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I, INTRODUCTION

dneking to Increase program diversity and to provent nndne economic
concentration, the Federal Communications Cotmission has imposed a
manber of restrictions on the ocwnership of breoadcasting statioms,  Among
these are (a) Lhe greup ownership rule, which prohibits a single entity
frem owning more than scven staticns natiomeide in the same service {AM,
FM, or TV) with no more than five of the seven Lelevision staticns belug
Vily, (b) the regional concentratiom ruwle, which probhibits common
cimership of three commercial AM, FM, or television stations whers any
two ave located within 180 miles of the third, and where the primary
seryvice contours of any of the stations overlap, (e} the duopoly rule,
which prohibits owmership of more than one station in the same service
in a wmarket, (d) tho one-ta-a market rule, which probibilts the
acguisition of more Lthan onc station in any scrvice in & market
(althongh AM-FM combinations are allowed and WIF televisicn-radio
combinaticus are parmitted on a case-by-case bhasis), and (e} the
teimvision station-cable cross ownership rule, which wprohibits common
ownership of a television station and a cable system in bhe same

market.?

and Mary R. Markle Foundation. Views expressed herc do not pecessarily
reflect the opinicns or pnlicies of The Rand Cotporation or its research
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Z Additional rules prohibit new television broadeasting-newspaper
combinations in the same market, ownership of cable sysLems by national
tolevision networks, ownership by a single emtity of more than one
television broadecast network, and cross ownership between telephone
companies and cable systems in the same market. The televisicn-
newspaper cross eownership rule is extonsively analveed in Baer (1974,



Whatever justifications may have cxisted when these rulas were
adopted, striking changes occurring in Lthe electronic mass modia
highlight the need for their reassessment. Tndeed, at this writing the
FGC has a proceeding underway to deterwmine whether the growp ownership
tuir should be amended or abolished (FCC, 1983, 19847 and recontly has
eliminatad the regional conecantration rtule. Our purpose in thix paper
iz to examine the empirical ovidence on the effect of joint ocwnership--
drawn from a beody of literature that, unfortunstsiy, is saverely
limited--and to supplement this evidence with additional aconomic
analysis. We aro concerned with how changes in owmership might affect
{a) the prospecis for anti-competitive behavior, (b) economic
nfficiency, including cconomies In program production and macketing of
advertising, and (c) diversity in the range of viewpoints available to
the American public.

We comclude thaet, over a wide ranpge, changes in theso oinarshlp
tules are likely to have 1ittle effect. TFor example, either
contimuation of the group ownership rule or its gholition s unlikely to
affect cconomic efficlency, anti-competitive behavior, ar diversity, at
least iu the larger markets. A botter case can be wade for retaining
the duapoly and one-to-s-maorket rules, but even these riles might ba
retaxed in markets that arc unconceatrated. HMoreover, our conclusions
gre drawn lavgely from empirical evidence that does not take into
account the growing avallability of competing media soch as cable, multi-
point distribution services, and direet brosdcast satellilites.
Continuing develepment of services using these technologies will only

reinforce Lhesc conclusions.

il. GROUP OWNERSHIP

Broadecast groups may be able Lo provide services to Lhoir stations,
including production and acquisition of programs and selling of
adverLising, at a lower cost than the cowbined costs of each of the
stations cperated independently. To the extent that current limitations
on group size prevenlt these econcmies from being fully realized, costs
are higher than necessary. Of course, whether singly-owned stations

have higher costs depends on their sability te purchase services from



networks, program syndicators, and spot advertising representatives at
prices similar to the costs at which these services are provided by
groups to their members.

Group cwnership also relses iusuves of anti-competitive behavior.
{lne possibility involves "leveraging'--the threat by a group owner to
deny dccess by advertisers or prograwm zuppliers to some of its stations
in order to obtain more favorable Cerms Lhan thoso obtained by its
singly owned rivals,

The leverage argament is asserted wmest clearly by Coffay (1979, pp.
322-323):

Independent stations compele wilh cach other to purchase 'al[-
network' syndicated prograwms... Thase independenls which are
part of a group have a distincl competitive advantage over
single-owned independent stations in the same markel by viztuo
of their buying power. The loverage may be illustrated by the
hypolhotical top fifty groun owner with independent stations
in markets one, twe and eighi. Such an owner is in a positiocn
to tie his purchase of & syndicator's programs in markels one
and two to the supplier’s promise to sell the same program to
him din the lossz lucrative market eight. A single stalbion
owmed independent station inm market ecight iz thereby at a
compebitive dizadvantage,

Another pessible form of anti-vompetitive behavior involves
collusion among gvoups., If groups expand in size, Lhe number of
gseparate station owners could fall sufficiently below the number of
staticns within relevant markets for advertising and progromuming, to
faciltitate collusive agreements.

Finally, there dis the dssur of diversity. In emacting the group
ownership rules, the goals of the Commission were "to maximize
divorsification of program and service viswpoints as well as to prevent
any undue economic concentration contrary to the public interest." (¥FCC,
1983, p. 323 Thus, the Commission is concerncd not only with the
economic offects of concentrated ownership but also with its effccts on
the range of views available to the public.

In this section, We assess bhe available empivicsl evidence on the
cffocts of grouvp ownership an anti-competitive behavior, esconomic
efficiency, and diversity. As we show, this evidence is severely

limited. But the pattern of evidence, and our own analysis, suggest



that either keeping or eliminating the group ownership rule would have

little effect except, perhaps, 1o small markets.

A,  Anti-Competitive Behavior

If groups collude, we would expech advertising rates to rizso, and
program prices to fall as o function of the market shares of groups in
the markets under investigaticen. If an individual group applies
teverage or exercise markeb power against advertisers and program
suppliors, we would expect Lhe group's advertising vates to rise and Lhe
prices il pays for programs to fall relative to those of othar stations
in the same markoes.

1. RWhat does the avidence show?®

With respect o the issuwe of collusion, two studies are notable.
One, by Peterman {1971}, takes as the dependeni variahle the discounted
20-second mational spot advertising prime time rate. After comtrolling
for homes reached and market income in a $7=-market sample, Peilsrman
finds no evidence of collusion, since neither the parcentage nor the
number of group-owaed stations in g market is significant in explaining
advertising rates,

Adlthough Peterman's analysis 1s the most usefnl we have seen wilh
respect to the issue of collusion and advertising rates, it is subject
to an important eaveat. Like other investigators, Peterman implicitly
defines the releovant geopraphic market as a single city or mebropolitan
arca. Thuws, his tests may fail to detect collusion if relevant markets
for advertising are larger than the city or metropulitan arvea.

