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CHAPTER I

INTRODUCTION

Purpose and Scope of the Study

Since the dawn of early mankind, one of his remarkable
gifts has been the ability to transmit culture by the use of
sight and sound. From the crude beginning of man's attempt
to communicate, has evolved today's sophisticated means of
electronically dispatching unlimited amounts of information
from one source to an undefined number of receivers. This
evolution of electronic communications has carried with it
the process of disassimulating notifications of products and
services to the public. Presently, the acceptance and wide
usage of television as an information and advertising medium
has caused ﬁhe demand of broadcast to exceed its availabili-
ty. To fulfill this need for additional channels, cable
television is developing rapidly across the United States
into one of the major mediums of distributing programming
and advertising messages. It is the direction of this
development of the relationship between cable television

and advertising over the next five years with which this

thesis will deal.



The cable television industry is a carrier and crigi-
nator of a variety of programming of which the majority is
related to advertising in some manner. This report will
study both the carrier and the originators. It will describe
the past and present relationship of these divisions of
cable and paid announcements. Ultimately, this thesis will
examine the combined future roles and interdependence of
advertising and the developement of cable television.

The necessary information will be gathered Zrom a re-
view of literature, personal interviews with cable and ad-
vertising industry leaders, as well as interpreting data
received from a survey of cable television systems acrcss
the United States that accept advertising. Discussions
concerning the importance of satellite communications, the
potential of two-way communications, the growth of super-
stations, and the effect of pay television on cable will
also be included in this study.

As with brcadcasting, the cable television industry
is regqgulated by the Federal Communications Commissicn (F.C.C.)
This is a result of the F.C.C.'s right to regulate the air
ways and brought into existence by court cases sought by
broadcasters against cable since 1959. Rulings imposed and
revoked will be referred to numerous times throughout the
report so that the reader may better understand the fear
of broadcasters and the telephone company that cable can

become a major competitor.

wan



Justification of the Study

The cable television industry was once considered to
be a community antenna television system. Each system was
built in a rural area to service viewers with low gquality
Oor no reception, caused by natural terrain barriers or tele-
vision stations being at too great a distance from the
receiver. In 1952, only seventy cable television systems
serving 1400 homes operated in the United States. Since
that time because of the utilization of many technical
realities and the industry's awareness cf the consumer de-
mand, cable television has grown to four thousand systems
suppliying thirteen million American homes in 1978 with
multi-channel programming. This figure represents =2ighteen
percent of the television households in the United States.
The cable television industry's present gross revenue ex-

ceeds one bhillion dollars (Cable Source Book, 1978).

Many communications prophets predict this is only the
bpeginning of the growth stage of receiving television across
cable lines and that this industry is emkarking on a new
revolution in communications. This era will allow the public

LN . . .
a newi{agility)in the process of communicating, being better
informed, educated and entertained. Cable television will
provide services that permit the viewer unlimited amounts

of programming that can be selected simply by a viewer-

activated computer.



The dreamers of the industry forsee multi-channel
cable television to be a mass communication system of pro-
gramming and distribution of communications. E£ach home and
business having the capability of: (1) receiving programming
from a library of viewing at any time, (2) receiving fac-
simile print-outs of newspapers, (3) paying bills by the
push of a button, (4) selecting educational courses to be
transmitted to the viewer at his own convenience. 1In
experimental svstems some of the predictions listed above
are presently in use in the United States, Germany, and

Japan (Wiring the World, 1971).

Cable television has recently been referred to as
the "Sleeping Giant" of the communications industry. An
industry not fully awakened to the consumer demand and
being held back only by the inability of maintaining pace
within its own technical advancements. According to Les

Luchter, the managing editor of Marketing Communications,

"Cable TV is so young and potentially so power-
ful that it is difficult to look even a couple
of years into the future without hitting haze™
(Marketing Communications, March, 1979).\\\-,)

As with over-the-air broadcast television, cable
offers both a service and a product. The product being pro-
gramming and the service being the delivery of the
programming. Much of this information is supplied to the
viewer in the form of commercial messages. Delivered to
its intended audience by utilizing both audio and video to

advertise availability and offerings to that audience.



Traditionally, over-the-air television has been the
main mode of this form of advertising. Programming broad-
cast by national networks and local television stations
reach ninety-five percent of the television households in

the United States (Advertising Theory and Practice, 1972).

