubtedly, mare recent media vehicles will eventually have some impact
on older forms, just as the development of radio cut substantially into the
share of advertising expenditures that had been held by newspapers or the
share of personal consumption expenditures devoted to theatrical film was
affected.by television. But to the extent that new media duplicate services

of entrenched old media, it may be decades before the effects are major.

It is generally accepted that the economics of informatfon storage and

transmission have changed, lowering costs. This appears to result from:

1) technological advancements in computers and associated integratéd
circuits; - !

2) the addition of earth communications sateilites that can be used
instead of or in combination with traditional land lines and microwave
transmission;

3} improvements in conventional telephone facilities, including such

services as packet-switching and others tied to the application of computers

through telecommunications; and
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4) general advancement in electronics that has produced potentially
economical information storage and playbaék devices such as video disks
and cassettes. _

Thus, it may be argued that the "new media" are not really so new.
Components of words, pictures and sound are the same. The display of tex-
tual material, just because it may be I"\.\tr“lt:ta'n“ on a video tube rather than
on paper, is not revglutionary for the user; nor is the production of moving
images and accompanying sound on & television set a novelty. What is differ-
ent is the new alternatives that information users may have in accessing
information--much {or most) of which already exists in some format.

Table & identifies alternative distribution processes as perceived in
1981 by the Program, especially as they apply to the residential market. It

.15 this group of conduits that is the subject of the greatest uncertainty--
whether as threats or opportunities. -

The questions and descriptions presented in tﬁis paper give riﬁe to
policy issues which must be addressed by both public and private policy makers,
A non-exhaustive 1ist of those which should be most salient to this decade

includes:

1) To what extent is an organization currently in the information
creation business vs. the information distribution business? In what areas

does the organization wish to operate?

2) Which mix of conduits are most appropriate for disseminating

various forms of content to existing markets?

3} Which conduits do users want or will they use to receive desired

information? (Includes balancing cost/utility,ease of use/speed, etc.)
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4} Who controls--or should control--the various conduits, under what

set of rules?

5) Who has access to these conduits as senders or receivers and under

what conditigns?

6) What interpreation of the right of freedom of the press as it
exists in each society should apply to various conduits, e.g., the brpadcast

model, the print model, some new model?

7) To what extent should social or economic changes that result from
new processes and formats of information distribution be anticipated? By

whom and to what end?

8) What are the transnational implications of technologies that

recognize no geographical boundaries?

Although we cannot predict the eventual outcome of the changing
information technology, we do know that change is inevitable. Llikewise,
it is not necessary to know which systems will win out and which will

disappear to anticipate possible outcomes.

It may help us to keep in mind three basic points about technologica?l
change. First, the impact of new technalogy on society comes about through
its adoption, not by the mere fact of its creation. Second, technological
change takes place through a rather orderly and predictable series of steps.
Finally, theée steps take time. Thus, major change casts a long shadow
before it, allowing those who have followed the process with some attentive-

ness to make appropriate adaptive responses.
Thank you for the opportunity to participate in these subcommittee

proceedings.
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APPENDIX A

BENJAMIN M. COMPAINE is Executive Director/Media and Allied
Arenas for the Prooram on Information Resources Policy at Harvard
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mation and technoloay, as well as economic and marketing studies of
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Brown Co., Publishers and W. B. Saunders Co. He has been the publisher
or general manager of several weekly newspapers. As 2 freelance jour-
n2list, he has contributed to newspapers, magazines and annuals.

Among his books, studies and cublications are The Newspaper
Industry in the 1580'a: An Assesameni of Feononice and Technology
(1980), Who Oums the Media? Coneentration of Qumership in the Mass
Communications Irdustry (co-author and editor, 1978}, Comsumer Magazines
in the 19803 (1979), The Book Industry in Tramsition: An Economic
Analysis of Book Distribution and Marketing (1978}, and "shifting
Boundaries in the Information Marketplace" (1980}.

Dr. Compaine has a degree in political science from Dickinson
College, as well as an M.B.A. from Harvard and Ph.D. in mass_communi-
cation from Temple University.
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APPERDIX €
DEFINITION OF TERMS

In this paper, information is used in a broad sense, to include all types
of media content, including segments commonly called news, advertising, enter-
tainment, literature, propaganda, graphic design elements, d?ta, bits, etc.

It does not include such highly subjective and even controversial conduits
Yike body language or similar interpetive symbols.

The mass media includes the traditional products and conduits such as
newspapers, magazines, books, periodicals, broadcasting, cable, etc. These
terms are used for convenience only and with scme hesitation, since the point
of much of the proposed research is to highlight the difference between, for
example, the newspaper as a physical product and as a collection of informa-
tion that can be distribufed in formats other than ink on paper.

Content is the information provided'by the supplier and received by the
user. It is composed of words, paragraphs, photograﬁhs, graphics, etc.
Process includes conduits--the highways over which information travels--as well
as the gathering, creation, and storage of the information. Format is the
form in which the information is handled as well as type of display of thé
content (e.g., on a video tube, on paper, as sound, etc.).*

Among the terms that have appeared in the popular or professional lfiter-
ature to describe some of the newer processes, videatext js a generic term for
all the various‘processes that invelve sending textual material for display

on a video disptay screen--often the home television receiver. Viewdata is in

* See Compaine, “A New Framework for the Media Arena: Content, Process,
Format," Program on Information Rescurces Policy, Harvard Univercity, 1980.
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turn a generic name for videotext that involves interaction between the user
who requests specific jnformation from a usually vast computer-stored data
base, with transmission both ways generally coming over conventional voice-
grade telephone lines through the switched telephone network. Some propri-
etary viewdata systems are Prestel in Great Britain, Viewtron, Knight-Ridder's
U.S. version, Telidon in Canada. Teletext, on the other hand, is a videotext
system that is transmitted §n the vertical blanking interval within a conven-
tional televised broadcast signal or possibly through a cable channel. In
general, teletext offers less information capability than viewdata and tends
to be one-way rather than interactive, aithough individual screenfuls of
desired data can be "captured" when sent and stay on the screen as long as

the user desires.

Electronic data bace services include viewdata services. The latter tends

to be used for services directed to residential users (although there is no
reéson that it must be so) and in many installations to date they rely on an
operationally simple retrieval protocol invelving a simple numeric keypad for
thé user and a tree-structure system that gets users to desired information

by a process of elimination. More sophisticated services, used by institutions
at first, allow the user to search data bases using key words typed on.a fuli
alpha-numeric keyboard. Ffrms such as Source Telecomputing Co. (subsidiary of
Reader's Digest Association, Inc.}, CompuServe (subsidiary of H, &R. Block), and
Dow dJones are marketing this type of view-data service to residential as well as
institutional customers.