To demenstrate, consider four cvities, each containing group owners
drawn from the set A, B, C, I, E, F, 5, 4, i. These groups are

distribuled as follows:

City: i 2 3 &
Groups: AR ABL DL,E,F GLH,I

* For & more detailed critique of the studies of the affects of
proup ownership see Besen and Johnson (19843,



Suppose thal cities 1 and 2 form one market for selling advertising
while cities 3 and 4 form another. Looking at each city separately, one
wenld conclude that groups are equally represonted, with three staticns
in each city. However, the market consisting of 1 and 2 contains only
three separate owners while the market containing 3 and 4 contains six.
Fhus, the former market is move concentrated., Even if these differcnces
in ownership produce higher rates in the advertising market containiug 1
and 2, there will be no correlation between group ownorship and
advertising rates, since all of the staticns are group owned. Thus,
Peterman's tests would mnot be able to oxplain why rates are highet in
olties 1 and 2.

A seceond study, by Fournier and Marlbin (1983}, tests whether the
prescnce of 4 network-owned station in a market affects spot advertising
rates. They find no significanl difference in advertising ratas,
suggesting that the networks do not coliude in setting lucal advortising
rates, This finding is notable because the major networks with thedix
vwned staticns face each other dn several majur motvopolitan markets
such as New York, Chicago, and Los Angeles. If these citics togather
constitute a sufficiently distlnet adverti=ing market to permit
brogdcasters there to collectively exercise market power against
advertisers, the networks would be in a particulariy good positiocn to
exploit this opportunity. If they do so, rvates in markets with networlk-
owned stations would be higher (agailn with everything else held
constant) than the rates elsowhore,

4 study by Wildwan (1978} also bears on the guestion of Lhe offect
of network statiom ownorship on advertising rates. After controlling
for a number of other faclors, Wildman tests whethor & station that is
networi-owned or competes with a network-owned station has higler spot
advertising rates. He finds that netwoark-ownod stations have
significantly higher rates, other things equal, bui that stations with
which they compete have rates that are not significantly different from
those of other affiliatns.

However, Wildman does not attribute the higher rates of network-
owned stations te collwsion among the networks, Instaad, he

hypothesizes that, since metwork-owned stations will “eclear" (carry) a



larger proportion of the network lineup than other affiliates, other
things equal, thera will he fewer spol advertizements to be sold where
such stations ars in the market. The result will be higher spot rates.
In Wildman's view, thorefore, higher rales Tesslt not frem coordinatod
behavior among the nelworks but from difforences botwean the hehavier of
notwerk-owned statious and affiliates. He does not attempt to explain
why other statiens in the market fail to benefit from the restricted
supply of spots on networb-owned stations.

4 larger number of studies addvess the issuwe of leveraging. The
garliest, by Cherimgton et al (19713, invelves comparisons of
advertislng rates betwnon group-owned and singly-owned stations. The
authors conclude that “there was po difference in the overall averages
[of prime 20-second spot rates| for the group-owned sbations vs, the
single-owner stations ($3.27 and $3.28, vespectively, in 1985)...For
market group 101-150, group-owned stalien averages were slightly, bat
not signilicantly, higher, while for the markeot group with the smallest
asudicnces the single-owner stations showed higher cosl-por-thousand
figures' {p.54).

Although this cvidence suggests that groups do net exert leverage
against advertisers, the study has a number of wedknessas. It reports
averages of rates for grovp-ovwned and singly-owned stalions within
particular ranmges of market size (like markets 51-100) rather than
differences withim specific markets. Large differences could exist in
some markets without much affecting the average for the catogory.
Moreover, the study fails to assess the statistical significance of the
observed differences in rates. Nor does it control for other variables,
such as the age of statfous, family incomes, and differences in market
competition.

In another study, Lovin (1980} estimates a number of regressions
that explaip a station's 20 second spot rate. The larse number of
equations and the wide variety of specifications makes it difficult to
briefly summarize Levin's findings. In one sel of results, proup
ownership has no significant effect on advertising rates, in anolher the
effects are mixed, and in others, group ownership significantly raises
advertising rates. 1n all cases, ocwnership by & nelwork significantly

raises a station's rates. 1t is impossible to identify why the effect



of group ownership varies from eguation teo eguation, since Levin's
aquations are complex and he doos not conduct explicit sensitivity
Eosts,

The FLC's Kotwork Inguiry Special Staff (1980, pp. 64&1-50) tostad
the hypothesis that group-owned stations are able bto obtain more
favorahlae terﬁs than singly owned stations [rom program suppliers, by
analyzing the determinants of the prices pald by slations per viewe:-
minute for syndicaled off-nefwork programs. Controlling for the amount
of compotition [or programs, the Staff found that the price par viewer
minute iz significantly higheor when the purchaser was owned by 2 large
aroup or by a natwork. These resuilts fall to suppert the hypothesis
that grovwp owners are able to take sdvantoge of thoir position to
gequive programs atb lower prices than those ol their singly owned
rivals.

The finding that groeups pay more for programs is, howeyer, a
puzzle. One possible explanation stems [rom the linear relationship
aszumed between program prices and the nuwher of wviewers, I1f this
relatienship is non-linear, and if grovp owned stations tend to he in
larger markets and thus command larger audicnces than the average
station, a variable vepresenting group ownership will show a positive
effoct on price per viower,

Leversge hy groups could also bhe wanifosted in compensation paid te
network affiliates. The Barrow Report (.3, Congress, 1953, p. 565}, in
particular, asserted that network-affiliated stations owned hy large
groups are abkle to obtain greater compensation from the nelworks thon
their singly-ownad rivals.

