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INTRODUCTION

This study presents a descriptive evaluation of the market structure of California
media markets. It first discusses how market analysisis conducted, relying primarily on the
Department of Justice Merger Guidelines, and why media markets are unique. It then
examines local newspaper, TV, and radio across California. It finds that every media market
in Californiais concentrated. Every newspaper and radio market is atight oligopoly and/or
highly concentrated. Every broadcast TV market is concentrated and half of the broadcast TV
markets are highly concentrated. Evidence on TV markets as a whole (broadcast and
cable/satellite) indicates that most all California TV markets are concentrated, tight
oligopolies, athough only afew are likely to be highly concentrated.

ANALYZING MEDIA MARKET STRUCTURE

EMPIRICAL MEASURES OF ECONOMIC MARKET STRUCTURE

For the purposes of assessing media markets, as is generally the case in the analysis of
the industrial organization, we start with an examination of the number and size of firmsin
the market. Where a small number of large firms dominates a market, the concern is that they
can exercise “market power,” by raising prices or lowering quality. This causes inefficiency
and atransfer of wealth from consumers to producers.

A clear articulation of this problem, which is directly applicable to the debate over
media ownership, can be found in the Merger Guidelines issued by the Department of
Justice* In order to assess the potential for the exercise of market power resulting from a
merger, the Department of Justice analyzes the level of concentration as measured by the
Herfindahl-Hirschman Index (HHI) (see Exhibit 1). A second method that is frequently used
by economists to quantify market concentration is to calculate the market share of the largest
four firms (four firm concentration ratio or CR4).2

Under its Merger Guidelines, the DOJ considers a market with an HHI of 1000 or less
to be unconcentrated. Such a market would have the equivalent of ten equal-sized
competitors. In such a market, the four firm concentration ratio would be 40 percent. Any



ExHIBIT 1: DESCRIBING MARKET STRUCTURE FOR PUBLIC POLICY ANALYSIS
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market with a concentration above this level is deemed to be a source of concern. The DOJ
considers an HHI of 1800 as the point at which a market is highly concentrated. Thislevel
falls between five and six equal-sized competitors. Shepherd describes these thresholds in
terms of four firm concentration ratios as follows:|

Tight Oligopoly: The leading four firms combined have 60-100 percent of the
market; collusion among them isrelatively easy.

Loose Oligopoly: The leading four firms combined have 40 percent or |less of
the market; collusion among them to fix pricesis virtualy impossible.

MEDIA MARKETSARE DIFFERENT

In dealing with media markets, this economic analysis must be leavened with a clear
understanding that media “products” are different. Public policy should strive to create media
markets that are not unconcentrated.  The mass media are not ‘just toasters with pictures.”*
Indeed, the governing Supreme Court decisions make it clear that freedom of information and
the press transcend mere economics. As Justice Frankfurter put it, concurring in Associated
Press,

A free pressis indispensable to the workings of our democratic society. The
business of the press, and therefore the business of the Associated Press, isthe
promotion of truth regarding public matters by furnishing the basis for an
understanding of them. Truth and understanding are not wares like peanuts
and potatoes. And so, the incidence of restraints upon the promotion of truth
through denial of accessto the basis for understanding calls into play
considerations very different from comparable restraints in a cooperative
enterprise having merely acommercial aspect.”

For the framers of the Constitution, diversity was aforce to be tapped for the
strengthening of democracy.® The aspiration for the First Amendment was given its modern
formulation by Justice Black in 1945 in the seminal case, Associated Press.” He concluded
that the First Amendment “rests on the assumption that the widest possible dissemination
of information from diver se and antagonistic sour cesis essential to the welfare of the
public.” Since then, the Supreme Court has reaffirmed this view with respect to newspapers®
and lr(1)as unflinchingly applied it to all forms of mass mediaincluding broadcast TV®° and cable
TV.