With the constant increase in the number of television
households receiving programming over cable from national
televisién station networks, independent television sta-
tions, and cable systems originating their own programming,
the cable industry has begun to view advertising as a pros-
pect for an additional source of revenue. Presently, 2800
of the existing cable systems accept and originate pro-
gramming with commercial content. This represents seventy
percent of all the cable systems in the United States.
Commercials are cablecast on message wheels, generator
channels, and in program breaks of nationally cable-
casted sporting events. Additional, like over-the-air
broadcasting, commercials are originated live on camera
and prerecorded tapes and film. 1In 1978, the National
Cable Television Association reported total advertising
revenues for the industry that exceed eight and one-half
million dollars. This figure 1s three times greater than
the total cable television advertising revenues reported

three years earlier (NCTA Survey, 1978). The association

predicts this trend to continue due to the increasing



number of subscribers in all areas of the country and the
technical implementations of each cable system.

A United States advertising agency and the world's
largest user of television time, Young and Rubicam, has
been pioneering the commercialization of cable television
via Madison Square Gardens Satellite/Cable Network. 1In
early 1978, Young and Rubicam announced their new research
into the effects of cable television on advertising and
broadcasting. According to the agency, the results indi-
cate that cable is already demonstrating its viability as
an advertising medium. Commenting on the research, their
Senior Vice-President and Director of Communication Re-
search, Joseph Ostrow stated:

"We believe our research shows quantitatively

and quite clearly that cable programming offers

advertisers both real and unigue opportunities

in terms of cost, environment, and communica-
tions values” (Cablevision, January 15, 1979).

With research from the major user of the medium prov-
ing its utility and ability for advertisers to readily take
advantage of this pseudo-advertising instrument, they must
now become aware of the direction and potential it has in
the market place of television households. Robert Hughes,
Chairman of the National Cable Television Association
(N.C.T.A.) states:

"Cable television is no longer a community

television service, but a complex method of

transmitting programming without the tech-
nical limitations that restricts broadcasting.



As cable grows in numbers of subscribers, in
five to seven years, advertisers will become
very important in the cable industry. The
evolution of this importance is what we are
not sure of" (Robert Hughes, 1979).

Definitions of Terms and
Abbreviations

The following terms will be used extensively through-
out the paper. A review of these terms will assist the
reader in better understanding the content of this thesis.
When required, a more specific definition will be given in
the body of the paper.

Antenna: A device for receiving or transmitting communi-
cations through the air in the form of electromagne-

tic signals

Arbitron: National and local audience rating service of
radio and television programming

Blue Sky: Term used to describe any other function of a
cable system beyond the retransmission of programming

Cablecasting: Television programming originated by cable
systems and fed directly to home via coaxial cable

CATV: Cable Television

Cable Television: The distribution via coaxial cable of
broadcast television signals, as well as locally
originated programming and various other programs
and services

CATV Penetration: Percentage of television households in
the market or city that subscribes to CATV services

CARS: Community Antenna Relay Service, a microwave band
reserved for the exclusive use of cable television
systems to transmit signals from a reception point
to the head-end for distribution

Channel Capacity: The number of channels that a cable
system can technically use to transmit from the head-
end to the receiver




Coaxial Cable: A cable of two concentric conductors sepa-
rated by an insulator, ranging in diameter from 3/4
inch to 1/4 inch for CATV trunk lines down to 1/4
inch for individual house drops, and capable of
carrying more than 20 standard TV channels simultan-
eously

Common Carrier: A point-to-point communications reslay
service that must be made qually available to the
general public at nondiscriminatory rates

Converter: A set-top device, usually used to convert non-
standard channels to the frequencies received by
the home television set typically installed where
more than 12 channels are provided by the CATV
system

Cost per thousand (C.P.M.): Most widely used standard for
comparing rates: the formula is:

rate x 1000

Audience Size = C.P.M.

Distant Signal: The over-the-air signal of a commerical
or educational TV station which is extended or re-
ceived beyond the normal locale of that station
(usually a 35 mile circle on the Grade B contour
or as defined by the F.C.C.)

Earth Station: An antenna device which sends or receives
signals from a satellite

Exclusivity: The copyright or other clause in TV programs
contracts that grants exclusive playback rights for
the programming to the broadcast station in the
market it services; in larger markets, CATV systems
may be required to delete some programming for up
to seven years

Federal Communications Commission (F.C.C.): United States
government agency which regulates over-the-air
signals

Franchise: The agreement between CATV operator and the
governing authority in the area where the cable sys-
tem operates, stipulating the responsibilities of

each party

Free TV: The term often applied to over-the-air commercial
television, supported by advertiser revenue



Freeze: A period of about five years in which distant
signal importation into the top 100 markets was ef-
fectively prohibited by F.C.C. rules, thereby stalling
cable TV developement, and which was partially lifted
with F.C.C.'s Cable TV Rules in March of 1972

Frequency: Average number of times different households or
individuals are reached by a particular media schedule
within a period of time

Generator Channel: Channel on a CATV system which carries
only digital and written information

Grandfathering: A term applied to the F.C.C. policy of
allowing existing practices to continue after the
date rules go into effect altering or forbidding
practices