The Metwork Inguiry Special Staff examined this asseviion. After
controlling for {a) the audience delivered by the affiliate, (b) the
strangth of the network with which it is affiliatced, and {c) the
presence and stremgth of independent stations that might compete for the
affiliation, the Staff found no significant difference betweecn
compensation recaived by stations that are members of the 10 largest
stations groups and all other stations {pp. 25Y-60, 269-83). This
resule, like that for syndicated program pricas, further woakens the
case for Lhe propesition that group-owned stations sxercise leverage to

the disadvantage of their singly-owned rivals.



The exerclse of bargaining power by station groups might also be
manifested in their abhility to obtain better netwerk affiliations than
their singly-owned rivals. Again, the Barrow Report asserts that group
cwiners haove this advantage. However, the Cherington study challenges
this claim. Tresumably, If greups were able ta exert such inflwence,
they would tend to ba affiliated with the stronger networks--NBC and CBS
at that time (1271} rather than ABC. Yet, in the top 50 warkets ARC
"had tho mame proportion (33%) of stations affiliated with it for beoth
group and siugle owners'' (p. 46). Moraover, for both the top 50 markets
used and for all markets, the percentage of nebwork affiliated group
stations was not wmuch greater than the percentage for non-group
stations=-=-79% percent ws. 73 percent In the top 50, and 93 percent vs. B&
percent in A11 markets.

Differenices in profit margins iz anothor way that tho cxerciszeo of
markel power by groups f{as well az group cconomic efficiencies} would be
manifested. The Cherington study (pp. 80-85) concludes, however, that,
except for the smallest marvkets, no substantial differences arise in
profit margins bebwoen group-ownnd and singly owned =tations. Usding the
FCC's data for 1964, the study shows consistently higher profit margins
for group-owned stations For all size markets. But the dilferences are
small oxcept for markets below 150 where group-owned stations showed a
profit ratio of 15.1 percent as againzt a loss of 1.7 percent for sinply
owned stations. Among network affiliated statiens classifled by net
weekly circulatinn,‘ﬁingly owned stations outperform group-ownad
stations in markets with more chan 500,000 net weekly circulation while
group-owned statfons show an advantage in the swaller markets.

A5 in its inquiry into advertising rates, the Charington study
failed to Aszess the slatiztical significance of the differences in
profit wargins reported, ar to control for other factors. Mareover,
the quality of the undevlvying data is subject to sunbstantial guestion
{Fark et al., 1976). MNeverthelesz, this patiern of results is
intuitively plausible. If groups bargain unfailrly or collode, they

would likely do so in smaller, less competitive markets,
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Levin (1980) also examines whether the presence of group owned
stations in a wmarket significantly increases station prefitability. His
results are generally negative. He reports, for example, that "group
ownership [has] only weakly sipgnilicant effects.,.on the market averagos
of income..." {p. 150). Horeover, when the effcct of public television
is taken into accouni, he finds no elfect of group cwnership {p. 2553.
However, Levin's results are consistent either with the hypothesis that
groun owned stafions do not have higher prolfits then singly owned ones
ot with the hypothesis that group ownership redistributes profits among
the stalbicns in a market withowt affeciding the amount to be divided
auong them.

2. 15 Phere Resson to Fxpect Antif-cowmpelit fve Bahavior?

Un theoretical grounds ihe leversge hypothesis is an implausihle
onc.  Suppose that o hypothetdical gronp owner is willing to pay move for
g program ihan his rivals in markets 1 and 2, but that the rivals Are
willing to pay wore for the gprogram in market 3. We show in our earlier
study (Besen and Johuason, 1984} that the group owner, rival stations,
and the progvam supplier can each be made better off if a rival obtains
the program im matket 3 than If the group owner, using leverage,
threatens to withiwld purchasing in markets 1 and 2 in arder to ocbtain
the proprom En market 3,

However, might not the group ownor find it in his long-term
interest to accept a short-term loss in order to deny prograsming to the
non-granp owner in markel 3 and, possibly, drive him out of business?
Such bohavior by the group owner scems implausible becaunse of the
stringent vonditioms that must be met for the group'’s short-term losses
to be more than offset by Lhe incresse In lomg-term profits. First,
gither the market must contain few or no other stations, or these
stations must be able to collude in order Lo share the costs of
exclusionary hehavior. Second, the elasticity of program supply must be
low--a a condition particularly hard to ment in small markets where all
commercial stations are network affiliates and whore the amount of
syndicated programming available per station is greater Lhan in large
markets. Third, the barriers to reentering the market must be large

encugh to permit Lhe predator to meore than cover his eavlier losses
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before his victim can retwrn. Finally, since the program supplier
woirld, in the long run, also bhe disadvamtaged if the group owher were Lo
exclude his rival, propram suppliers must fail te anticlpate the effects
of predatorvy bokavior and not anter into long-term contracts with
threatencd stations.*

With respect to collusion, a number of conditions must be met {or
it to be facilitated by group ownnrship. TFirst, the geographic areas in
question must be a single {(releovant) market in which prices fox
advertizsing or programs are related. Soccond, the numbar of station
owners Iin the velevant market moust be significantly smaller Lhan Lhe
number of stations in the market. Finally, overlapping group ownership
muezl reduce Lhe number of owners spfficiently below the number of
stations to render collusion a feasible optdion. If the relevant
reographic market is large, ownership by some entilies of more than a
single station may not pese a threat of collusion hecause of the
presence of many other competing stations,

Wlhere, then, would we expect group station ownership to facilitato
collusion? A likely candidate would be a colleclion of cilies in
relatively close geographic proximity to one another, where several
aWners operdte in more Lhan one city and where the total nushar of
stations {and cther medla oultlets) is small. Of particular relovance,
therefore, is the Commission's regional ownership conceantration rule

discussed in Sec. IIT.

B. Economic Efficiency

If group cwnership confers efficiencies, we would expect profit
margins to be higher for groups thanm for others, regardless of whether
groups engage in anti-competitive behavior. However, both the Levin
(1980) and Clieringlon studies find that these margins do not differ
significantly between group owned and other stations, suggesting that

tho eost advantages of group ownership are low,

* See Easterbrook (1381, pp. 270-71}, The predation arpument does
not require that the predator be a group owner. Concefvably, even the
owner of a single station could hid morve for a program than it is worth
to him in order to deny it to his rivals in the hope that they will be
driven out of business.
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We would also expeat advertising rotes to be reduced if Lhore are
efficioncies in group marketing. However, this proposition can ba
tested only by comparing vates in group-only markets either wilh rates
in markeis centaindng both prowps and singly cwned stations (mixed
marketis), or with rates in markets centaining only singly ocwned
stations. Comparisons wifhfn mived markets would be inappropriatbe
because since advertisers are concerned with cost per viewer reached,
ratas for all stations would tend to be identical.® These rates would
ba just high encugh to cover Lhe cost of the singly owned stations
(which are the "marginal’ stations) while group owners would enjoy
higher profit wargins bocuuse of theiv lower costs. Unfertuunately, the
studies of advertising rates discussed carlier inelude mostly or only
mixed markets and, therefore, do not shed 1ight on group efficiencies.