To put the matter simply, the needs of citizens cannot be reduced to the needs of
consumers.™* The objective of the commercial marketplaceis to improve efficiency and
produce profit. The objective of the forum for democratic discourse is not only to promote
diversity and antagonism but also participation.*? As Justice Brandeis explained in his
concurrence in Whitney v. California,

Those who won our independence believed that the final end of the State was
to make men free to develop their faculties; . . . that the greatest menace to



freedom is an inert people; that public discussion is apolitical duty; and that
this should be a fundamental principle of American government.*®

Justice Brandeis' admonition against turning citizens into passive couch potatoes
needs to be given its full weight in constructing media ownership policy.** In particular,
citizens must enter the debate not simply as listeners, but also as speakers. One goa isto
ensure that they are well informed — receive good and diverse information — but another goal
is to have them engage actively as participantsin civic discourse. °

A simplistic economic approach to media misunderstands the aspirations of the
modern interpretation of the First Amendment in another fundamental way. It failsto
recognize that information is not just a commaodity in which one source, or information from
one type of media, can substitute for another. Institutiona diversity — different types of
media, with different cultural and journalistic traditions and different business models — plays
aspecial role in promoting civic discourse. Unique perspectives provided by different
institutions are highly valued as sources of information.™

A narrow view that all mediainformation is fungible fails to recognize the unique role
of newspaper reporting as afourth estate, checking waste, fraud, and abuse of power by
governments and corporations. It ignores the difference between national and local news
markets and the tendency of nationally oriented media, which maximize profit by presenting
programming attractive to national audiences and national advertisers, to homogenize the
local point of view out of existence.

NEWSPAPER, TELEVISION AND RADIO ARE SEPARATE, LOCAL MEDIA

Typica economic anaysis of markets would start by specifying the market in terms of
the products that consumers use to meet their needs. Can they switch (substitute) easily
between goods or services to meet their needsiif pricesincrease or quality declines? The
ability to switch is determined by the nature of the goods and services (the product market)
and their availability in the immediate area of the consumer (the geographic market). For
media, the importance of the process of market definition is heightened, for the reasons given
above.

The FCC recognized the importance of this analysis by commissioning several studies
of substitution between the media— two dealing with consumer usage and two dealing with
advertiser usage.r” On neither count did the FCC find a great deal of substitutability, but the
lack of substitutability was especially striking from the consumer usage point of view.

The FCC' s econometric analysis provides a remarkable case against substitutability.
With multiple tests many involving avery large database, the study found statistically
significant substitutability in a small number of cases (Iess than 3 percent of the tests). In
those cases where substitutability was identified, the magnitude was extremely small,
explaining two or three percent of the variation in usage. In economic jargon, the cross
elasticities of demand are in the range of .05. In an antitrust case, products with cross
elasticities of demand this low would not be included within the market.



We should not be surprised to find that the media are not substitutes. A moment’s
reflection one the product they provide and the manner in which they provide them makes it
clear they are very different. They rely on different sensesto deliver their product —
combining audio and visual, reading and watching in different ways. Asaresult, they provide
different functions. In particular, television and radio provides an announcement function,
while newspapers provide a detailed information function. In fact, newspapers are the only
medium that is predominantly devoted to news and information. Television and radio, to be
sure, are devoted primarily to entertainment. We hear an announcement on the radio, turn to
the TV to see what happened, and |learn the details in the newspaper. Y ou cannot see the
news on the radio or read about it on the TV. The econometric data overwhelmingly supports
this view of the media.

The media also provide different types of news and information. The FCC’'sanalysis
assumes that cable and Internet are national, not local sources because there is extremely little
local content on them. In prime time, broadcast television is predominantly national. While
radio is seen as alocal distribution medium, the recent severe increase in concentration in that
industry has undermined even this source of local content. Asthe Wall Street Journal put it,
Clear Channel, by far the largest radio chain, has been “perfecting the are of seeming local.”*®

Newspapers are the only predominantly local information source. Television hasa
strong local news component, mixed with agreat deal of entertainment and national news
provided in nightly newscasts and news magazine shows.