Video cassette recorders (VCRs) or video tape recorders (VTRs) became a

consumer item in 1975 with the introduction of 1/2-inch model from Sony. They
can play prerecorded video tape through a conventional television set or

record programs received by the set. Video disk players today can only

play prerecorded disks over the television set, but the disks are generally

less expensive than identical taped prerecorded programs.
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Cable refers to the use of coaxial cable to deliver broadband video pro-
gramming to the television set. It can also be used for sending signals from
- the subscriber back to the origination point {called the "headend") of the
cable operator. Initial cable installations carried 12 channels and mostly
- retransmitted broadcast signals. Newer systems are specifying as many as 108
" channels and most carry special programming not available by broadcast. Basic
cable service includes the channels subscribers get for the minimum monthly
fee. Pay-tv refers to bremium programming, often theatrical films, for which
subscribers must pay an additional fee. Most systems charge a flat rate for
premium service, but a few charge on a per-program watched basis, Qube is
Warner-Amex Cable Co.'s proprietary name for a two-way cable service that
enables subscribers to respond to questions or other "action jnformatian"

on certain channels.

Subscription television (STV) is essentially pay-tv sent usually over-

the-air via a normal UHF signal. It i§ encodea sg that it comes out scram-
bled when it is tune in, except for subscribers who pay a monthly fee for a

decoder.

Multi-point distribution services (MDS} is a low-power broadcast signal,
using microwave frequencies. It is being used to a limited extent for pay-tv

services. Here, the subscriber needs a special receiver.

The switched telephone network refers to the common telephone service
that allows, through a series of switches {(or equivalents using digital tech-

nolagy} for any telephone in the world to reach any other telephone.

Direct broadcast satellite (DBS) is a service ;hat would permit indivi-
dual homes {or apartment complexes, hotels, etc.), to receive broadcast sig-
nals directly from earth sateilite orbiting 22,900 miles above the earth.
Currently, these satellites are used to transmit signals from program origi-
nators to cable operators (or conceivably local broadcast stations), for re-

transmission to conventional antenna and receivers,
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APPENDIX D
Informatfion Industry Revenues--Explanatory Motes

Computer Software and Service Suppliers--Revenues for services (remote and
batch} and software ﬁndepenﬁgnt!_f‘rom Internatfonal Data Corporation,
Waltham, Mass.

Computer Systems Manufacturers--Revenues for leading manufacturers from
International Data Corporation, Waltham, Mass, _

Electronic Components and Accessories--Value of shipments from U.S. Industrial
Outlook, annual, based on government statistics.

Mobile Radio Systems--Revenues for common carrier and licensed mobile radio
services are estimates based on data from the FCC Common Carrier Bureau.

Satellite Carriers—-Total operating revenues for COMSAT from the FCC Common
arrier bureau, and revenues from operational domestic satellite com-
panies estimated by International Resources Development, Inc., Norwalk,
Conn.

mtﬁtrjaLConmn Carriers--Total revenues for terresti-ial operations from
C Common Carrier Bureau.

TelegraEh--TntaT operating revenuves for domestic telegraph from FCC Statistics
g: 10:!1!1" Carriers with added data from FCC Common Carrier Burdau, Statistics
vision, i Co '

Telephone--Operating revenues from FCC Statistics of Commmications Common
Earr'lers with added data from the FCC Common Carriér Bureau, Statistics
Bivision.

- Advertising--Ad agency gross income from U.S. Industrial Outlogk, annual.

Broadcast Radio--Cormercial radio gross revenues (less commissions) from
= FCC News and U.S. Industrial Outlook (1979).

Broadcast T¥--Gross advertising pilus all other broadcast revenuves (less
commissions) from FCC Mews and U.S. Industrial Outlook, annual.

Book Publishing--Value of shipments from U.S. Industrial Outlook, annual.
Cable TV--Revenues from FCC Cable TV Bureau and U.S. Industrial Outlook (197%).

News Wire Services--Estimated gﬁ:ss annual revenues worldwide for Assocfated Press
and United Press International, from New York Times, United Press Inter-
national and Associated Press.

Motion Picture Distribution and Exhibition--Gross domestic box office receipts
plus remittals from receipts of overseas film rentals from U.5. Industrial
Outlook, annual, and Bureau of Industrial Economics.

Newspaper Publishing-- Yalue of shipments (1370-71) or receipts (1972-79)
from U.S. Industrial Qutlook, annual,
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Organized Sports, Arenas--The market value of purchased admissfons to spec-
tator sports by individuals and non-profit institutions from U.5. Depart-
ment of Commerce, Statistical Abstracts of the United States, annual, and
Census Bureau,

Periodical Publishing--Yalue of shipments from U.S. Indbstr1a1 Outlook, annual,

Printing, Book and Commercial--Value of shipments from U.S. Industrial Outlook,
annual.

Radio and TV Communications Equipment--Yalue of shipments from the U.S.
Department of Commerce, Lensus of Manufactures,

Theaters--Total box office receipts for Broadway and road theaters from
VYariety.

Postal Services--Operating revenues from the Annual Report of the Post Master
General.

Private Information Delivery Services--Operating revenues are estimates based on
figures reported by largest pub¥icly owned firms.

Banking and Credit--Total receipts for partnerships and corporations and
business recefpts for sole proprietorships from Internal Revenue Service,
Statistics Division.

Brokerage Industries--Total receipts for partnerships and corporations, plus
business receipts for sole proprietorships for real estate brokers and
security and commodity brokers, dealers, exchanges, and services, from
Internal Revenue Service, Statistics Oivision.

Insurance--Total receipts for partnerships and corporat1ons and
business receipts for proprietorships from insurance agents and carriers,
from Internal Revenue Service, 3tatistics Divsion.

Legal Services--Business rveceipts from sole proprietorships, partnerships,
and corporations from Internal Revenue Service, Statistics Division.

Paper and Allied Products--Value of shipments from the U.S5. Industrial
Qutlook, annual, based on government statistics.

Photographic Equipment and Supplies--Value of shipments from U.5. Industrial
Qutlook, annual, based on government statistics.

Business Consulting Services--Business receipts for sole proprietorships and
partnerships from Internal Revenue Service, Statistics Division,

Business Information Services--Estimated revenues of specialized reporting
services, credit information services, newsletters plus loose leaf
services, and gemeral business data bases {on-line) from Knowledge
Industry Publications, Inc., White Plains, N.Y.

Marketing Research Services--Research revenues of the 10 largest companies from
Advertising Age.
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U.S. Census Bureau--Total of federal and trust fund outlays from U.S. Depart-
mnt o ommerce.

County Agents--Sum of federal, state, local, and non-taxable -appropriations,
from U.S. Department of Agriculture, ’

_Libraries--Total budgets from Knowledge Industries Publications, Inc., White
Tains, N.Y., based on U.S. Department of Education, National Center for
- Education Statistics figures.

National Intelligence Communig%--Budgeted expenditures for U.S. Defense,

Military Inteiligence and ommunications; National Security Agency;
Central Intelligence Agency; and Intelligence and Research, State Depart-
ment, from Budget of the U.5. Government.

National Technical Information Service--Sum of appropriations and sales,
from Budget Office.

Research and Development--Total outlays for basic research, applied research,
and development from Statistical Abstract of the United States, annual,
and U.S. Department of (ommerce, Bureau of the Census.

Schooling--Expenditures by federal, state, and local public and nonpublic
~ elementary and secondary schools and institutions of higher learning
from Statistical Abstracts of the United States, annual, and U.S. Depart-
ment of Commerce, Bureau of the Census. :

Social Security Administration--Total administrative outlays, from the Social
' Security Administration. J

estimated
- lower bound

not available as of January 1981
not available

under $50 million annualily

Nno» 4+ *
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Mr. WirTH. Thank you very much.