We would alse expect group officiencies (as well as anti-
compotitive behavier} te show up in larger avdicnces. A study by
Parkman (1982) suggests that local news programs produced by group-
owned staticns do tend to attract larger audiences. He uses a miloiple
regrassion analysis in which the dependent variable is audience rating
and the independent variables dnclude jeint ohwncTship with other
television stations. The ratings data, for the years 1965 and 1975, ara
drawn from local television nows programs in the top 100 markets.
Parkman finds that, for 1265, group ownership has a positive but
statistically insignificant effect on local television news ralings.
However, for 1275 there is a positive and statistically significant
effect,  Indeed, the coefficient of the group ownership variable iz the
largest of the three ownership variables and is the only statiziically
significant one, In 1975 the group ownership coefficients are of
substantial size, showing that group ownership increases ratings hy 2.65
and 1.99 for the early and late news programs respectivaly, compared

with average market ratings of 12.02 and 9.97,

* However, 1f advertisers are willing to pay higher rates per
viewer to statioms with larger audiences, group-owned stations will have
higher rates if their greater efficiency produces larger auvdiences.



Parkman's study covers only local news which is produced by the
station, rtalher than including also syndicated programming where any
effects of leverdaging or colluslen would more likely show up. Bul the
study is useful in supgesting that groups do enjoy cost advantages, at
least for local nows prodnction.®

The findings by Lovin and Wildwan, discussed earlier, that network-
owned stations have higher advertising rates than do their rivals may
dlza constitute evidence of group efficiescies. BDifferences in rates
would arise if economies permit the group-owned sLalion to provide
programs that attract larger acdiences, and il advertising raktns rise
faster than awdience, i.e., the relatiocnship is non-llnear.

Trends din group owmership also provide useful evidence about the
advantages of group ownership, If there were largo afficiences, or
opportunities for anti-competitive behaviar, we would expect strong
incentives for groups to purchase singly-owned stations. 1f so, wo
probably would have seen rapid growth of groups after the FOC's 1954
dacision increasing the ownership limit to 7 statieons, with wmany or most
groups up to the limit. Yet, according to Howard (1983, p. &), by the
end of 1982, only % of the 174 television station groups cwned 7
stations., Only two had the full complement of 7 television, 7 &M radlo
and 7 M radio statdens. 4 total of 23 groups held the limit of 5 VHT
slations, at the same time thal 20 porcent of the nation's 518 VHF
remained singly owned (FCC, 1983, p. 25).

The growth of group-owned statlons has proceesded at a steady, but
not strikingly rapid pace. During the 26-year period from 1956 Lo 1982,
the percentage of group-owned television stations grew from 45 percent
to i percent, with a substantial number of stations--21% out of

fYb--remaining in the hands of individusal qwners.

* One might suppose that group cfficiencies (as well as anti-
competitive behavior) would show up in station selling prices, which
would be higher when a statiom is purchased by 3 group than by a non-
group.  Indeed, both Lhe Levinm {(197¢, 19803 and the Cherington studies
extensively analyze station selling prices by type af buyer and seller
in order to test this proposition. However, this evidence i= irralevant
to the guestion. Even if groups have advantages over non-groups, they
would not pay higher prices whon purchasing stations. If groups have
advantages, they would tend to cutbid others and, thus, buy more
stations than would non-groups.
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Overall, the avidence suggests that while group efficiencies may
exist, they do not seem ta be large except possibly in the production of

local nmews programs,’

C. Diversity

The final category of evidence abowt the effects of group ownership
concerns program diversity, Again, the Cheringbon study is one of the
few thal shed light om this issue. The analysis involved (a) sending
questionnaires to all of the 532 commercial stations in the country, of
which 15.2 perveent were returned, and (b} conducting 35 interviews
"with a representative cross-soction of station menagements, a majority
of whirch had not answeved the questionnaire” (p. 82).

The authors comclude that group owpership has little effect on
opinion molding or on editorializing. Responses from both group-owned
and singly owned statlons disclosaed that the station manager and news
director have "moderate” to "greast" influence on editorial posibions.
For group-owned stations "headguarters” and the "owner" played "very
little" role while, for single-owner stations, in contrast, the “owner"
played a “woderate role” (p. 93), TFor both types of stalions, the
national wire services network news organizations, and station reperting
staff were of “moderate or great importance"; while group news
organizations for the group-owned statiomns was of "wvery littla"
importance (p. 87). The interviews also disclosed a high degrec of
autonomy by station managers in the seclection of rrogramming.

If there were significant group efficiencies, atte would expect them
to arise in part from the sconomins of centralized management, nows
collection and presentation. However, if statien mAnAgeTE operate as
sutoncwoously as is described in the Cherington study, and if they rely
so little on headguarters for news content, the economies of group

ownership are likely Lo be small.®

" For this reason, we do not belleve that EYCUP OWHErs Are More
likely to be d2 neve entrants than are others.

® Tt is possible, of course, that station managers claim more
autonomy than they sctually have.
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The Cherington study is subject to the obvious criticism that the
Tow response rate of 15.2 percenk to the questionnsire could have
introdured a self-selection bias. fnd the evidence is based on self-
reporting by station respondests rather than on data about how stations
actually hehave. A content sunalysis of programs carried by group and
singly-owned stations, while tedlous and costly to perform, would
provide 4 far better measure of differcnces in programming.

More rocently, Tevin reports (1980, pp. 170-171) that

a reduction in group ownevship would have ne impact on
divorsity, however measured, so long as network alffiliations
rewmained unchanged.,..Toss of a group tie would have deprived
viewers of no more than 3.5 minutes of news daily, and of 5.5
ainutes of non-network shows, whereas public affatrs, fine
arts, and local programming would agch have remained
mnaffected, .. .?