Head-end: The antennae and associated signal processing
equipment used to receive commerical and educational
broadcast TV and FM radio signals and to transmit
them along the cablecast features via coaxial cable
throughout the CATV system

Local Origination: (See Cablecasting)

Local Signals: Television signals received at locations
that are within 35 miles of the broadcast station's
community, or are substantially viewed off-the-air
in the CATV community, or in some cases, are within
the station's predicted Grade B contour

Message Wheel: Process by which messages are mechanically
changed while on camera

Multiple System Operator (M.S.0.): Cable TV companies that
operate more than one cable system

Major Market: Essentially, these are the top 100 television
markets as ranked by Arbitron on the basis of net
weekly circulation in the major city and all communi-
ties within 35 miles of it, and listed in the F.C.C.

rules

NCTA: National Cable Television Association

Non-Duplication: F.C.C. rules requiring a CATV system to
delete distant signals when they are duplicated
prcgramming of local stations, either simultaneously
or during the same broadcast day.




10

OQutside TV Market: Television markets that ranked by
Arbitron as being outside all Grade A signal broad-
cast range and listed by F.C.C. rules

Pay-TV: 'A system of broadcast or cable television wherein
signals are scrambled and are unscrambled at the
receiver's set with a device that he rents

P.B.S., (Public Broadcasting System): A national education-
al television system

Rating: Percentage of all homes in the sample tuned to
the or particular program

Reach: Term used to designate the number of different homes
or individuals reached by a given medium or combina-
tion of media over a period of time

Share-of-Audience: Percentage of homes with a set turned
on that was turned to each program

Smaller Market: Smaller television markets as ranked by
Arbitron on the basis of net weekly circulation in
the smaller city and communities within 35 miles of
it, and listed by the F.C.C. rules

Subscriber: A home that is receiving cable TV service

Subscription Cablecasting: Subscriber-supported television
programming available to the subscriber for a monthly
per-channel charge, or for a per-program charge

Superstation: Term used to describe an independent tele-
vision that reases far outside its normal Grade A
broadcast pattern because it is carried on numerous
CATV systems into one or more major markets

Television Households: The number of households having one
or more television sets

Two-way: The term used to refer to the capability of
coaxial cable to carry signals in both directions,
from the head-end to the subscriber and in reverse

Wired City: The concept of television and the many other
broadband communications services that can be pro-
vided by the coaxial cable of the CATVs ystem
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Objectives of the Study

The objectives of this thesis will concentrate in
these main areas of study: (1) recognition of the past role
and present status of advertising placement on cable tele-
vision originated or carried programming, (2) to determine
the direction of growth of cable television and its rela-
tionship to advertising in the United States during the
next five years, (3) to measure the intent of Cable Tele-
vision Systems in regards to evolving as a major
advertising medium, (4) and to report the present attitudes
of leaders in the cable television industry concerning the
future of Cable in relation to advertising over the next

five years.

Benefits of the Study

The major benefit of this study lies in its appli-
cability to both the advertising and the cable television
industries. The lack of knowledge of each industry con-
cerning one another is apparent throughout the research.
As the cable television system becomes more of a means
for advertisers to otain the required reach of a communi-
cations medium, both cable system owners and the
advertisers must be aware of a mutual working relationship
so that each may benefit.

Cable television 1s a rapid growing channel of

communications in the United States. Even so, it is the
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least reserached mode of directing advertising at the public.
A benefit of this thesis is to better acquint the advertiser
and media buyer of the selective reach and other limitations
of cable television. Most advertising agencies, national,
regional, or local, have not considered cable even where
there is no additional cost of receiving the utility of it.
This author found in previous research, this was the case
in Lubbock, Texas, 1978. The city's retail trade area
showed 34 cable systems operating outside of its television
station's Grade B signal pattern. One station was carried
on thirty-six percent more cable systems than the other
two, resulting in a potential reach of an additional 29,000
households. This study will help make this and other
advantages known to media buyers of broadcast time.

Additionally, this thesis will benefit advertisers
in ascertaining who the subscribers of cable are; what
their demographics and viewing patterns are, and the type
of programming that is presently being shown and what is
being planned for the future. This paper will offer
reasons describing how cable television time will be
placed in the media mix and why it normally will not be
purchased under the same criteria as broadcast television.
At cable television's rate of growth, it will exceed thirty
percent saturation of all the television households in the

United States by 1982 (Robert Hughes, 1979).
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The benefits of this study for the cable industry
are as important as those for advertisers. The cable
television industry is just now becoming aware of addition-
al revenues it can receive from accepting advertising
placement. Most are unfamiliar with standard practices
in the sale of commercial time (Jim Whitson, 1979). It
would be difficult to place an explanation of commercial
broadcasting within this report. However, a description
of how many systems are setting up to accept advertising
and originate programming will be included. This will in-
clude some of the known sales techniques and the research
that is being done which looks into demographics of the
cable audience.

