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stating the case, it’s not by

much. Levitt, a 30-year vet-
eran of the civil service, is
referring to the federal government’s 5-year, $1 bil-
lion campaign to eradicate youth drug abuse. The
ads i1 the campaign, which was launched two years
ago, have won kudos for their sophistication and

Shavnt Zeller is an assistant editor ar National Journal.
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1t's like a ng a:To0t canal. E\?CryBQ_d_Y’S__ got .
ter media slogan.” Someone always thinks we should
be spending mote on methamphetamines, or designer

drugs, or crack cocaine”

The criicisms don’t end there. Rep. Lucille Roy-

bal-Allard, D-Calif’, has fought unsuccessfully for
two years to force the oftice to include anti-alcohol
advertising in its campaign. [n January, Web maga-

zine Salon ran an investigative article detailing an
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ONDCP policy that gave
TV networks a break on
their obligations to pro-
vide free air time to the
drug control oftice for
public service announce-
ments if popular TV
shows featured drug abuse
in a negatve light. Mem-
bers of Congress and
newspaper  editorial
boards across the country
lambasted ONDCP for
stepping on First Amend-
ment rights. The policy
was revoked.

Likewise, members of
Congress became con-
cerned when Scripps-Howard News Service
reported m June that ONDCPs Web site
dropped electronic “cookies™ mnto the com-
puters of wisitors, tracking and recording
their moves through the site. White House
Chief of Staft John Podesta demanded that
the practice cease nmediately

In additon, nunority-owned media out-
lets and adverusing agencies, backed by the
Rev. Al Sharpton and Reps. Carolyn C.
Kilpatrick, D-Mich., and Robert Menendeg,
ID-NJ., have complained loudly that
ONDCP isn't spending enough on them.
When the drug policy office declined to
purchase 85 million worth of ads on Black
Entertaimment Television this year, BET ex-
ccutives became so enraged that they de-
clined any anti-drug ads at all. *You snubbed
your nose towards us with tokenism,” wrote
BET executive vice president Louis Carr
in a January letter to ONDCP director
Barry McCaffrey.

The successes and failures of the drug
control campaign mirror those faced by
other federal agencies as they expand their
use of paid advertising on television and ra-
dio, in print media and, increasingly, on the
Internet. In its most recent study of adver-
using spending, Advertising Age magazine re-
ported that the federal government placed
25th in expenditures, with a total of more
than $500 million i spending. That purs
Uncle Sam right behind such najor com-
panies as Sony Electronies Ine. andViacom
Inc.. and ahead of corporate titans Coca-Cola
Co.. Intel Corp., Honda Motor Co., and
Anhcuser-Busch Cos. Inc.

The study, which tracked 1998 spend-
g, does not include recent mereases in the
government’s ad budget. Tndeed. inan ef-

fort to stem the decline m nulitary recrut-

Alan Levitt: ONDCP's ad campaign has
won kudos and scrutiny.

ment, the armed service
began to step up thei
spending on advertisin;
last year. At the sam:
time, the Census Burea:
ran paid ads for the firs
time ever, spending $20
mullion in an effort to rais
response rates to censu
forms. The U.S. Min-
lavished more than $5(
million on wide-ranging
ad campaigns promoting
50 commemorative statc
quarters and the new

DAVID HILLS

golden dollar coin.
Several governmen:
campaigns have wor
praise for adopting the best practices of pri-
vate sector advertising. Census and Min:
officials already are touting the success o
their ads in raising census response rates anc
demand for new coins. A recent US. Ma-
rines campaign featuring a young man be-
ing transformed into a soldier after fighting
a dragon also has won accolades. But crit-
1cism of some federal ad efforts by minori-
ties has dampened some of the enthusiasm.
and long-standing allegations of wastefu
spending on ads and unfair competition
with the private sector have persisted.

From PSAs to Prime Time

Until recenty, the government relied mostly
on public service announcements to get the
word out about such things as responding
to the census, the dangers of drugs and the
benefits of military service. Ad agencies do-
nated the creative component and broadcasi
networks offered free air ume.

The New York City-based Ad Counci.
has helped put together many of those ad:
since World War 1, when 1t was founded by
two industry trade groups. Council ad:
brought to pronunence pop culture icon
such as Rosie the Riveter and Smokey Bear
Slogans such as the Transportation Depart-
ment’s “Friends Don't Let Friends Driv
Drunk™ and Nancy Reagan’'s “Just Say No”
were popularized on Ad Council public ser
VICC announcenients.

PSAs remam an important part of gov-
ernment advertising. In January, for exam-
ple. Defense Secretary William Coher
announced that Hollywood stars Tonr
Cruise, Harrison Ford, Robert DeNiro, Ju-
la Roberts and Will Snuth had agreed to ap-
pear in PSAs promoting military service.

But PSAs run only when networks have



tme to donate, so they tend to air at odd
hours during less-popular programming,
“With the economy as good as it is and ad-
vertising space tighter and tighter, it’s harder
and harder for the government to get its
message across in the donated media envi-
ronnient,” says Donna Feiner, senior vice
president of the Ad Council.