Our final witnesses this afternoon are all very familiar to the
subcommittee, bringing a great deal of expertise as usual to us.
Professor Tony Oettinger, Chairman of the Program on Informa-
tion Resources Policy at Harvard; Mr. Walter Hinchman, president
of Walter Hinchman Associates; and Mr. Dale Hatfield, now I be-
lieve a private citizen and formerly with NTIA., And accompanying
Mr. Oettinger is Mr. John LeGates, also with the Harvard pro-

gram.

Gentlemen, thank you very much for being with us. Perhaps, Mr.
Oettinger, we could start with you.

Mr. OETTINGER. If I may, Mr. Chairman, Mr. LeGates has a brief
statement that he would like to make and then I have some pic-
tures to go with it. Is that agreeable with you, Mr. Chairman?

Mr. WirTH. Excellent.

Mr. LEGaTES. And then pictures, all right.

STATEMENTS OF JOHN C. LeGATES, DIRECTOR, AND ANTHONY G.
OTTINGER, CHAIRMAN, PROGRAM ON INFORMATION RE-
SOURCES POLICY, HARVARD UNIVERSITY; DALE N. HATFIELD,
BOULDER, COLO.; AND WALTER R. HINCHMAN, PRESIDENT,
WALTER HINCHMAN ASSOCIATES, INC.

Mr. LEGATES. Mr. Chairman, I will just touch on some of the
" highlights of my comments here, and with your permission, submit
the entire copy to the record.

Mr. WirTH. The entire statement will be included in the record.

Mr. LEGATES. We believe that there are important structural
gimilarities among three of the groups of organizations which we
are discussing. One is American Telephone & Telegraph Co. and its
various competitors as they exist today. The others are the two
components into which the antitrust modification proposed on Jan-
uary 8 would divide A.T. & T.; the corporate entity commonly
known as the new AT. & T. and the Bell operating companies,
along with their respective competitors.

We think that the underlying issues behind the question of the
viability of the Bell operating companies are these: we think that
you are still confronted with the complex of problems which are
Variously referred to by names such as “cream skimming,” “preda-
tory pricing,” “economic benefits of competition——"

Mr. WirTH. Let me do this, if I might. The issue that we are due
to address this afternocon is whether or not the long distance
market is a competitive market. Isn’t that where we are?

Mr. LEGATES. That was not the burden of my remarks.

Mr. WirtH. OK.

Mr. LEGarTes. 1 was going to speak about the Bell operating com-
panies. However, many of Tony’s pictures do address that question.

Mr. WTH. I did not know about that. I knew what Mr. Oet-
tinger was here for and what Mr. Hatfield had been asked for and
what Mr. Hinchman had been asked for. Maybe we could whip
through your testimony and then keep in mind that one of the big
issues that we are facing—and we heard that discussion before
with Dr. Tanenbaum—is whether this is a competitive marketplace
or is it not a competitive marketplace. And public policy has to
adapt to the nature of that marketplace.

95-608 O—B2——37
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Mr. BroyuiLr. Mr. Chairman, I have had a chance, while listen-
ing to the other witness, to look over these various remarks. It
seems like the remarks are all over the lot. I do not know what
instructions they were issued to testify, but——

Mr. WIRTH. ‘{Idon’t we just go ahead then, Mr. LeGates?

Mr. LeGaTes. Well, if you would prefer, we can—I can submit
this and go on.

Mr. WirtH. Why don’t you go ahead.

Mr. LeGaTes. All right. I will be very summary.

In any case, it is analogous backwards to the topic you wish to
discuss use the point I am trying to make is that the structure
of the questions that come up with the Bell ogerating companies is
in many cases the same as the structure of the questions with the
long distance market. Let me just touch on some of the major
points, however, aimed at the Bell operating companies.

Subsidy, insofar as the term is applicable, is now done by alloca-
tion of costs by settlements and by pricing. A change to access
charges will in itself only alter the mechanism but not necessarily
the outcomes.

By any reasonable measure, one of the major pieces of the Bell
operating companies’ markets are at least paying their own freight

ready. By their own account, they are overcoming it. These are
the business and commercial customers.

Prices of local service are not consistent nationwide. In fact, they
vary by a spread of approximately three to one from the least ex-
pensive to the most expensive location. Qur data indicate that this
spread does not affect either telephone penetration or telephone

to a significant degree.

%e conclude that the rates could be raised for all of those who
are paying less than the current highest amount. The services are
probably viable at the highest present rate or possibly even higher.

The average household telephone bill for basic service is in the
$3 to $10 range. This is a very small figure by comparison with the
housing, energy, food or transportation bill of the household.
Therefore, an increase in this bill will probably not bring great po-
litical pain or cause political upheavals.

Many customers, including residential customers, use both local
and long distance service. If there are forces at work that will
cause the local telephone bill to go up, then some of these same
forces will almost certainly incline tﬁe long distance bill to go
down. A change in the total bill will be less radical than the
change in the local part, which could ameliorate the reaction on
the part of many customers.

If there is widespread resistance on the part of State regulators
to increases in local rates, then the BOC’s may become less attrac-
tive to investors. This could cause an unhealthy spiral with the
costs of raising capital for the companies causing the need for even
greater rate increases.

And opportunities for flexible cost allocation and difficult defini-
tion of service category, and therefore, openings for cries of subsidy
abound. A single but not simple example is that of information
access and multiplexing.

I think that is a very quick summary of what I intended to say,
and that we can go on.

(Mr. LeGates’ prepared statement and attachment follow:]
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{.5. House of Representatives
Subcommittee on Telecommunications,
Consumer Protection, sand Finance of the

Committee on Energy and Commerce

Washington, D.C.

Mirch 9, 1982

Statement of Mr. John C. LeGates

Director
Program on Information Resources Policy

Harvard University

Mr. Chairman, Members of the Committee, my name iz John
LeGates, I sm Director of the Program on Information Resources
Policy st Harvard University and President of the Center for
Information Policy Research, an allied non-profit organization.
We are supported by approximately 115 organizations, most of whom
have stakes of one kind or another in the matters under consider-
ation today. A list of these affiliates is attached. My testi~
mony represents my own views and not those of any organization.

I would like to offer my views about the structure and
viability of the Bell operating companies, My colleague, Anthony
G. Oettinger, will also present some of our findings to you. His
testimony will be more quantitative than mine, which will focus

on some of the logical and structural issues before you today.
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-2-

We believe that there are important structural similarities

among three of the groups which we are discussing. One 13

American Telephone and Telegraph Company and its various

competitors as they exist today. The others are the two

components into which the antitrust modification proposed on

January 8 would divide AT&T: the corporate entity commonly known

as the new AT4T, and the Bell Operating Companies, along with

their respective competitors,

These atructural similarities include all of the folldwing:

1)

2)

3

Each organization provides similiar services to different
customers at widely varying prices.

Esch organization provides services to customers with
widely varying presumed asspciated costs. Presumption i3
necessary b?onuae of the great difficulty of determining
the exact assoclated costs of any service to any
customer. It_not only requires unearthing data which are
not readily available, but making some hard choices about
the asasignment of costs; choices which cannot dbe made on
aconomic or accounting principles alone,

There is a very high percentage of Joint and common
plant, hence also a high percentage of joint and common

oosts,
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4) There are a large number of competitors and would-be
competitors in a Q;riety_of the market segments served by
these organizations.