This paper hopefully will demonstrate the need for
further research into specific areas where cable television
and advertising are related. At present, there is no
standard method or continuous system of rating programming
that is being carried or originated by cable television
systems. Therefore, no standard criteria for media buyers
has been established by either industry. The area between
cable and its boardering neighbor, advertising, is a vast
wilderness that needs to be explored. And as previously
stated in this paper, ". . . it is difficult to look even
a couple of years down the road without hitting haze"

(Marketing Communications, March, 1979).
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One last benefit of this study is to the student.
This accumulation of information will help better acquaint
the student with the future relationship between advertising
and cable in regards to advertising being placed on cable
television as a medium. It will make the student more
aware of the potential and direction of growth of cable.
And this report will assist in the informing of the student
of new points of television origination, or new programming
and new channels of carrying that programming to the

ultimate viewer, the consumer.

Methodology

After the formulation of the purpose of this thesis,
the author began an attempt to review all available litera-
ture on the cable television industry. This included a
study of the history and evolvement of the industry.
Current periodicals were found to offer the most up to date
information available on the present status of cable tele-
vision as a developing advertising medium. Also, a search
was begun to locate leaders of the industry to gain addi-
tional material concerning contemporary developments.

These individuals were contacted by personal letter.

In February, 1979, the author attended the 1979
Texas Cable Television Association Convention in San
Antonio, Texas. There were over 35 personal interviews
conducted with persons involved in all levels and facets

of the cable television industry. This included (1) pay
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television, (2) independent programmers, (3) satellite
carriers, (4) cable system managers, (5) two-way developers,
(6) multiple system operators, (7) trade publishing com-
panies, and (8) production companies. Additionally, at the
convention a random group of 10 cable system managers were
selected to test a survey questionnaire.

Following the testing of the questionnaire, revisions
were made and a selected sample of 334 cable systems accept-

ing advertising was taken from the 1979 Cable Source Book.

A cover letter will be placed with the survey and the
questionnaires were mailed out. A detailed description
of the survey methodology will be given in Chapter 4 of
this paper.

Lastly, the author attempted to utilize all of the
above mentioned information and data to predict the future
relationship between cable television industry, the type of
programming to be carried, and the placement of advertising

over the next five years in the United States.

Limitations

This paper is inherently limited simply due to the
large scale of the cable television industry. Therefore,
one of the major limitations is the lack of time and
financial resources which prevented much of the research
from being done by personal interview. With the exception

of personal contact at the 1979 Texas Cable Convention,
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the author had to resort to long distant¢telephone calls
as interviews, review of literature, personal letter writ-
ing, and a mail survey in order to achieve the information
reported in this paper.

Another problem encountered was the amount of cur-
rent published material available for review. This lack
of written information concerning the cable industry is
due to: (1) the youth of the industry in programming and
as an advertising medium, (2) the rapidly changing environ-
ment and technology in the communication field.

Use of the 1979 Cable Source Book to draw the sample

from for the mail survey was also somewhat of a limitation.
The inaccuracy of some of the reported listings caused
over 25 percent of the returned questionnaires to be dis-
carded due to the negative answer of the qualification
question. This possibly may have occurred because of a
change in the respondents buiness policy after the publi-

cation of the listing in the directory.

Summary
In summary, the specific purpose of this thesis 1is
to accumulate information from the cable industry in an
effort to analyze the potential of cable television as an
advertising medium. It will review all areas of program-
ming and origination in cable television that are affected

by advertising placement. Finally, this study will attempt
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to define the future relationship between advertising and
cable in an effort to assit both industries and the student
in forecasting and adapting to a new communications environ-

ment.



CHAPTER II

AN OVERVIEW OF CABLE TELEVISION

A Brief History and Explanationof
Cable Television

The first cable television system in the United
States was constructed in the rural town of Astoria,
Oregon in 1949. A radio station operator, L. E. Parsons,
utilized signal survey equipment to locate an adequate
point in the Astoria area to receive a television signal
broadcast 125 miles away. By placing an antenna on the
top of a two story building, Parsons found that a weak
but steady signal could be received and developed into a
watchable television picture in the same building. He
then assembled a simple three-tube sending unit which
retransmitted the signal and allowed television reception
by cable connections in other locations in the town.

From the Astoria community, the idea rapidly gain-
ed acceptance and Community Antenna Relay Systems (C.A.R.S.)
as far away as Pottsville, Pennsylvania soon were under
construction to attempt a similar mode of transmission.
The C.A.R.S. method of operation was simple. And even

though the equipment utilized in modern cable systems is

18