He also concludes that "the loss of group ties...has ne significant

programming affect, nor any even approsching sipnificance” (p. 203).

D. Conclusions

flur review of the empirical ovidence does not leave us wilh moech
coafidence thab the effects of group ownership are well understood,
since many of the studies have important shorteomingz. The bast that
can br spid is that the siudies arn consistent with the wview that tho
economics of joint station operation are =malt and that, as suggested by
theory, group ownership doss not create market power. Only Parkman's
study demenstrates that coests are significantly lower for group-owned
stations, although the Levim and Wildmawn findings are consistent with
the presence of group efficiencies. MWor i1z there evidenco that groups,
other than those controlled by the networks, significantly raise
advertising rates. TIn the case of nelwork-ownod stations, the evidence
is mixed, with the Wildman and Tevin studies suggesiing that they chavpe
higher rates thon do other statioms in their markets, the Fourndler and

Martin study indicating that rates are no highor in merkets with network-

* Obvionsly, program minutes is not the only possible measure of
divarsity.



owned stations, and the Wildman study concluding that rates are no
higher for other statfons in markets containing network-owned stations.
In view of the limited utility of the evidence, one must place more
weight on & priord analysis than is perhaps desirable. Our analysis,
which is broadly consistent with the empirical evidence, indicates that
group ownership is unlikely eithar to enhance efficiency or create
market power. The issue of collusion, which may be a preblem if group
ownership becomes rogionally concentrated, with overlapping sroup
ownership occurring within relevant markets--especially small ones--
for advertising and programming, is still an open one, however. Thus=,
it is dmportant to examine the Commission's regional concentration Tulno,

a subject to which we now turn.

Iti. THE REGIONAL CONCENTRATION RULE

Group ownarship increases the likelihood of collusion if (a) the
stations are in the same relevant market, e.g., advertisers regard
purchases on the two stations as substitutes, (b} the relevant market is
concentrated, and (¢} the existence of a station group substantially
increases concentration in the market. Therefore, a combination of
stations In adjacent cities, sach of which contains a relatively swall
number of stations, is more likely to create market power tham a
combination in widely separvated cities or in cities Lhat contaln marny
other stations. The Commission's regional concentration rule was
important to the cxtent that it assured that sztations under commeon
cwnership were not in ihe same market.

Even if the rule had been ratained, a group would probably not have
been seriously handicapped since it eould have purchased station=z in
other "regions." Perhaps the most serious lnss would have been those
cconomic efficiencies that result when groups are reglonally
concentrated. Unfortunately, no empirical studies shed 1ight on this
issue.

On the vther hand, little is likely to be lost as a result of the
aboelition of the rule, as long as relevant advertising and program
markets dre no larger than the markets definad in the Commission's one-
to-g-market rule, discussed below, If this is the case, elimination of

the rogienal concentration rule will have no effecl on the ease with
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which groups can colluds., And even if relevant markels greo tarzer, no
market power will bo croated if those markets have wany slations and
cther competing media. _

A major difficulty with the regional concentration rule isx that it
accorded no recognition to the extenlt of media concentrationm in the
markets in question. Whelher these warkets had only one, or many,
stalions was of ne consequence to the rule's anforcement. Thus, the
rule probabiy prevented some combinations where the relevant markel
would have remained unconcentirsbed even If the combination were
permitted.

With the elimination of the rule, a reasonable subsbtitete would be
relisnce on a case-by-case approach based on guidelines siwmilar to those
adupted by the Department of Justice for evaluating proposed mergers.'®
Use of these guidelines would ayoid the arbitrary natwre of the previous
ragional concentrvation rule, by emphasizing the need to definc the
rolevant narket and to cxamine the level of concentratlon in that
markot.

While recognizing its arbitravinass, the Commission initially
adopted the regicnal concentratiom rule to aveid the exiensive showings
dnd determinations typically dinvolved in a casa-by-case approach. Yet,
we believe that the Commission conld substitubte the more flexihle case-
by-case approach for the regional concentration rule without tha
diffienlities that it faced prier to adoption of the rule in 1975.

Our proposed approach would have seweral key features., TFirst, when
station acquisitions are contemplated, the applicant would, of course,
notify the Commission. Sccond, the Commission staff wonld be required,
within a limited period of time, to determine whether or not to
challenge the acquisition. 1If it did not, this would be prima facia
evidonce that the transaction was acceptable so that outside challemgers
would face & heavy burden in opposing it. Third, rejcction Ly the staffl
would either produce a hearing, if the spplicant chose to proceed, or to
the withdrawal of the application. {wer time, as the outlines of the
Commission's policy becawe clear, applicants weuld be able to determine

the likelihood that a particular application would be approved. Fourth,

'® The guidelines appear in Department of Justice (1982). For a
useful commentary, see Werden {1983).




no ane would be {foreclesed from defending a combination before the staff
or the Commission if it felt that the particular ¢ircumstances
warranted. Fifth, the Commission would ba free to issue guidelines for
combinations in order to inform parties in advance about the kinds of
combinations likely to be permitted. These guidelines would be based on
analyses taking into account what is known sbout concentration apd its
aoffects in broadeasting, and they would be poricdically revised as new

knowledge became available,

V. THE DUOPOLY AND ONE-TO-A-MARKET RULES

In the case of miliiple ownership--whare Commisszion rules have
limited, bul not prevented, the formation of broadeast ErOUpS--00e Can
compara the behavier of group-owned and singlv-owned statioms. FBut chne
cannot oxamine the behavier of jeintly owned statiens in the same
service inm a market because they do mot exist. The FOU has always
prolhibited joint ownership of television stations in the same movket. A
similar prohibition applies to FM radio and, since 1941, to AM vadio
when the FOC adopted its chain broadeasting rules. !

However, a limited basis exists for examlining Lhe offects of common
ownarship of stations in difforent services within a market. Some
combinaticons of Lelevision and AM radio stations, which are now
prohibited, were grandfatheraed when the Commission adopted its ane-
to-a-market tule, Moreover, the one-to-a-market rule pormits AM-FM
combinations and allows combinations of UUF Lelevision stations and TN
radioc =tations on a case-by-case basis, Thus, routinely permitted and
grandfathered combinations are potential souvces of information about
the effect of concentrated cwnership within a local market.