5) Some of these competitors could benefit by access to all
or part of the system.

These assertions about structure sound familiar and very old
hat when applied to the old AT&T, and even to the new AT&T. What
we would 1ike to assert is that they are also true of the Bell
Operating Companies and the markets in whieh they operate. You
are still confronted with the complex of problems which are
variously referred to by names such as "cream akimming®,
"predatory pricing", "economic benefits of competition", “danger
of cross subsidy® and" how to provide service to the uneconomic
customer®,

In other words, the Bell Operating COmpanieﬁ and thelr
markets are the next theater to which the familiar war will move,

We think that what follows are the underlying major factors,

1) Subaidy (insofar as the term is applicable) is now done
by allocation of costs by settlements and by pricing. A
change to access charges will in itself only alter the
mechanism, but not necessarily the outcomes, By virtue
of the difficulties in identifying the assignment of
costs and hence the relationship of prices to costs no

one can give precise figures as to how great subsidies,

if any, might be.
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..II_

By any reasonable measure one of the major pieces of the
Bell operating companies® markets are at least paying
their own freight already, By tﬁeir own account, they
are overpaying 1it. These are the business and commercial
customers,

Prices of local service are not consistent nationwide.
In fact, they vary by a spread of approximately 3 to 1,
from the least expensive to the most expensive location.
Our data indicate that this spread does not affect
either telephone penetration or telephone usage to a
significant degree. Our conclusion is that the rates
could be raised for all of thoie who are paying less than
the current highest amount. There might be some
squawking as the rates went up, but it would appear

that this service is viable at the higher rate.
Considering that we live in an inflationary era, the
services are probably viable at higher than the highest
present rate.

The average household phone bill for basic service is
about nine dollars. This is a very small figure by
comparison with the average household or business bill
for energy, housing, food or transportation. Were {t to
increase by a significant percentage, even double or
triple, it would not bring much pain to the payer, and

therefore probably not cause a major political uproar.
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5) Many customers, including residential customers, are

6)

7)

8)

users of both local and long distance service. If indeed
there are foroes at work that will cause the local
telephone bill to ;o up, then some of these same forces
will almost certainly incline the long distance bill to
go down. Those customers who use both services will see
the jincrease in local ratea at least partly offset by a
decrease in long distance rates. A change in the total
b111 will be less radical than the change in the local
part, This could tend tc ameliorate the reaction on the
part of many customers.

If there 1s widespread resistance on the part of state
regulators to increases in local rates, then the BOC's
may become less attractive to investors, This could
cause an unhealthy spiral with the costs of raising
capital for the companies causing the need for even
greater rate increases.

Opportunities for flexible cost allocation and difficult
definition of service category, and therefore openings
for cries of "subaidy" abound. A saingle, but not simple
example is that of information access and multiplexing.
Several sections of the proposed modification
specifically permit multiplexing and information access
services including billing. This would appear to do all

of the following:
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A} Allow the BOCs to enter into an arsa which has fuzzy
boundaries with Cuatomer Presmises Equipment, which is
otherwise off limits,

B) Enter the high density asocess business, o plece of the
business which ocould be interpreted s "oresm“, snd
Muoable to cowpetition, possibly unreguleted.

C} Do so with plant possibly jointly supplying other
services wnd thersfore posing subsidy ssbiguities.

D) Permit the BOC'a to aggregate small customsrs into
markets large snough to afford information services
that would otherwise not be cfferred at sll,

E) Permit mcosas to these customers by prasent and
prospeative suppliars of informstion aervices.

Wa're inclined, thersfors, to think that ths basio
struotural problssd are the sase for both the local operating
warket, the long distence market and the somewhat time honored,
traditional ATRT.

In sach of them there appsar toc bs customers who are mors
deairable than others, In many cases thease conatitute a market
that i{a cream and oan be skimmed. Smaller or more scattered
customers may be unable to pay for the ssrvices which they use,
The posaibility is there for oross subsidy, with its desirable
affects, and its undesirabls sffects., The quality and cost of
acowss in 5 variety of directions may determine the vishility of
the specific segments, Natwork integrity and ooordination ia

also an ares which should not be ignored.

A varlety of tools have been developed in sarlier debates
sbout ATAT, which csn be applied te the present situation. We
have no new ones to offer in this testimony, The old ones
include monopoly statua, direct subsidy, regulation, sccees
charges, reaerved pools, joint planning groups {public or
private), and a» varisty of other optlions.

My colleague, Professor Oettinger will deseribe in his
testimony the ways in which we view some of theas optiona,

Thank you for the opportunity to be here today,

Attachmant: Program affiliates

178




PROCRAM OW INFORMATION EEBOURCES POLICY

Earvard Uoiversity

Center for Imformation Policy Ressarch

Coutributors 2/22/82

Abr Associstes Inc,

Action for Cbildren's Telavision
deurican District Telagraph Company
Amaricas Telephone & Talagraph Co.
Arthur D, Little, Inc.

Averbach Publisbere Inc.

Autcmated Marketing Systems

A.8, Belo Corporation

Boston Broadcasters, Inoc.

The Boston Globa

Booz~Allen Hamilton

Businass Informatiom Publishing Co.
Canada Post (Cacads)

CB8 Ine.

Central Telephona & Drilities Corp.
Citibank M.A.

Codex Corporatiom

Commynications Vorkers of Jmarica
Computer & Communications Industry dssoc.
Continencel Cablevision, Inc.
Continantal Telephoos Corporation
Coplay Newspapars

Cox Interprises, Inc.

Dapartment of Comsuynications (Canads)
Das Moines Rsgiscer and Tribune Company
Dialog Information Bervices, Ine.
Digital Bquipwent Corporation
Divection Cinerale dus TEldcommunications
Doubladay, Inc.

Dow Jones & Co., Inec.

Drexel Burnham Lambert Inc.

Dun & Bredstrast

feonomics and Techaology, Ioc.
Equifax Inc.

Exxzon Entarprises, Inc.

Fadarsl Rasarve Bank of Boston

Fiald Eatarprises, Ime.

First Mational Bank of Chicago
France Telacom (Franca)

Frost & Bullivan

Gannett Co., IDC.

Ganaral Electric Company

Canersl Telephoos & Electronice
Hellmark Csrds, Jac.

Esmbracht & Quist

Barte-iacks Commmications, Inc.
Bazel Assoclates

Bonaywll, Iaoc.

Rughes Communication Bervices, Inc.
K.r. Button and Co. Imc.

IM Corporation

inforaation Gatakespers, Enc.
Intercstional Dats Corporation
Iotsrnaticosl Rssource Developmant, Inc.
Tovoco AB Qunaar Bargvall {Sweden)
irviong Trwat Compmay

Lnight-Riddar Rewspapers, Inc.
Zoowledge Industry Pudblications, Iac.
RKokusai Deashin Dewsa Co., Ltd. (Japan}
Lae Enterprises, Iac.

MoGraw-Hill, Inc.

179

W1 Telecommunicatioas, Imc.

McKinsey & Co., Inc.