As a result, more agencies are turning to
sophisticated paid advertising campaigns, and
using PSAs only as a supplement. Advertis-
Ing agency executives say the strategizing
that marks the latest ad campaigns by federal
agencies rivals that of any corporate ad blitz.

Large advertising agencies create the new
federal ads. The creative content is evaluated
in focus groups and by panels of experts. Ads
aimed at middle-class Caucasian aduls dif-
fer from those targeting second-generation
Hispanic children, and they run on differ-
ent media oudets. Hired analysts evaluate the
ads” effectiveness. Many of the bureaucratic
hassles that once marked the government’s
acquisition process have been removed to
muake it easier to contract for ad campaigns.
Outside consultants are brought in to help
evaluate the ad firms who compete for fed-
eral business. Some agencies are now of.
fering performance-based contracts that

comipensate ad agencies
n proportion to the suc-
cess of their campaigns.
ONDCP has used sev-
eral prominent outside
firms in its campaign.
Leading the effort are
Ogilvy & Mather,a New
York City-based adver-
using agency with more
than $8 billion in annual
billings, and Fleishman-
Hillard, a St. Louis-based
public relations firm.
Mendoza Dillon & Aso-
ciados designs ads for His-
panics; Lopito, Heana &
Howie focuses on Puerto
Ricans; Muse Cordero Chen and Partners
and Persaud Brothers put together the
African American and Asian and Pacific Is-
lander campaigns; and G&G Adverusing is
charged with influencing Native Americans.
Levatt says every ONDPC ad is rigorously
vetted. Focus groups and panels of psy-
chologists who specialize in treating
teenagers analyze the content. Experts in
mumority advertising analyze scores of ads
aimed at practically every ethnic group and

Carolyn C. Kilpatrick faulted ONDCP
for slighting minority ad agencies.

subgroup conceivable,
The campaign recendly
has released a barrage of
ads aimed at influencing
rural Americans.
Strategizing before the
ONDCP ad campaign
launched took nearly a
year. Now, the Natonal
Institute on Drug Abuse is
charged with reviewing
the campaign’s effectve-
ness every six months. It
has awarded subcontracts
to Westat Inc., the An-
nenberg School of Comi-
munications and the
National Developmen:
and Research Institute to conduct the re-
views. “This is a very powerful and sophis-
ticated campaign,” Levitt says. Though actual
drug abuse numbers haven't yet declined
much, Levitt points to first-year figures show-
ing the number of children who say smok-

<

ing marijuana “is cool” went down 14
percent. At the same time, the number of
parents who said they began tatking to their
children more frequently about drug abuse

rose 13 percent. “This is a social marketing

”
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campaign. It isn’t just getting someone to
buy some product. It’s about changing be-
havior. That's more difficult and longer
term,” says Levitt.

Advertising experts say other agencies
should follow ONDCPS lead by spending
more on ad campaigns and reorienting ads to
more effectvely reach target audiences.

A July study pre-

pared by advertising
consultants at the
Washington firms of
Sawvyer, Miller & Co.
and Murphy, Pintak,
Gauner, Hudome criti-
cized the military’s cur-
rent ads for failing to
develop distinct “brand
identities” for each service.
The consultants said only
the Marine Corps has ef-
fecuvely developed a unique
identity. The consultants
urged the nulitary to develop
separate advertisements for
ditferent demographic groups
and place more advertsing on
local television and the Internet.
In light of a 1999 study by po-
lical consultants Michael R.
Murphy and Carter D. Eskew, the Army,
Nawv and Air Force already are adopting
performance-based contracts that reward
ad agencies that are successful n boosting
recruitment numbers.

The military 15 also significandy hiking its
spending, a move that would have seemed
incredible in the late 1980s and early 1990,
at the height of the post-Cold War defense
downsizing. In 1993, military ad budgets
had declined for six straight years. Sen.
David Pryor, D-Ark., attacked the recipients
of what was left of DoD’s ad budget on the
floor of the Senate, railing against “big-city,
Madison Avenue advertising agencies . . .
who continue to get fac on the military’s ad-
vertising dollars at the taxpayer’s expense.”

But in June the Army hired Chicago-
based Leo Burnett Worldwide Inc., Cartel
Creativo, a Hispanic agency, and Images
USA, an African American agency, to as-
sime a contract valued at approximately
$100 million a year, nearly double what the
Army spent annually on ads during much
of the 1990s.

The Air Force 1s reviewing proposals for
a new $50 million ad campaign. Last year,
the Air Force ran its first paid television ad-
vertisements and hired Siegel & Gale,a New
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Longtime advertisers
the U.S. Postal Service
and Amtrak have hoth

come under attack.

Private firms accuse the
Postal Service of having an
unfair advantage. Ads for
Acela, Amtrak's high-
speed rail service have
confused viewers.

York City firm, to de-
vise a new logo and
slogan for the service.
The move came af-
ter the Air Force
missed its recruit-
ment goal for the
first tme in its history.