In additien, even in markets without such combinations,
relationships between ownership concentratieon and economic behevior ey
shed light on the likely effect of common ownership of stations in the
same service. For example, if markebts with 20 AM radioc stotions behave
as competitively as those with 10 AM stationz, one may infer that scme
combinations in the former markets would not substantially lessen
competition.

' Prior to the adoption of the Chain Broadeasting rules by the
Commission in 1941, NBC owned two AM radic mtations in each of four
markets. (Network Inquiry Special Staff (19803 Vol. II at 35.)



A. Advertising Rates

Fetorman (1971) addresses the question of whether jeint ocwnership
of radio and tclevision vaises advertising rvates. Tor each market he
assumes that "the proportien of the total numbor of rtadic stations
jointly owned by TV . firms...represents the dogrec of control over radic
by TV stations." (p. 78) He relates the average discounted advertising
rates summed over all TV staticns for each of 204 markots to the mamber
of homes, family income, and the percent of radic stations owned by TV
stations in these markets. Thoe analysis shows that homes and incomes
are both positively and statistically significantly related to
advertising vates, but that there is no effect of cress-owaership
between radio and television stations. Peterman cbtains essentially the
same result when he limiis the analysis to markets with oxactly thiee
television staticons, and toe the 5] markets containdng omly a single
staticn {where cross ownership is measured by a dummy varilable equal to
one when the lone TV station alse operates a radio statiom).

Unfortunately, Peterman's price data are from station rate cards
and thus do not necessarily refloct transaction prices. Moreover, his
model! considers only a limited nweber of factors besides radio-
television cross ownership, For example, the analysis of all 204
markets does not control for the wamber of television stations in cach.

Fournier and Martin {1Y83), using actual transactions price data,
examine Lthe cffect of markat concentrasion on the {logarithm of the)
price of 30-second television spot advertisements. OControlling for a
numbeyr of other variables, they use various measures of concentration
including entropy--the sum over all stations of market share times the
logarithe of (1/markcet sharc); the Herfindahl index--the sum of the
squared market shares of all stations; and the two-{irm conceatration
ratio.

The results are either not significant or suggest that rates fail
with a&n increase in coancentration. The only significant measure is
entropy, indicating that advertising rates are higher the Jess
concentrated is the market. The two-firm concentration ratio, which
approdches statistical significance, similarly indicates that the more

concentrated is the market the lower are adveriising rates. However,
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when the equations were vo-ostimated treating the twoe-firm concentration
ratio, the Herfindakl index, 4nd the entropy weasure as endogonoas, none
was significantly relaled to advertising rates. These findings sugrest
that, at least for the obscrved levels of market cosncentration, litelo
or no ad?erse effect on advertising rates wonld cccur if combinstions of
television stations were permilbled in the same maorket.

Wirth and 2lock (1984} present statisticol evidence relating the
highest 30 second spot rate for a sample of OBS affiliates to, among
other variables, the number of households in the station's market, the
station's audicnce share when it caries MASH, and & Herfindahl index for
the market based on averago datly viewing., They find Lhat market
concentration, as measured by the Herfindahl index, i signdificantly and

positively related to advertising rates and conclude, as a result, that

4

televizion martkets are oligopolistic.

Wirth and Blech alsc find that auvdience share iz nof ﬁigﬂifinantly
related to advertising rates, a result that {5 very surprising. A
peszible explanation for this result, and of the correlstion between
tates and market concentration, is that a statien will have a larger
share the more concontrataed is its wmarket, {.e., share and the

Herfindahl fIndex are corrciated. We conjecture that this

multicollinearity is affecting theoir
somewhat skeptical about the finding
advertising rates.

Wildman (1978) relates the spot
netwerk affiliates and network-owned
including those that measure whether
stations or more than three stagions

stations he analyzes.

rosults and are, therefore,

lintking marlket concentration and

television advertising rates of
stations Eo o mumher of varishles
there are more than threc YHF

of any type in the markets of the

The purpose of including these varisbles was "'to

provide a measurs of the effect of cowpetition from indepondent stations
*

an the price of spot time sold by affiliated stations.” (p. 33%)

Rather than finding the expected negative coefficients for these

varlables, they arc genertally positive, although rarely significant, in

the different eguations Wildman estimates,

He interprets these results

as ecyidence that in markets with more Lhan three stations the networks

are able to get their affiliates teo behave like network-owncd stations

because the stations fear the loss of their affiliations.

Thus, for the
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same reason that he argues that the spot advertising rates will be
higher for network-owned stations than for similarly situated
affiliates, he contends that rates will be higher for affilistes faced
with the possihilitw that they will be displaced on the network. This
reasoning suggests that advertising ratos would decline if the number of
stations in a market 1s reduced,

Levin (1980} also finds that rates are higher il there arte & or
more stations in a market, even after coutrolling for station sudience.
OUne possible explanation is thet this varlable, as well as nelworl-
oynership, are picking up the effect of a mis-specified audience
variable. Tf advertising vevenues are related to audicnces non-
linearly, with rates rising faster than sudience, a linear equaticn will
impart a spiericous positive coofficient to variables that are prosent
enly in the larger mavkets., Thiz possibility appliss to the Wildman
study a=s well.

Although they are concerned primarily with the effects of newspaper-
talevision slation cross ownership, Wirth and Allen (1930} repoTt
findings ralevant to ony purpozes. Using 1973 data for 534 commercial
stalbions, they regress separately television llst-price advertising
rates and total television station advertising revenues (both per
theusand viewers) appinst a number of explanatory variables including
whether the station is owned by a neowspapaer in the samo market, the
number of households in the station's market, and whether tha televisios
statlon owns a radio station in the same market.

Wirth and Allen cbtain a generally positive and accasionally
significant relationship between a television station's advertising rate
and its joint ownership with a radio statiom in the market. Wirth and
Allen dinterpret this finding as evidence that radio-television
combinhations create market power. However, their finding is also
consistent with the hypothesis that ownership penerates economies that
preduce larger audiences, and that the velotiomship beotween rates and
audiefices in non-linear. A test of the market power hypothesis would
require examining whether rates are higher for stations that competn
with radic-television combinations. Unfortunately, Wirth and allen do

not carry out this test,'?