Mead Data Central

Mionespolis Scar and Tribune Cowpasny

WITRE Coxperstion

Motorola, Inc.

Hatiosal Associatioa of Letter Carriers

ICR Corporation

Nsticaal Talapbone Cooperstive Assoc.

Nev Tork Times Company

Nippon Elestric Company {Japen)

Borfolk & Western Railwey Companmy

Merthern Telecom Limited {(Ganasds)

The Owverseas Telstommunications
Commission (Auatralia)

Pearecn Loogmen Linited (Uuited Kingdom}

Pitusy Bowes, Inc.

Public Agenda Foundatiom

Raader's Digest Assccistion, Imc.

Rasaarch Imstitute of Telecommenications
sod Feouomice (Jupam)

$t. Regis Paper Company

salomon Brothers

satellite Business Bystems

scaifs Pamily Charicable Truats

Seott & Fetaar Company

Seiden & de Cuevas, Inc.

(France)Socurce Tulscomputisg Corperation

gouthetn Pacific Commusicstions Compary
Spragus Llactric Company
Standard Shares
Swedish Telavision (Swedsn)
Talemstion Managsment Group, Ine.
Time Inc.
Timas Mirver Co.
Times Publishing Co.
Torstsr Corporstica (Cansda)
Transamerica Corporatioa
The Trivuse
United Parcel Bervice
United Btates Government:
Central Iatalligemca Agsucy
Departamut of Commerce:
Matioaal Techuicsl Informstion Bervice
Matiousl Telecommunicatious snd
Information Administration
papsrtaant of Dafense:
Defenss Communicatioss Ageney
Depertasnt of Buergy
Faderal Communications Commissice
Iateresl Revenas Ssrvice
Matiomal Aecvcosutics aad Spaca Admia.
Wational Bacurity Agemey
Onited Btates Postal Rate Commisaion
_ Duited Statss Postal Sarvice
tnited Talecommmications, Isc.
Yoice of Mmetice
Warser Amex Cable Comssaications Inc.
The Wasshington Post Company
Westarn Ynion



580

Mr. WirtH. Thank you very much, Mr. LeGates. Mr. Qettinger.

STATEMENT OF ANTHONY G. OETTINGER

Mr. OErTINGER. Mr. Chairman, can you see the screen from
where you are at?

Mr. MARkEY. No.

Mr. WirTH. Oh, we cannot——

Mr. OETTINGER. I can shift a tad. I will try to be quick.

Mr. WirTH. There we go.

Mr. OerTiNGER. Figure 1 is, I believe, the only picture in captiv-
ity of the totality of the A.T. & T. and Bell operating companies’
t%téa&l annual costs equal revenue requirements equal revenues for
1980.

They add up to about $54 billion; the total industry is about $60
billion, and half of that is the toll figure, which is where that $30
billion that was mentioned earlier comes from. The horizontal divi-
sions are various kinds of equipment and their associated expenses,
both rate of return and maintenance expenses and the like. They
include wires coming out of the home and going to the exchange, in
so-called subscriber outside plant, and all the various other catego-
ries of plant expenses and the commercial and traffic and other ad-
ministrative expenses.

Cross-hatched is the portion of this total $54 billion pool that is
currently under Federal jurisdiction. The lowest horizontal band is
the portion of those revenues that accrued to A'T. & T. Long Lines.
All of the vertical part goes to the current Bell operating compa-
nies.

The totality of the interexchange toll revenue pool, that roughly
$30 billion that was referred to earlier, is stippled. The stippled but
not crosshatched area is that portion currently reflected in intra-
state interexchange services, leaving the white as that portion cur-
rently collected by the operating companies for exchange services.

I will show you in a moment what is the bearing of this on the
question of competitiveness. We believe that under most conceiv-
able interpretations of either the proposed consent decree modifica-
tion of legislation now before the Congress or of Computer Inquiry
II, one of the most sensitive determinants of competitiveness along
with some of the structural details of who can compete with whom
under what conditions, will be this question of how these costs are
allocated. And nothing that we see in any of those three basketball
courts, as somebody earlier referred to them, is likely to alter the
continuing wars over how these costs are shared.

The cross-hatched portion (fig. 2) is that portion of this totality of
revenues which currently flows into A.T. & T. Long Lines. All of
the rest of it, the white area, currently flows into the Bell operat-
ing companies.

And that, regardless of whether it appears to be a pro-A.T. & T.
or pro-somebody else statement, I think to the best of our knowl-
edge with available data, that is the current picture of operating
costs and revenues.

The $30 billion refers to the big crosshatched area in figure 1, a
sizable portion of which at the moment accrues to the Bell operat-
ing companies, as shown in figure 2.
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Under the terms of the proposed consent decree modificaticn as
we understand them, the pattern of ownership would shift as fol-
lows ifig. 3 the cross-hatched band a third of the way dowm in
figure 3 is customer premises equipment, which would go to A.T. &
T. The diagonal line near the top and the jagged lines near the
bottom are there because at this stage no one without a crystal ball
can predict how much of that will be operating companies, how
much will be AT. & T. So that is kind of fluid, and leaves some
uncertainty in the size of numbers.

Mr. WirTH. Excuse me for laughing, Tony, [ was just mentioning
to Congressman Broyhill unfortunately, my father’s family did not
cross-subsidize me with the appropriate genes and I am color blind.

Mr. OerrinceErR. LeGates, who is also color blind, warned me
about that. We will provide for the record a black and white ver-
sion, but please forgive me.

Mr. WirTH. The legisiation will not wait for my father’s genes to
get righted, Mr. Oettinger.

Mr. OerTinGER. This is my artwork, and it is much harder to
sketch in black and white, but we will provide some intelligible
black and white versions. You cannot distinguish blue and purple?

Mr. WirTH. No.

Mr. OerriNGeR. In figure 4, under the proposed restructuring if
it goes through, the crosshatched portion remains A.T. & T. There
is a big band a third of the way down, the customer provided equip-
ment which is A.T. & T.'s. The white and stippled areas would go to
the Bell operating companies. The white portion would be recov-
ered by charges for exchange services. The stippled portion would
be recovered by charges for exchange access. The boundary be-
tween white and stippled is jagged, because its precise location is
vet to be determined.

Now, what under the present regime (fig. 1) is the boundary be-
tween the crosshatched region and the white region, a boundary
determined by the separations and settlements process, would
under prospective scenarios—(fig. 4) be the boundary between
charges for access services and charges for the residual exchange
services.

Now. the central point that we want to make is that this bound-
arv remains a boundarv of Federal and State jurisdictions, that the
question of who is competing and how competitive they are will.
among other things, remain determined, for example, by how high
these access charges are set, that is. by the relative sizes of the
white and stippled areas in figure 4. On the average, exchange
charges could. in total. remain precisely as they are today. Any
change is not a necessary consequence of the change in structure
under the proposed consent decree modification.

Now. unless vou go into a good deal more detail than is now visi-
ble in anv of the proposed legislation, regulations and so on. as to
who does what to whom as between the Feds and the States. we see
that this boundary will remain for a considerable period the princi-
pal area of contention: the principal area where the details of who
can compete effectively with whom will be determined.