Even within these broad categories of national and local markets, geographic market
definition deserves considerable care. Each of the mediathat deliver some local news and
information covers adifferent local market.

Most discussions of TV and newspaper markets use the Designated Marketing Area
(DMA) asthe geographic market area. Thisisavery large market area and any analysis
based upon it will seriously underestimate the level of actual concentration for a number of
reasons.

Onthe TV side, use of the DMA overestimates the availability of broadcast stations
for many viewers. To the extent that viewers receive their broadcast signals through
multichannel (cable or satellite) distribution, thislarge market may be appropriate. However,
asubstantial part of the population receives broadcast signals over the air — about 15 percent.
For this group, the DMA isfar too large a market definition, since signals do not cover the
entire DMA. Second, many smaller broadcast stations do not enjoy distribution throughout
the DMA.

The problem on the newspaper side is even more severe. Newspapers are very
geographically focused. They are usually identified with amajor central city or county where
they achieve dominant circulation. When more than one major city or county fallswithin a
DMA the perception of the level of concentration is distorted. Radio markets are smaller
than the DMA, constrained by the reach of signals.



In spite of these factors, which are likely to lead to an underestimation of
concentration in these major media markets, we find that media markets are dangerously
concentrated

CALIFORNIA MEDIA MARKETSARE CONCENTRATED

NEWSPAPERS

Newspaper markets, even when measured at the DMA level, are highly concentrated,
as shown in Exhibit 2. Datafor five of theten DMAsin California show that all are highly
concentrated, as measured by the HHI and tight oligopolies, as measured by the CR4.

ExHIBIT 2: CALIFORNIA NEWSPAPER M ARKETS

Designated Market Area HHI CR4
Los Angeles 2412 75
San Francisco-Oakland 2360 87
San Diego 3162 90
Sacramento-Stockton-Modesto 5638 87
Bakersfield 9284 99

Source: Consumer Federation of America, Democratic Discourse in the Digital Information
Age (Washington, D.C.: 2003).

The above DM A-based analysis substantially underestimates the concentration in
newspaper markets. We noted that newspapers tend to be very place-specific, providing local
news and advertising. They therefore tend to dominate specific areas. To demonstrate this
fact, we have examined the newspaper circulation within counties for Los Angeles (see
Exhibit 3). Los Angelesis used as an example because it is the third least concentrated (for
newspapers) DMA in the country and the five counties identified above account for 95
percent of the households in the DMA. The HHI is 2400 when calculated on aDMA-wide
basis but averages 4000 when cal culated on a county-by-county basis.

TELEVISION

Broadcast TV markets are also concentrated. Six of the ten DMAs are above the
highly concentrated level (as Exhibit 4 shows). All are tight oligopolies, as measured by the
four firm concentration ratio. Thisanalysisis based solely on broadcast viewing. Statistics
are not publicly available for all viewing, including cable viewing.

However, arecent set of data was made available for prime time viewing of all
channelsin 21 of the top 60 DMASs. Sacramento was included in that set. Even including
cable viewing in primetime, al of the markets remain at least moderately concentrated and



ExHIBIT 3: NEWSPAPER MARKETS ARE M ORE CONCENTRATED WHEN VIEWED AT
THE COUNTY LEVEL THAN AT THE DESIGNATED MARKET AREA LEVEL
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ExHIBIT 4: CALIFORNIA BROADCAST TV MARKET

Designated Market Area HHI CR4
Los Angeles 1636 57
San Francisco-Oakland 2126 80
San Diego 1552 71
Sacramento-Stockton-Modesto 1718 75
Fresno 1935 81
Monterey-Salinas 2764 99
Bakersfield 2185 82
Chico-Redding 2160 90
Palm Springs 2521 97
Eureka 2774 99

Source: BIA Financial, Television Market Report: 2001 (Chantilly, VA: 2001).

highly concentrated level (as Exhibit 4 shows). All are tight oligopolies, as measured by the
four firm concentration ratio. Thisanalysisis based solely on broadcast viewing. Statistics
are not publicly available for all viewing, including cable viewing.