In June, the Navy also began secking new
ageney applications. Last year it conducted
focus groups aimed ac shifting its adverus-
ing to target a new generaton of recruits,
It also began running a TV infomercial that
focuses on the real life stories of Navy en-
listees. BBDO New York is overseeing the
$34.5 million Navy ad budget this year.

Lavish spending on outside adverusing
firms marked the government’s other ma-
jor campaigns as well. The Census Bu-
reau worked with New York City-based
Young & Rubicam, as well as several sub-
contractors charged wath hitting minonity
targets. The Mint shelled out $40 nulhon
just for the golden dollar campaign de-
vised by Dan Rosenthal Co., of Bethesda,
Md. The ads featured a hip George Wash-
ington character touting the new coin
while niding the subway, snorkeling and or-
dering Chinese take-out.

Missing Minorities

For many minority leaders, the issue 1s not
how much government is spending but
where the money is going. [n lite 1998, the
Federal Communicanons Commiission issued
a study showing that nunority-owiied radio
and television stations received lower ad-
vertising revenues than other stations with

similar ratings and pro-
gram formats. “It was a
wake-up call” says Rep.
Kilpatrick. She and
Menendez immediately
launched discussions with
advertising industry trade
groups and urged them to
educate their members
about the discrepancies. Ad
firms acknowledged the
problem, Kilpatrick said, but
also fired back, charging that
the government needed to ex-
amine its own practices as well.
As a result, Kilpatrick and Menendez
asked the General Accounting Office to ex-
amine the government’s advertising con-
tracts last year. In the May report, GAO
found that from 1994 to 1998, advertising
by governiment agendies increased from $139
million to $368 nullion. During that same
period, the share of dollars going to small mi-

oy
[N /PN

nority-owned businesses peaked at $3 mil-
lion, or 3.1 percent of total spending, in
1995, before declining to $1.2 million, or 0.3
percent of total spending, in 1998. Because
the figures do not include fees paid to larger
minority-owned businesses, the American
Adverusing Federaton s currently con-
ducting a follow-up study.

“The federal government’s efforts to in-
clude mmority- and women-owned adver-
tsing agencies should be a shining beacon
to private industry,” Kilpamrick said. “Instead.
we seem to be stuck in the Dark Ages.”

The Army and the ONDCP, which have
the owo largest governmem ad budgets, have
received the bulk of the eniticism. Activists
assailed the Army earlier this year for only
considering full-service agencies or consor-
tums wiath at least $350 million in billings
in choosing a new contractor. The size re-
striction effectively elinumted any minority-
owned agencies from competing without
first partnering with other agencies. Such
arrangements are an ongping complaint of
minority agencies, says Ron Owens, a part-
ner with the Virgima-based firm of Laugh-
lin Marcinio Owens. “Because its always a
subcontract, the minority agencies are al-
ways beholden to the agemcy of record. They
never get their share of fce tme with the
client, nor the share of billmgs they think they
deserve,” he says.

Kilpatrick says she ha mer with Army
Secretary Louis Caldera and White House
Chief of Staft Podesta te discuss the Army
contract. But she has even stronger con-
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cerns about the ONDCPs efforts. “We think
the whole drug media program is a farce,”
she says. “It’s not really designed to reach
those people that we feel need it, and more
than that, the dollars aren't reaching those
agencies in minority communities that can
make a difference” Likewise, she says, mi-
nority-owned media outlets ke BET are
more trusted by black viewers, and should
receive a large share of the spending re-
gardless of how their ratings com-
pare with major network
television.

Levitt 1s unapologetic.
“For us, the most impor-
tant thing 1s delivering a
message that resonates with
the target audience. It’s not
about giving this or that
group a piece of the pie.”
He says the ONDCP is ef-
fectivelv reaching minority
viewers by targeting ethnic
shows on network television
and supplementing that with
minority-owned media buys.

Sull, a White House intera-
gency working group led by
Michael S. Messinger, deputy di-
rector of the National Partnership for Rein-
venang Government, is exanuning the issue.
Messinger declined to comment about the
panel’s conclusions, but said he was planning,
to convene a conference on government
advertising practices in the fall.

Same 0ld Story

While much of the story about governiment
adverusing 1s a tale of vigorous experimen-
tation leading to fresh criticism, some agen-
cies continue to find themselves pitted against
the same old opponents and detractors. The
US. Postal Service and Amtrak, the belea-
guered government rail system, have been
in the adverusing business for years. The
Postal Service will spend about $250 mil-
lion this vear to tourt its express and prior-
ity mail services. Amerak ts running ads to
draw atention to its planned high-speed
Acela rail service on the East Coast. [t also
1s running its normal array of TV, radio and
print ads supporting existing services. lts
total ad budget 1s about §50 nullion, ac-
cording to Amtrak vice president of mar-
keung Stephen W, Scort.