' Tn examining the effect of combinations of newspapers and
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They alsn include in their analysis a varlable measvring the mumbor
of AM radio stations in a market, expecting that "au increase in the
number of [radie] competitors in a warket leads to lower prices.” {p, 32}
They find, howove-, that advertising rates are always positirely and
uzually significantly related to the number of radio statiosns in the
market. '

It an earlier study (19793 Wivth and Allen anolyze market data 4w
arder to Jdetermine the effect of local market concentrotion on
advertising rates. They employ 19373 FCOC advertising revanue data for
124 markets divided hy the market's prime time awdicnce to obtain g

measure of tha "price’

of advertising. Among their explanatory
wariables are the nembor of tolevisicn stations and the number of AM
radic stations in the market. They conduct sepavate analyses for
different sources ol revenues--nelwork, nabional-regional, and local--
and for the top 50 and all other markets as well as for all 124 markels
combined.

Although the number of television stations wsually has the expected
{negpative) sign, the coefficient is only occasionally significant. The
variable for the number of radio stations iz negative in only siighrly
more Lhan half the regressiens and significant only when it is positive.
The results do not, therefore, indicato any strong relationship betweon

miarket concentration and advertising rates.'®

television statlons, Wirth and 4l1len do include a variable indicating
whether a televizion station competes with such combinations.

1} They da not include the number of Lelevision stations,
presumably because that variable has alresdy been enploved to estimate
the share of total market advertising rewenues capitured by a particular
station. Therefore, they do not test the hypothesis that an increase in
the numbaev of competing television stations lowers advertizing rates,

1 Yirth and Allen do nob really cxamine advartising rates but
rather revonuas per thousand viewers. In doing so they Fall to note
that these revenues are sensitive to the numbers and types of stations
in the market, guite apart from any effect of market structure on
competition. Thus, markets with independent teleyision stations will
generate different spot advertising revenuses than ones with only netwerk
affiliates hecanse much of the time of affiliastes is occupied by network
programming. This will, to be sure, be reflected in differences in
netwerk revenues but the cffset will ke incomplete because the networks
bear the costs of network programming. FPrecisely how this affects th
suthors' rasults is unclear, but it suggests that their findings should
be regarded with skepticism.
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3. Syndicated Program Prices

The Hetwork Tnaquiry Special Staff (1980, pp. 643-650) analyzed Lha
effect of the structure of local broadeast markets on the prices paid by
statiovs for off-network syndicaled programming. In one set of
cquations, which weasuved competition for syndicaled program by the
prescnce or ahsence of an independent station and whelher the
independent was "comparable' to the weakest affiliate, the study found
that “the price pald per viawer is significantly lower [where there is
not a 'technieally comparabla’ independent] than where at leasl onae
independent iz techrically comparable." {p. 647} TIn ancther set of
equations, which alse tock lnto account the numbers of varicus types of
indepondents, "the results clearly indicate that the larger is the
rumber of independent VHF stations in a market, the higher iz tha price
paid per viewer [for syndicated programs.} The effect of the number of
independent UHF stations 1s mixed, however. In thron of the equatioms,
the number of UNF =tations in a market is positively and significantly
related teo the price per viewer. In ithe othar equation, while the
measured effact is positive, it is not significant.” {p. 650} These
results show clearly that a reduction in the numbeor of stetions
compoting for syndicated programming would reduce the price per viewer
obtained for these program. The effect on the price of the program of an
increase in the pumber of competing stations is, however, ambigulous.
While additional competition way raisc the price per vicwer, it may also

reduce the number of viewers a program aitracts.

C. Conclusions

As dn the case of multipla statiou vwnership, the empirical ztudias
do not provide convincing evidence of adverse effccts of local market
concontration. The only evidence that joint ownership creates mavket
power is Wirth and Allen's finding that televismion atations Jointly
owned with radio stations in the same market have higher advertising
rates,  However, this result is alse consistent with the existence of
economies of joint operatiom and, becawse the offoct of these
combinations or rivals' rates was not examined, the market powWer

bypothesis has not been fully tested. Morecover, the various stadiss of
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the sffact of concentration of television statian ownership on
advertising rates imdicate that there is no effect--or Lhat rates are
higher the Jess conceniratnd is the market. TFinally, none of the
studies demenstrates the cxistence of significant economics of Joint
aperation,

Nonetheless, we would be reluctant Lo urge abandonment of the
duopoly and ene-to-a-market roles with nothing to take their place,
because the andlytic case for these rules iz far strenger than that For
the group ownership tule. This does not mean, however, that present
restrictions are ideal. Rather, we believe that, as a substitute, the
case-by-case approach we discussed with respect to group ownership would
be approprisgte here as well. The major difference is that mote Eroup
gequlsitions in separate markets would likely bo spproved than would new
combinations in Lho same market. Here, establishing that proposed
jointly owmed stafions are in the same market should be straightforward
falthough it might be argued in some cases that particular radic and
television scations are in different markels). Consequently, no
combinations of local stations would be approved on the grounds that
they are in different markets., The offact of the combination an
concentration would, therefore, have to be confronted in every case.
Many local markets ave sufficiently conrcentrated so that proposed
combinations in them would be denied. But some warkets are presently
quite unconcentrated, so that even combinatioms of stations in the same
service in these markets would probably net create market power.
Therefore, the FCC might well approve a combination of two AM radio
stations in the Los Angeles market, for example, usnder the casa-hy-

nase approach we suggest.

V. THE BROADCAST TELEVISION-CABLE CROSS OWNERSHIP RULE:®

1® Much of the analysis im this section can be applied to
combinations of broadcast stations and mulbipoint distribution sy=tems
(MDS}. The principal differance between MDS and cable is that, becanse
of the latter's much larger channel capacibty, subscribers are likaly to
obtain all of their television service over the cable, while households
taking MBS will continue to view over-the-air =sigpals.
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When the FOC banned combhinatlons of television stations and eable
systems in the same market im 1970, it feared that common cnership
woitld be used by station owners to inkibit the growth of cable. Reduced
cable signal quality, relatively high monthly rates to subscribers, and
carriage of fewer or less pepular dlslent signals, werc among the
possible strategies avallablo to a station owner. Conversely, 1f Lhe
ownexr believed the opportunitiss for addilional profits in cable to bo
higher than in broadeasting, he wonld have incentives to let his over-
the-air service deteriorste in order to favor cable growth,  As Barnett

(1970, p. 299) expresses it,

Either way, axistence of the televisicn-cable duopoly would
tend to Ifmpair the television service available to the public.
The public would be better served with two outlets striving
compatitively Lo maximize thedir respective andiences.