However, arecent set of data was made available for prime time viewing of all
channelsin 21 of the top 60 DMASs. Sacramento was included in that set. Even including
cable viewing in primetime, all of the markets remain at least moderately concentrated and
all still qualify astight oligopolies (see Exhibit 5). Thiswas true of Sacramento. Moreover,
for news and information, the viewing market is likely to be more concentrated than the prime
time market, because a considerable number of broadcast stations do not provide local news.

RADIO

Exhibit 6 showsthat all Californiaradio isatight oligopoly, and several are duopolies.
In cities like Modesto, Redding, and Santa Barbara, two owners account for over three
quarters of the radio revenues. In about a half dozen others the top two account for about 70
percent of radio revenues.



ExHIBIT 5: MEASURES OF CONCENTRATION IN TELEVISION MARKETS

(Based on Viewer Share)

DMA Rank Four-Firm HHI Index % of Broadcasters
Concent. Who Provide
Ratio Local News
Minneapolis 13 75 1762 64
Tampa 14 69 1432 54
Sacramento 19 70 1617 70
Pittsburgh 21 77 1798 50
St. Louis 22 76 1670 44
Baltimore 24 78 1875 50
Raleigh 29 73 1732 50
Nashville 30 81 1826 40
Kansas C. 31 71 1641 67
Cincinnati 32 76 1723 50
Milwaukee 33 73 1776 40
Columbus 34 75 1639 57
San Antonio 37 61 1188 58
Birmingham 39 66 1421 50
Norfolk 42 75 1695 56
Greenshoro 44 69 1606 44
OklahomaC. 45 72 1611 45
Buffalo 47 70 1530 45
LasVegas 51 68 1495 60
Richmond 58 76 1847 57
Dayton 60 75 1664 40

Sources: Video Shares = Sinclair, Exhibit 15.

Network Ownership = Owen, Bruce and Michael Baumann, “ Concentration Among National
Purchasers of Video Entertainment Programming,” Comments of Fox, Economic Study F:
Network Affiliations of Local Stations, Television Market Report, 2001. Owen, Bruce and
Michael Baumann and Allison Ivory, “News and Public Affairs Programming Offered by the
Four Top-Ranked Versus Lower Ranked Television Stations,” Comments of Fox, Economic
Study A.



ExHIBIT 6: CALIFORNIA RADIO MARKET
Radio Markets

Arbitron Market Area CR4 — 1996 CR4- 2002

Los Angeles 49 76
Oxnard-Ventura 83 97
Santa Barbara 77 96
Santa Maria 72 91
San Francisco-Oakland 55 78
San Jose 69 82
San Diego 48 83
Riverside 85 84
Sacramento 72 87
Stockton 98 100
Modesto 85 88
Fresno 69 88
Monterey-Salinas 60 82
Bakersfield 71 82
Chico 81 99
Redding 93 100
Palm Springs 50 68
Merced 71 87
San Luis Obispo 72 82
Santa Rosa 88 93

Source: Williams, George and Scott Roberts, Radio Industry Review 2002: Trends in
Ownership, Format and Finance, (Federa Communications Commission, Media Staff
Research Paper, September 2002), Appendix F.

Radio has become a hot button issue because of the rapid increase in concentration in
the industry. Congress raised the cap on radio station ownership and the industry increased
concentration very quickly. Four firm concentration ratios increased by an average of over
twenty percentage points on aweighted average basis in the six years after the
Telecommunications Act of 1996. Prior to the merger wave, the weighted average four firm
concentration ratio was 60 percent; today it is over 80 percent.
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insistence, altogether foreign to Holmes; the public discussion is not only a right but a “political
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