As long as the Postal Service has run ad-
vertusements for services that compete with
those offered by private firmis, it has faced

bitter attacks. Umited Parcel Service direc-
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Public service ads like
these for crime prevention
and forest safety were a
popular form of govern-
ment advertising but
now face competition

from paid ads.

tor of public rela-
tions Tad Segal says
the Postal Service’s
total ad budget 1s more
than UPS and the Federal Express Co. spend
combined. The spending 1s unfair, Segal
said, because the Postal Service uses profits
carned on 1ts monopoly letter service to
fund ads promoung its compeative products.
Segal said the Postal Service was forced to
pull one set of ads last year after Federal Ex-
press sued in federal court arguing that the
ads were nusleading. The ads compared the
Postal Service’s relatively low prices on two-
and three-day mail service but failed to
menton that FedEx and UPS are required
by the 1970 Postal Reorganization Act to
charge at least twice what the Postal Service
charges on those services, Segal explained.
Likewise, Amtrak’s campaign for its new
high-speed Acela train service, designed by
DBB Worldwide of New York, has run into
fierce cnincism from longtime opponents.
Even Amitrak officials acknowledge that the
ad campaign is somewhat strange. One of
the more recent billboard ads, for example,
featured a man with a wencheoat pulled
over his head with the tag line “Depart from
your mhibinons.” An informal Pliladelphia In-
quirer survey found the ad confused view-
ers. “Maybe he’s a molester,” Philadelphian
Anthony Farnon speculated. Earlier ads simi-
ply said “arelaxb™ or “aschimoozeb™ over the
Accla logo. Later versions sud, “[t's amaz-
ing the things that can happen between

point a and point b. Life on Acela” None
of those ads even hinted that the Acela was
a train.

The ads were part of an ongoing teaser
campaign aimed at sparking interest in the
Acela before it gets rolling, according to
Scott. The content is intentionally vague, he
said, to spark inidal interest. Later ads will
fall more in line with Amtrak’s standard ad-
vertising campaigns, which stress the con-
venience and comfort of train travel.

But critics say Amtrak began running the
Acela ads far too early, even for a teaser cam-
paign. That problem, they say, has only been
compounded by the repeated delays in the
Acela launch. JosephVranich, a former Am-
trak spokesman and longtime critic, is un-
forgiving. “These teaser campaigns primarily
serve the ad agencies who want to win awards
from their peers,” he said. “Amtrak’s ads need
to convey some actual information about
trains and not just some guy in a trenchcoat
looking like he’s about to expose himself in
Times Square.” Scott acknowledged that
Amutrak has pulled its TV advertising and is
not putung up additonal billboards until
closer to the high-speed service’s launch.

Ads’ Value

Despite the reservauons of minonty adver-
tising executives, most in the advertising
world—unsurprisingly—are thrilled with the
government’s sudden spending bliz. Robert
A. Ravitz,an execunve vice president at Grey
Advertising in New York City, has long ad-
vised advertising agencies pursuing govern-
ment contracts. He said the government has
made rapid improvements in the way it hires
and uses advertising agencies. “There’s no
question, they are using agencies more in-
telligently. What we in the agency world
have done traditionally for compamies, we're
now doing for the government”

Ravitz believes the ad campaigns have
already brought dividends for the Census
Bureau and ONDCP and expects other
agencies to be sausfied as well. Congress
and the Clinton administradon deserve some
credit, he says, for “realizing that you have
to communicate aggressively to dange be-
havior”” Of course, he concedes, commmuni-
caang aggressively encails doling ow millions
in tax dollars to adverusing firms and me-
dia outlets. And what do federal customers
get in return?

“Agencies try to make the best decision
for the client,” Ravitz says. “These's a value
n that. The question is whether dhat value

is worth all the money” g
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White House Ceremony Concept Summary

Timed to correspond with Congressional Black Caucus weekend, on Thursday, September 14 or
Friday, September 15, in an appropriate Washington setting Jike the White House Rose Garden

]. Presentation and formal adoption of Principles for Effective Advertising in the American
Multicultural Marketplace:

« Estimated 50 corporation heads and representatives sign to adopt principles

« Government officials and trade associations sign to endorse principles; includes mainstream
and minonity trade groups

2 Announcement of House of Representatives resolution making September National
Multiculturalism in Advertising Month; national rollout of Principles through AAF’s national
grassroots network of 50,000 members in local ad clubs and AAF College Chapters during
September :

« Creates an enduring and flexible framework to encourage continuing focus on diversity and
multicultural advertising issues. Works for government as well as for private sector interests:
Government conferences, trade association activities, corporate advertising/marketing
initiatives.