For example. if access charges are set very high to A.T. & T., the
separated new A.T. & T. and to its competitors uniformly without
anv of them being uncovered by access charges, then to a first ap-
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Mr. MARkEY. Thank you, Mr. Hinchman. Mr. Broyhill.

Mr. BrovuiLL. Mr. Qettinger, I was interested in your observa-
tion with respect to the relative level of the access charge and what
might happen at differing levels of that access charge. Has your
group done any study with respect to what percentage of customers
might go off of the system, assuming that the access charge would
be set, quote, “too high”?

Mr. OrrTINGER. No, that is—we do not have any numerical esti-
mate. It is still crystal ball gazing.

The one thing I would point out to you is if you go back to figure
4, the white area is roughly comparable to what is now in the ex-
C e revenues. So that if you let things alone—you could con-
ceivably set that in a manner entirely consistent with the present
scheme and therefore have essentially no noticeable effect on con-
sumer prices. If you move it around, then the more you increase
access charges and reduce things that are recovered from exchange
fees, the more ﬂou increase the propensity to bypass, either by A.T.
& T. itself or by MCI or by Southern Pacific or by anybody else
iﬂho_ might want to get into that business legitimately or by boot-

egging.

Mr. BrovuiLL. But who are these people who would want to
bypass the system? As I understand the way it would work, those
who bypassed the system would have no access at all to the nation-
wide telephone system.

Mr. OErTINGER. I think there is the horns of your——

Mr. BrovyuiLL. There will be relatively few people, would there
not, that would have need for that kind of communications service?

Mr. OETTINGER. I think that is at the heart of the dilemma; in
one sense, you are right. But I do not believe that anybody in his
right mind would buy a communications system that would not in-
terconnect with everything they could interconnect to. Modern
technology, present-day technology, enables that to happen very
easily, very quietly in a bootleg fashion. And I think the problem is
that interconnecting will happen on a large scale inside somebody’s
computer in the same way that Xeroxing now happens or dry copy-
ing—forgive me, I do not want to use proprietary names—happens
down the hall. It is for that reason that I think ultimately access
charges will find a level where they are reasonably low. Because,
otherwise, nobody is going to be able to compete legitimately. They
will all lose out to bootleggers and you will have a hell of a time
trying to police that.

Now, if the access charges were to move low and the totality to
be recovered from exchange rose, then you are back again at some-
thing which is, at the moment, principally still under state regula-
tory jurisdiction. And how the state regulators will behave in regu-
lating prices within their pool and whether they will try to—well,
if they gouge business customers, then those business customers
will buy premises and local interconnection equipment and services
from anybody who will sell them—Western Electric, IBM, you
name it. Ultimately, I think that the prices for the remaining cap-
tives, whoever they might be, small businesses, residential, will ul-
timately rise if that happens.

Now, one thing that might mitigate such a rise is another provi-
sion which is in the proposed modification of the consent decree,
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Mr. BroYHILL. As we go from one to the other, you are saying
that is not going to have a major effect on the cost of the telephone
service to the local subscriber?

Mr. OErTINGER. My sense is merely going from one to the other
does not necessarily lead to anything without looking at the details
to know how the pricing inside the exchange gets done. And that is
at the moment up to the State commissions.

Some of them will want to protect the residential consumer and
try to push the prices up on everything else in those areas. The by-
passers will then have a field day. Others will like to see the prices
rise moderately for residents and small business in those areas.
Then the Bell operating companies may remain competitive in the
areas that they have competition in, like—yes, other services, cus-
tomer-provided equipment and so on.

Mr. BrovHirL. Well, I really should not be getting into this sub-
ject because it is very complex, as you pointed out. I think maybe
we should revisit this with the intent of looking at the formula we
have in the bill to see whether it is too restrictive as we go into the
future, not providing the flexibility for the joint board to make ad-
justments.

Mr. OETTINGER. My sense, Mr. Broyhill, would be that none of us
are smart enough to predict the future right now. It is a very, very
volatile future, and I know it has become popular to express dis-
trust in adminstrative agencies, but unless you folks want to stay
with this another decade, {ou know, hearing after hearing and get-
ting into the detailed case-by-case adjudicatory process yourself, my
sense is that anything that provides for flexibility and for correc-
tion of abuses as they appear is likely to be better off in the long
run because no matter even what some other principal ax-grinders
claim their interests are today, they are going to shift this position
tomorrow.

One of them talked to us—one of them talked to us at one of our
seminars. He said “notice what has happened since January 8; we
have all shifted sides.” And that is going to happen over and over
again. Both in terms of shifts in regulatiomr and shifts in the tech-
nology. And I think none of us are smart enough to predict the
future, and flexibility would be very helpful all around.

Mr. BrovHILL. You are saying that, in effect, we should make
this decision soon? You are not wanting to do away with a small
industry we have created here in town, are you? All the unemploy-
ment that would resulit.

i Mr. OerriNGER. I think there are lots of other things we could be
oing.

Mr. BroyHILL. Well, I appreciate your comments. I do not want
the public out here to think I am really advocating any specific
change. I just wonder whether or not we should revisit this and at
least rethink it, especially if we go to the floor with it, so that we
can give assurance to our colleagues who will be asking that ques-
tion. That is the question I am getting more than any other from
my constituents —what is this bill going to do with respect to tele-
phone rates—not only next year but the year after, and so forth. So
that is the only reason I asked that question.

Ang other specific information you might want to provide I
would certainly appreciate it, or any advice. I would like to, Mr.
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that. But if we are going to deregulate, it seems to me that it
should be deregulation.

Mr. BrovHiLL. We have another section, 221 (¢) and (d) which ap-
pears to require that the deregulated carriers get permission from
the FCC before they can initiate any new deregulated services or
before they can terminate services.

Mr. HATFIELD. Yes, that is another example. I went through the
bill and picked the ones that jumped out at me, but as I recall
there are those requirements as well.

Mr. BrovHILL. And then we have a section of the bill which gives
any injured party the right not only to appeal to the FCC, but also
to appeal simultaneously to the courts.

Do you have any comment on that? It seems that maybe we
ought to look at that again to see whether we want parties to si-
multaneously pursue these remedies, both at the FCC and the
courts, for the same alleged violation.

Mr. HatrieLp. Yes, I have concerns there as well, although I con-
fess not to being near as expert or involved in some of the tariff
matters in the past. Somebody like Walt Hinchman could give a lot
better answer to whether those sort of things are proper or not.

Mr. BrovniL. Well, I do not know. You have to have some sort
of way to resolve these things. But you just want to figure out how
to do it so that you do not have these things tied up in both the
regulatory agency and simultaneously in courts for years and

€ars.
In other words, how do you g}: a decigion, a fair decision, on
whatever alleged violation it is? Do you have any comment on that,
Mr. Hinchman?

Mr. HiNcHMAN. Mr. Broyhill, generally I find I tend to agree
with Dale that the bill is very highly regulatory. I have a little dif-
ferent concern than he does. It seems to me that it really does not
provide for very effective regulation in many areas where there
may be dominance; that it provides for a lot of nuisance regulation
in areas where there may not be dominance. '

On the issue of the courts versus the commission, as you prob-
ably could tell from my statement, I am rather pessimistic about
the Commission’s ability or interest these days. So in that regard, I
would opt for a direct avenue to the courts rather than many of
the regulatory type of provisions built in the bill. I would rather
see even a specialized court like a tax court or something that
could deal with structural t issues or some of these tariff type
issues, with some expertise but without a continuing regulatory
type responsibility.