With the ban having been in effect for wove than a decade, and Few
combinat Lons grandfathered, no ocmpirical studies have compared the
behavior of cross-owned and indepondently ownoed outlets. Conzequently,

ane can draw only on 4 pricri analysis to assesz the rule.

A. The Benefits of loint Ownership

We see only very limited benefits to relaxing or abollshing the
rule.  Local broadcasters lhave ne particular expertise in coping with
the many facets of cahle operation--negotiating with telephona companies
for pole attachments; designing, buiiding, and maintaining trunk and
drop lines; marketing cable services: handling customer complaints, and
dealing with local franchise suthovities. Similarly, cable oporators
are nol experienced in building and maintaining owver-the-air
transmitters or complying with FCC breadeasting regilations. _

However 1n two aveas--program origination and advertising--the same
functions are carried cut. 4 joinlly owned system might enjoy economies
by sharing studio space and equipment for broadcasting and cable program
origination. To our knowledge, no studies have addressed the magnitude
of the possible savings. Useful here wonld he analyszis of the costs

that cable systems incur in program originaticn; the extent to which
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these costs would be raduced by using broadeast statiom facitities; the
gdditional costs that the station wounld incur in taking on these cable
functiems; and the additional coszts of linking the broadeast station to
the cable headend,

For three reasons, we conjecture that the net savings of shared use
wonld be lew. First, cable program origination facilities, consisting
largely of characler gemevators, automated services, and relalively
choap cameras and olher stadio equipment, gencrally do not invelye larga
costs. Second, a broadcast station would have to incur at least some of
these costs if it took over thesc functions. Third, 7f potemtial cost
savings were zubstantial, one would cxpect to see instances where
sepdrately ouwned cable systems and broadcasting stations have worked out
shared-usa or rental .agreements to thedr mutual henelit. Iowsver, such
arrangements apparently arc vare,l®

With the growing sales of advertising by cable vporators, one might
expect that economies would also flow from joint ownership.? Howover,
the strategy of selling advertising for the small audlences thal view
gdvertisar-supperted cable channels varies from that of selling for the
entire audience within the service arvea of a broadeasking station.
Moreover, media conglomerates with lLoldings in both cable and
broadeasting way be able to axploit at leasi soms economies, even though

they cannot held more than one such property in a singlo market.

B. The Lossas from Joint Ownarship

At the same time, we sec little to e lost by rolaxing or
eliminating the rule, at least in lavge markets. The mnotion of a
broadeaster dnhibiting the growth of his cable system {or for a cable

owner to similarly hkehave Loward his hroadcast station) strikes us as
le

unlikely. The henefits to the broadcaster from this strategy wounld bhe

'® The research department of the National Cable Television
Association reports that, to its kmowledge, only two or threes instances
have arisen of cooperative arrangements. Mo formal survey of such
practices has ever been undertaken.

'? The fact that most advertising sales on cable are made at Lhe
network lavel, i.e., by the providers of program services, limits these
ececnomies. The cconomies of joint marketing activities would be
incredsed if there were a strong national spol market for advertising on
cable,

'Y However, Thorpe (1984) finds a small but statistically
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reduced to the extent that cable axtends the broadcaster's signal to
gdditional avdiences, and they would be further reduced becauwse they
would be shared with competing broadcasters.®®

But what about diversity? Weould not cotmmon ownership reduce the
number of "voices" In the market, contrary to the Commission's aften
stated geal? We think that this danger is exaggeratcd. With its
msltiple channels, cable surely brings many voices inLko tho market.

But, to what cxtont does cable ounerszhip ftself wake a difforonce?
thtless ownership by a broadcaster would lead to a more restricted menu--
and our preceding argument suggests that such ownership wesld nob--
ithere is little to fear.

Ooe would have more reasson for concern i1f cable ownars were
editorialiving and in other ways expressing their own viows to any
notable degree. In this cose, common ownership with a stalion might
mute this voice {or muinc the voice of the station). But one is hard
pressed to identify cases where cable operaters are doing this, as
against carrying the voices of others.

Of course, one might argue that as cable further develops, their
owners will increasingly perform this funciion, EBut competing media
will also develep so that in any avent, diversity will likely continue
to expand.

The problem posed by cross-ownership, if it exists, is most likely
to ccecur dn small warkets. Here, the owner might reduce the quality of
his broadeast signal, especially if he has the only station in the
market. By transmitting a weaker signal than allowed by the FCC, and by
carrying lass attractive prograwming than would a scparastely owned
station, he may gsin more from increased cable penetration than would be
lost from the smaller over-the-air audience. Moreover, the jointly
owned system might be able to exercise greater market power against

advertisers and pvogram suppliers.

significant effect of the presence of an STV station on the market power
of a cable systen.

' Thix assumes that cable carriage of all local sipnals will
continue to be nandated by the Commission. Hence a broadcast-owned
cable system could not be used to dizcriminate against other local
broadcasters. Robert Pepper points out, however, that justifying the
elimination of tho must-carry rule would be easier if the ban on cross-
ownership were retained.




- 27 -

Thus, while the FGC would be unwise to abandon the cross ownership
rule in one-station markets, szituations exist in which jeint ownetship
mady produce operating economies withont cresting market power. For
example, a modified rule might stipulate that joint cwnership would he
permitted (a} if the market contains no fewer than a specified number of
stations, or {b) if the jointly owned station has a market share no
greater than a spocified maxiwmun, oz (e) iF the statien iz a WIF 1n &
mixed market.

Even better, we beliaovae, would be the casze-by-case approach
discussed earlier. This more flexible approach would facilitata
dccounting for the growing compelition from other media and Lhe

addivienal diversity of viewpoints Lhat they provide.
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