« September timing corresponds with traditional scheduling of CBC Weekend and beginning of
Hispanic History Month

Principles for Effective Advertising in the American Multicultural Marketplace
Background on Principles and Committee Missions
The principles embody the consensus of aver thirty committee members who represented national
advertisers, general market advertising agencies, minority-owned and focused agencies and _
minority -owned and focused media outlets. This Business Practices Review Committee (BPRC)

worked under the auspices of the AAF Foundation and the AAF Board of Directors Multicultural
Task Force. BPRC was charged with these missions:

PMAINTED ON RECYCLED PAPER
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e To identify the rationale, business and ethical paradigms that companies need to effectively
promote growth, diversity and faimess in a multicultural marketplace

« To recommend practical guidelines that will help individual companies manage against those
paradigms to achieve their goals

» To identify industry-wide initiatives that will be needed to support widespread adoption and
successful implementation of these principles and practices

Corporate Participation on Committee

The identity of companies and their representatives hes been confidential. This information will be
revealed publicly during the national roll out of the Principles and Practices. A team of co-chairs
represent four key industry business segments; National advertiser; general market agencies,
minority advertising agencies; and minority media. They are: Procter & Gamble Global
Marketing Officer Robert L. Wehling; True North Communications Chairman David Bell; The
Chisholm-Mingo Group Chairman and CEO Samuel Chisholm; Spanish Broadcasting System
President Raul Alarcon. Advertisers included DaimlerChrysler, Johnson & Johnson, Kraft and
Kellogg’s. Global ad agencies included D’ Arcy, DDB Worldwide and Leo Bumett. Minority
agencies included Don Coleman & Associates, La Agencia de Orci & Asociados. Minority media
included BET, Essence Communications and black newspapers.
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A Report Prepared by the Clvil Rights Forum on Communications Policy

When
Being No. 1
Is Not Enough:

The Impact of Advertising Practices On Minerity-
Owned & Minority-Formatted Broadcast Stations

Kofi Asiedu Ofori

Principal Investignior

submitted to the
Office of Communications Business Opportunities
Federal Communications Commission
Washington, D.C.

All Rights Reserved
to the Civil Rights Forum on Conununications Policy
3 project of the Tides Center

: Synopsis

As part of its mandate to identify and eliminate market entry barriers for small businesses under Section 257 of the
Telecommunications Act of 1996, the Federal Communications Commission chartered this study to investigate practices in
the advertising industry that pose potential barriers to competition in the broadcast marketplace. The study focuses on
practices called "no Urban/Spanish dictates” (i.e. the practice of not advertising on stations that target programming to
ethnic/racial minorities) and "minority discounts" (i.e. the practice of paying minority-formatted radio stations less than what
is paid to general market stations with comparable audience size). The study consists of a qualitative and a quantitative
analysis of these practices.

Based upon comparisons of nationwide data, the study indicates that stations that target programming to minority listeners
are unable to earn as much revenue per listener as stations that air general market programming. The quantitative analysis
also suggests that minority-owned radio stations earn less revenues per listener than majority broadcasters that own a

comparable nurmber of stations nationwide.

These disparities in advertising performance may be attributed to a variety of factors including economic efficiencies derived
from common ownership, assessments of listener income and spending patterns, or ethnic/racial stereotypes that influence
the media buying process. As a preliminary investigation, it was beyond the scope of this study to determine in quantitative
terms the degree to which each of these factors may explain these disparities. Further statistical research should be
undertaken to find the answer to this question. Anecdotal data collected by the study suggest that in certain instances, the
media buying process is guided by ethnic/racial stereotyping, underestimations of disposable income, the desire to control
product image, unfounded fears of pilferage, etc. Factors such as these form part of the basis for "no Urban/Spanish
dictates"and "minority discounts" as practiced by advertisers and/or ad agencics. '

As preliminary findings, the anecdotal and quantitative evidence suggests that certain practices in the advertising industry
undermine marketplace competition and First Amendment principles favoring diversity of viewpoint. The study recommends
further research that is sufficiently funded to fully examine these preliminary findings. The study also recommends that the
federal government, based upon subsequent research and public comment, develop a policy statement on advertising
practices and issue an executive order prohibiting federal agencies from contracting with ad agencies that engage in unfair or
discriminatory advertising practices. With regard to the private sector, broadcasters, advertisers, and ad agencies should
adopt a voluntary code of conduct that prohibits "no Urban/Spanish dictates"and "minority discounts" and that promotes a
broad and diverse range of programming for all Americans.

Key words: advertising and discrimination; advertising and minorities; advertising and minority radio programming; small
business competition and radio advertising. .
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Study Highlights -

Findings:
A. An analysis based upon 1996 data for 3,745 radio stations indicated that:

. Stations that target programming to minority listeners eam less revenue per listener than stations that air general
market programming.

« Minority-owned radio stations earn less revenue per listener than majority broadcasters that own a comparable
number of stations nationwide.

B. Minority radio broadcasters responding to the study survey provided the following estimates of the magnitude and
impact of "no Urban/Spanish dictates" and "'minority discounts:"

. Ninety-one percent indicated that they had encountered "dictates" not to buy advertisements on their radio stations.

. Efforts to overcome "dictates" with market research that justifies ads on minority-formatted stations were most
commonly met with no response or no recission of the dictate by advertisers or ad agencies.

. Survey respondents estimated that sixty-one percent of the advertisements purchased on their stations were
discounted. The average amount of the discount was estimated to be 59 percent. _

« Survey respondents estirnated that "no Urban/Spanish dictates” and "minority discounts" reduce their revenues by an
average of 63%. .