Mr. BrRoYHILL. You would not favor, then, as an alternative the
agenc% making some decision with appeal of that decision in the
courts’

Mr. HincaMaN. I think again that is a very long process, and it
involves the agency in lots of—bringing in lots of other issues, par-
ticularly under this proposed legislation, with lots of other handles
and possibilities to get involved. I would rather see the issues pre-
sented a little more clearly, and at least have customers have the
ri%dht to go directl{vto a court and get some prompt relief.

r. BroveiLL. Well, of course, these cases can be drawn out in
the courts, t0oo. So I do not know if it is in everybody’s interest to
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Anybody might be able to enter this market and provide some
part of that service. I may use, as I do, MCI service for a limited
part of my interexchange communication service for my office, but
the bulk of that I do with A.T. & T., because A.T. & T. provides a
universal service that I need to get everywhere that I can’t get
from MCI or anyone else. And I cannot get that from someone who
goes into the satellite business tomorrow by buying a few earth sta-
tions from Scientific Atlanta, because no one can buy the hundreds
of thousands of Earth stations or millions of Earth stations it
would take to get to all the people I might at one point in time
need to communicate with.

I think that is the way you have to look at the question of when
does effective competition exist in this market, is when a signifi-
cant number of customers can go out and procure a substantial
ga:t of their interstate interexchange communications services

rom any one of several carriers. That does not exist today.

Mr. MARkgEY. So that goes to the question of the need for struc-
tural separation and the manner in which that should be con-
structed, and for however long this theoretical transition period
lasts before effective competition does exist in the long distance
service. How do we construct the separation then?

Mr. Hincaman. My construction of the separation is that you
probably cannot separate within the interexchange services busi-
ness com;ﬂ:itive and monopoly activities. They are simply fungible
services that are cross-elastic. I would not try to make any separa-
tion there between a basic communications service and any
number of other kinds of communications service. I would try to
t:l:f;arate out the equipment manufacturing 1part of AT. & T. from

of its other operations, and then I would recognize there is a
need to continue regulatin% the interexchange service business that
remains for some period of time until you can see that there is ef-
fective competition.

Mr. Margey. Mr. Oettinger?

Mr. OerTiNGER. I think this is where there are interactions be-
tween your proposed legislation and the proposed modification of
the consent degree. Absent equal interconnection, I think the prob-
lems that Walt mentions are much more serious problems, precise-
ly because otherwise it is difficult for an MCI or SPC or somebody
to reach the end user. If you have indeed equal interconnection at
reasonable rates, and free entry into the interexchange markets,
then if and when that comes into place you have a very different
ball game from what has been in the past. There remains a transi-
tion period, I agree with you. But whether that is best handled by
setting in concrete some structural devices that will then have to
be blasted out, or whether it is better to handle the transitional
period through the more flexible mechanism of cost allocations—
which has been used in one guise or another and will likely contin-
ue to be used—is something I would commend to your careful at-
tention.

Mr. MarkEYy. We have Bell’s own consultant, Stanford Research
Institute, who released a study showing that even in 1990, 10 years
from now, 1992, AT. & T. mlf still have 87 percent of long-distance
market. That means that over a 20-year period A.T. & T. loses only
13 percent of its one-time 100-percent share of long distance. Now,
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ton to Leesburg, to places like that. They serve those areas by leas-
ing capacity from Bell. The prices for those services have been
going up rather phenomenally in recent years, when other carriers
came to depend on them. Until that kind of power is eroded away,
it seems to me that you do not have effective competition in the
interexchange business.

Mr. Markey. May I ask Mr. Oettinger, would you just leave the
decision intact? Would you have any legislation?

Mr. OErTINGER. Oh, yes, I think you need some legislation, but
I—you see, the premises that Walt is arguing from are false prem-
ises. By focusing on what he calls cross-subsidization within the in-
terexchange area, he is acting precisely as we would expect a Fed-
eral lator to act who by law and necessity is blind to how the
costs that got allocated to his jurisdiction got there in the first
place, and that is, you know, why in all good conscience you get
these peculiar arguments once you accept that there is that 1
which has on it loaded all of the SPF, et cetera, kind of stuff. Then,
yes, you have inside that pool the pricing machinations which
under the old regime lead to certain abuses.

Now, in order to understand what is going on, I thought the
question before us is, what is the interaction between proposed leg-
islation which might go into effect before or after implementation
of a consent decree and under altered conditions where entry
might be easier, where the sloshing into the interexchange pool is
less feasible because there is more open entry with direct intercon-
nection, et cetera, et cetera, and that is no longer sustainable, you
have a very different ball game.

You know, I think, Walt, you are looking at the past.

Mr. Markey. Mr. Hinchman.

Mr. HincEMAN. I have to disagree. The costs I am talking about,
the DDS investigation, for example, of A.T. & T.’s DDS tariff, and
whether or not that was cross-subsidized had almost nothing to do
with the cost of local exchange operation that was attributed to
DDS, because there was virtually none of those costs associated. It
was the cost of interexchange transmission capacity, and whether
that was properly allocated for DDS for its use as Oﬂfosed to being
allocated to the ordinary telephone user, and particularly the ordi-

telephone user in remote areas that does not have any alter-
native where Bell can still extract monopoly revenues.

And that is the issue I am talking about, and that is not affected
at all. It is not an old regulatory issue in that sense. It is an old

tory issue that has never been resolved. And it is not re-
solved by this settlement.

Mr. . Let’s just shift off this for a second, if we could.

Mr. Hatfield, on the question of whether or not the new subsidi-
ary ought to be able to construct duplicate facilities, that is present
in the Computer II decision and in 5158, but not so clear that it
will be present in the consent decree. How should Congress address
the question of duplicate facilities and should we address it at all?

Mr. HaTrieLp. OK. Let me state that once we have an effectively
competitive interexchange market, then I think A.T. & T. should
be allowed to construct whatever facilities it wants to or not con-
struct facilities. The issue is one primarily of how do you get there.
I agree with Walt in his comment about short haul, because that
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tions, many of them, are true. All of them are true. It is just that
they never get quite put together and get netted out.

On the one hand, yes, it is true—and this is a pro-AT. & T.
sounding statement—that so long as A.T. & T. through the SLU to
SPF and other mechanisms—along with MCI and SPC and so on
through the ENFIA mechanism—get loaded down with what they
regard as a share of local costs that their potential competitors are
not loaded with, they have a reasonable gripe.

But it is equally true, as Walter has pointed out, that even
within that scheme it is possible to price a service or a selection of
services under some cost as defined within that pool, lending credi-
bility to the allegation of the other side that they are being wan-
tonly, wilfully underpriced.

Now, how are you going to net this out? If you leave some carri-
ers saddled with charges, so that they carry costs that are unfair,
and others without those charges, you are going to continue to
have A.T. & T. saying, we are being loaded unfairly compared to
the others. As long as A.T. & T., or the operating companies, has
the possibility, no matter how these costs are allocated in the large,
to underprice selectively in some areas, then you have a real possi-
bility of their competitors, like the Wangs and the Honeywells and
so on, crying foul, and you do have the further possibility that to
the extent that the latter folks subsidize some of their transmission
services out of their revenues, out of some unregulated something
or other, you will have A.T. & T, as it did today, crying foul on its
own.