« Forty-four percent estimated that "no Urban/Spanish dictates"” and "minority discounts"” interfere with their ability to
raise capital and to acquire minority-formatted stations.

« Forty-four percent estimated that "no Urban/Spanish dictates" and "minority discounts," detract from the value of
minority-formatted stations when they are being sold. .

Conclusions:

. "No Urban/Spanish dictates" and "minority discounts” constitute barriers to competition because they detract from the
amount of revenue earned per listener, and thus hinder a broadcaster's ability to attract investment capital, and to
produce high quality news, information and entertainment programming in response to the needs of listeners.

. Most radio stations that air minority-formatted programming are adversely affected by advertising practices directed
against minority listeners. Minority-owned stations, however, are disproportionately affected because 75% of them
air programming targeted to minority listeners, compared to 8% for majority broadcasters.

. To the extent that minority formatted stations are unable to obtain advertising, their ability to serve the needs of
listeners is impeded. The interest of all Americans, particularly minorities, in a broad and diverse range of
informational and entertainment programming is undermined by advertising practices directed against minority
consumers. Hence, "no Urban/Spanish dictates” and "minority discounts," undermine competition and detract from

the First Amendment goal of diversity of viewpoint.
Recommendations:

. Subsequent research should endeavor to quantify the causal relationship between advertising practices and disparities
in the advertising performance of minority-formatted and general market stations, and minority and majority-owned
stations controlling for various factors such as ownership size, audience income, and market location.

. The Federal Communications Commission and the Federal Trade Commission should assemble a joint task force for
the purpose of adopting a policy statement on acceptable advertising practices.

« Based upon the findings of subsequent research, the federal government should decide whether to issiie an executive
order that prohibits federal agencies from contracting with advertising agencies that practice "no Urban/Spanish
dictates” and "minority discounts,” or that otherwise fail to comply with the policy statenent of the joint task force.

‘e The advertising and broadcast industries should adopt a code of conduct that requires buying decisions to be based
upon market research and not flawed stereotypical assumptions. "No Utrban/Spanish dictates” and "minority
discounts" should be prohibited. Broadcasters should be required to prominently disclose whether the market research
they use in conjunction with sales promotion has been prepared by a service that has been accredited by the Media
Ratings Council. In instances where a non-accredited market research service is used, broadcasters should be required
by the FCC to show cause why they do not use a service that is currently accredited by the Media Ratings Council.

Comparison of Minority and Major Broadcasters by Format
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o _(Al_l__f;_gg_r_gs___are averages. Cﬁrrrency in thousands)

); (Number of Stations) '96 Nat Rev || # Nat. Stat. }| '96 Stat. Rev.Ji Power Ra'cio—1

Il General Formats || s129.09 425 $2,202 116
Majority Owned - All (3293) $130,497 '[ 43 ‘ $2,214J _ 1.16
Majority Owned - Small
(2,288) _ $13,040 7.4 $1,410 1.16
Minority Owned - AlIL(39) || $7,630 74 $1,237 0.85

[ Minority Targeted Formats ! $86,125 263 | $1,958 | 0.91 \
Majority Owned - All (297) $116,574 348 $2,052 0.95]

il Majority Owned - Small (193) J $7,387 49 }I $1,038 0.99

il Minority Owned - All (116) $8,164 4.4} $1,717 0.82

Source:

"When Being No. 1 Is Not Enough: The Impact of Adv

ertising

Practices On Minority-Owned & Minority-Formatted Broadcast Stations." (page 79)

Civil Rights Forum on Communications Policy.
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!
June 15, 2000

The Honorable William J. Clinton
President of the United States
1600 Pennsylvania Ave.
Washington, D.C. 20500

Dear Mr. President:

As you know, I have been working on behalf of the Congressional Black Caucus (CBC) to
address business practices which are unfair to minority compaies in the advertising industry. We
believe these practices undervalue minority consumers. The American Advertising Federation
(AAF), with the cooperation of several of our nation’s largest advertisers, has developed
“Principles for Effective Advertising in the American Multicultural Marketplace,” a strategic
plan for boosting minority representation in the advertising industry.

This letter is to request that the Administration serve as the host of a historic event.. Ideally, the
event could take place in the Rose Garden, on either September 14 or 15, in conjunction with the
Congressional Black Caucus Annual Legislative Conference (CBC/ALC). The purpose of the
event would be a formal signing ceremony to commemorate the advertising industry’s adoption
and national roll out of the Principles and the announcement of September as National
Multiculturalism in Advertising Month.

Holding the signing ceremony at the White House will encourage widespread acceptance of the
Principles and support the CBC goal of increasing competition for minority advertising agencies,
newspapers, broadcasters and Internet companies. The prestige of such a location for the
recognition of National Multiculturalism in Advertising Month — which would overlap the
CBC/ALC week and the beginning of Hispanic History Month -- would underscore and
institutionalize recognition of the importance of diversity and multiculturalism in advertising for
years to come. In addition, by hosting the ceremony, the administration would complement the
work of Vice President Gore’s Interagency Working Group.

The Principles are the result of the year-long deliberations of the American Advertising
Federation's (AAF) blue ribbon panel that Vice President Gore recognized during an AAF event
in February, 1999. The committee was tasked with formulating guiding principles and
recommended practices for the ethical conduct and effectiveness of the advertising industry. The
need for this initiative was established in part because of the findings of a July 1998 Congressional
Summit on Diversity in Advertising, during which Congressman Robert Menendez and I met with
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a number of minority business principals, and in part due to a 1999 F CC-commissioned report on
disparities in advertising rates paid to minority broadcasters. After the results of the study were
revealed, Chairman Kennard called for an industry code of conduct and Vice President Gore
announced the formation of his Working Group which has worked cooperatively with the AAF
committee. ‘

Plans for an event include having all key advertising industry segments from the private sector,
which were represented on the AAF’s blue ribbon committee, to be represented at the formal
signing ceremony. In keeping with the public-private partnership we have established to work on
the issues there will also be representation from the public sector. Chief executive officers and
senior executives representing major national advertisers, global advertising agencies, global
media companies, minority-owned ad agencies and a variety of minority media outlets will be
invited to adopt the Principles. Key advertising industry trade groups representing advertisers,
agencies and minority business segments will be invited to endorse the Principles. Representatives
from the Administration and other officials also will be invited to endorse the Principles including
Chairman Kennard and Congressman Menendez who have been working in partnership with AAF
and me on these issues.

Thank you for your continued support of minority-owned media outlets and advertising agencies.
1 am enclosing a summary about the Principles and will be happy to answer any questions you
might have. Please do not hesitate to contact me if you have further questions, or have your staff
contact my Administrative Assistant, Ms. Kimberly Rudolph at 202-225-2261. I look forward to
hearing from you.

SiZ:i%« i
CAROLYN C. TRICK

Member of Congress

CCK:kr
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET .
WABHINGTON, B.C. 20303

Janueary 7, 1999

THE DIRECTOR

M-99-06

MEMORANDUM FOR THE HEADS OF EXECUTIVE DEPARTMENTS AND AGENCIES

FROM: . Jacob ] Lew,
Director
SUBJECT: Review of Federal Agencies’' Media Initiatives

Last year, the Federal govermment speat more than $400 million on print advertising in
newspapers and magazines and brosdcast advertising on radio and television. These media
initiatives include public safety alcrts, information about goverament programs, and other, public
service information. It is important that the Federal govamnment's media initiatives cncompass
the broad spectrum of the Ametican public. The American people speak many languages,
represent a richness of experiences, backgrounds, and perspectives, and receive information
through a host of publications and radio and television stations. When the Federal government
communicates with the Amegican public, its sim should be to reach out ad inclugivély end 7~
effectively as possible.

Our goal is to Teach out to the broadest possible audience in the most effective manmer. /
Therefore, I am raquesting that departments and agencies that engage-in significant media
initiatives (sec list in Attachment A) roview their current advertising practices and policies to
ensure that they are consistent with our goal. '

These departments and ngcnnu are requeswd o provldc within 90 days mformanon (see
Attachraent B) about their media initiatives to:

Director

. National Partnership for Rcmvmung Government (NPR)
750 17th Street, NW
Washmgton, DC 20501

You may also fax the report to (202) 632-0390. If you have any questians, you may
cantsct Lynn Kabn of NPR at 202-694-0038 or Leslie Schwager of NPR ax 202-694-0107.

Thank you in advance far your cooperarion on this important initiative.

Aftachments
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Attachment A — Sclected Apencies

Department of Agriculture

Department of Commerce

Department of Defense

Deopartment of Education

Department of Energy

Department of Health and Human Services
Department of Housing and Urban Development
Department of the Interior

Department of Justice

Department of Labor

Department of Stato

Department of Transportation

Department of the Treasury

Department of Veterans AfTairs

Consumer Product and Safety Commission
Caorparation for Public Service
Environmental Protection Agency

Equal Opportunity Employment Commission
Fedaral Communications Commission
Federal Emergency Management Agency
Federal Trade Commission

OfFice of Personnel Management

Peace Corps

Small Business Administration

Social Security Adminigtration

" duche




Attach oot T

Please complete.

I

Name of Medla Initiative

gt e e |

Amount Estimated

Spent FY 98 Exgenditureu FY 99

IL

The majn ohjécdve of cach initiative.
For each of the media initiatives listed above, describe the main objecave.

The process by which your sgency Identifies the targer audience.

- Par cach of the media initiatives listed above, identify the target audiences and describe

how your agency determines and defines the target audiences. Describe to what extent
experts on marketing to minority ar ethnic groups ere involved.

_ The process by which your agency designs a medis infdative.

Please describe how your agency plans and carries out a med.m initiative. .Include in your
description, whether you deal directly with media outlets or work through ad agencies,
and what factors determine which media outlets you use. To the exient your agency pays
for advertising, plcase include that information as well. Describe your process, if any, for
requiring media outlets to provide discounts or matches as & condition for placing ads.