The point is, sir, that these are all reasonable allegations. I do
not think that the Congress can stay with that argument forever,
and that ultimately whether it is through an administrative
agency, or an administrative agency and the courts, or the courts
alone, that is where ultimately it is going to have to continue to be
fought out. My sense is that the best you can do is to try to provide
some measure of equity, providing also for, you know, transitional
things that do not create cataclysms. That is the hard part of pro-
viding transitional schemes.

Mr. MAgrkEy. Transition could be 10 years.

Mr. OerTINGER. I will not hazard a guess, but I think that the
transition can be accelerated or retarded in so many ways that
unless you make a full inquiry into the details of accelerating and
retarding mechanisms, including particularly cost allocations and
pricing inside any organization, you will not get there from here.

Mr. Markey. But is it important for us to make that decision so
that we do not wind up with a lot of high tech firms, the smaller
companies especially, exercising their antitrust privileges or rights
posthumously in trying to receive damages? What do we say to
these companies if there is an abuse by Ma Bell in her use of these
excess revenues to underprice their high tech competitors?

Mr. OETTINGER. It is a familiar dilemma. When I sat, you know,
in a regulatory chair—— .

Mr. MagrkEey. Could it happen? Can you tell me if it will happen?

Mr. OerTINGER. Of course it could happen.

Mr. MARKEY. Yes.

Mr. OerTiINGER. Of course it could happen.
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Mr. Markey. OK. Mr. Hatfield? Let me ask Mr. Hatfield. We do
not have “maybe” up on the chart up there. We are unfortunately
limited in our conscience to two.

Mr. HatrieLp. Before I answer the yes or no question, we should
keep in mind there are some pretty big firms involved here, Xerox,
Exxon, IBM, and so forth. These are some very large firms. And we
should also keep in mind that the consent decree would get rid of
the basic monopoly source—the local exchange. You have taken
care of that. So I tﬂjnk it greatly diminishes any need for the sort
of separation between terminal equipment and long distance that
was there before.

If you get rid of the final entry barrier, and that is the intrastate
business that I have talked about ad nauseum, once you get rid of
it, then I see no reason why the whole market is not competitive.
Their ability to charge higher long distance rates in order to subsi-
dize terminal equipment, for example, that ability is gone. I think
that is what Mr. Baxter is saying, as I understand it, and I believe
that is generally the case, if you get rid of that final barrier, and
that final barrier is the intrastate toll.

Mr. MagkgeyY. OK. Do you have a transition problem, though?
What do we do while we are waiting? I mean, what do those com-
panies do? There are dozens of them out there that are not Digital
and Xerox and others. ] mean, they are a lot more vulnerable.
They have a good chunk of the market. But they are clearly able to
be pushed out if they are targeted by an industry—by a new com-
pany that is trying to look for the areas that are most profitable,
and they can move in and underprice.

Mr. HatrieLp. I guess you have to look at the question, does Con-
gress have to do something? Does the FCC have to do something?
This is where Walt and I might have to disagree a little bit, but the
Commission does have today the power to protect the regulated
gart of that business from cross-subsidizing the terminal ea]uipment

usiness. That is what the computer inquiry went to. We could
argue whether it is sufficient or not, but it seems to me that the
Commission does have the power to prevent those abuses.

Mr. Marggy. OK. Mr. Qettinger.

Mr. OETTINGER. Let me try to help you out a little bit by being a
bit more precise. This is why I set such store by correcting the
record earlier with regard to what I believe to be an error in the
estimation of A.T. & T.’s generating $30 billion in revenues. One of
the unanswered questions under the proposed consent decree is
what the size of A.T. & T. will be. In this chart that I showed you
earlier (fig. 4), there were some gray areas which are not yet set-

Mr. MARrkEY. Purple, actually.

Mr. OerriNgeR. Thank you. %ou are not colorblind on that. Now,
the answer to your t}{lestion would depend a great deal on what the
size of the residual A.T. & T. cum Western Electric is compared to
some of the competitors that Dale has mentioned. If it is much
larger, if the modified consent decree does not go into effect, then
you have one ball game. If it is of comparable size, then I think you
have a very different ball game and, i‘;]lf;)articular, the argument
that dealing with A'T. & T. on a basis different from the way com-
petitors of its own size are treated loses some of its force.
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about earlier, and whether we ought to address them or wait, you
know, for kind of a Monday morning re-evaluation of how the
game went, and then hand the awards, you know, and the knocks
to those that did not perform as we thought they would.

Mr. OETTINGER. Let me try to come at it again with more specific
help. So long as A.T. & T., Southern Pacific Communications, and
the oilL.ers remain with SPF-like costs to cover, they will have a
handicap—in the aggregate—relative to organizations that do not
have that kind of cost to cover. That does not mean, as Mr. Hinch-
man has pointed out quite correctly, that theﬂ cannot in some one
product or cluster of products underprice the living hell out of
those products at the expense of some others.

However, overall, there is some cost disadvantage there. Now,
that does not tixlreclude the possibility that if they are selective in
underpricing they might clobber some folks, but it is a very deli-
cate pinpoint kind of a problem, not one which you can address
with a broad brush, which is why I am led, in spite of the imperfec-
tions of the administrative agency, to suggest that you leave some
latitude to the administrative agency, because you will not have
enough time to keep coming back yourselves as the Congress of the
United States, adjudicating every complaint that is going to come
out on one side or the other.

Mr. MAarkEy. Mr. Hinchman.

Mr. HINCHMAN. In this debate-———

Mr. MarkEy. Would we have to come back and constantly read-
judicate all these questions—

Mr. HINCHMAN. Not under my scenario.

Mr. MARKEY [continuing]. Under your scenario? Would we have
to do that?

Mr. HincaMAN. I do not think so. You would have a separation
between services and egujpment manufacturing, and you would not
have to come back and adjudicate that. In this debate, the terms
Exxon, IBM, and other such names are constantly raised as the
reason that Bell is now going to be subjected to effective competi-
tion. I know of no scenario that is likely that shows an IBM, an
Exxon, or anyone else with a wire into every community in this
country that most people are going to continue to be reliant on for
their long-distance communications for the foreseeable future.

So, I am perfectly in agreement with the idea that a divested
Western Electric would be subject to very substantial competition
in the manufacturing business, and the su;fply of equipment by an
IBM, by an Exxon, by someone like that. I do not see those firms
being equal in any sense when it is AT. & T. with the long-dis-
tance business stiil integrated with its manufacturing operations,
aﬁgn 1 do not know of any scenario that indicates that is going to
change.

Mr. MARgEY. [ am going to have to cut it off here. I might say
that I hope that Mr. Broyhill is right, and the only question people
ask us on the floor is if the local rates are going up and down,
cause I would like to answer the question yes or no, because if they
ask us what is the difference between SPF and SLU or four or five,
class four or class five switch, or any of the other questions that we
have been discussing here today, I think it might be a little more
complicated for us.
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