-——

The process by'wbich messages are crafted for and deltvered to particular target
mudiences. _

Please describe how your agency determines the particular needs of various targot
audience segments, such as persons whosc native lengusge is not English, minorities, or
individuals with disabilities. Please include how aften, if at all, your agency uses niche
outlets targetsd at minarity audiences ar foreign language media.

The process by which you determﬁe whether media {pitistives have effectively
reached target audicnces.

Please describe the mathods you use to ensure that your target audiences have been
reached, including any qualitative or quantitative analytic tools that are used to measure
the initiative’s reach. Please artach any studies that have been conducted comparing the
relative effectiveness of minority-targeted outlets in communicating with traditionally
“hard to reach™ communities, with the effectiveness of traditiona) mainstream media
outlets in raaching the same cornmunities.

Additional information.
Provide any ideas you have for how the Federal government can mare sffactively reach

diverse audiences, and any examples of efforts your agency has undertaken that were
particulerly succesaful. .

TO0TAL P.BS
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" A Report Prepared by the Civil Rights Forum on Communications Policy

Civil Rights
Forum

on

wnen | commurr)liigxct;ons
Being No.1
Is Not Enough:

The Impact of Advertising Practices On Minority-
Owned & Minority-Formatted Broadcast Stations

Kofi Asiedu Ofori

Principal Investigator

submitted to the
Office of Communications Business Opportunities
Federal Communications Commission
Washington, D.C.

All Rights Reserved
- --10°the Civil-Rights Forum en.Communications Policy
a project of the Tides Center

Synopsis

As part of its mandate to identify and eliminate market entry barriers for small businesses under Section
257 of the Telecommunications Act of 1996, the Federal Communications Commission chartered this
study to investigate practices in the advertising industry that pose potential barriers to competition in the
broadcast marketplace. The study focuses on practices called "no Urban/Spanish dictates" (i.e. the
practice of not advertising on stations that target programming to ethnic/racial minorities) and "minority
discounts" (i.e. the practice of paying minority-formatted radio stations less-than what is paid to .general
market stations with comparable audience size). The study consists of a qualitative and a quantitative
anatysisof these practices.

Based upon comparisons of nationwide data, the study indicates that stations that target programming to
minority listeners are unable to earn as much revenue per listener as stations that air general market
programming. The quantitative analysis also suggests that minority-owned radio stations earn less
revenues per listener than majority broadcasters that own a comparable number of stations nationwide.

These disparities in advertising performance may be attributed to a variety of factors including economic
efficiencies derived from common ownership, assessments of listener income and spending patterns, or
ethnic/racial stereotypes that influence the media buying process. As a preliminary investigation, it was
beyond the scope of this study to determine in quantitative terms the degree to which each of these

- factors may explain these disparities. Further statistical research should be undertaken to find the answer
‘to this question. Anecdotal data collected by the study suggest that in certain instances, the media buying

8/5/99 10:38 AM
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_ process is guided by ethnic/racial stereotyping, underestimations of disposable income, the desire to "
" control product image, unfounded fears of pilferage, etc. Factors such as these form part of the basis fore i7" - §
"no Urban/Spanish dictates"and "minority discounts" as practiced by advertisers and/or ad agencies. " %

( As preliminary findings, the anecdotal and quantitative ev1dence suggests that certain practices in thej
advertising industry undermine marketplace competition and First Amendment principles favoring
diversity of viewpoint. The study recommends further research that is sufficiently funded to fully
examine these preliminary findings. The study also recommends that the federal government, based ‘
upon subsequent research and public comment, develop a policy statement on advertising practices and g
issue an executive order prohibiting federal agencies from contracting with ad agencies that engage in
unfair or discriminatory advertising practices. With regard to the private sector, broadcasters,
advertisers, and ad agencies should adopt a voluntary code of conduct that prohibits "no,Urban/Spanisf
dictates"and "minority discounts" and that promotes a broad and diverse range of programming for all
Americans.

—_

Key words: advertising and discrimination; advertising and minorities; advertising and mmorlty radio
programming; small business competltlon and radlo advertising.

Study Highlights
Findings:
A. An analysis based upon 1996 data for 3,745 radio stations indicated that:

« Stations that target programming to minority listeners earn less revenue per listener than stations
L that air general market programming.
[ « Minority-owned radio stations earn less revenue per listener than majority. broadcasters that own.a
" comparable number of stations nationwide.

B. Minority radio broadcasters responding to the study survey provided the following estimates of
the magnitude and impact of "'no Urban/Spanish dictates" and "minority discounts:"

« Ninety-one percent indicated that they had encountered "dictates" not to buy advertisements on
their radio stations.

« Efforts to overcome "dictates" with market research that justifies ads on minority-formatted
stations were most commonly met with no response or no recission of the dictate by advertisers or
ad agencies.

« Survey respondents estimated that sixty-one percent of the advertisements purchased on their
stations were discounted. The average amount of the discount was estimated to be 59 percent.
 Survey respondents estimated that "no Urban/Spanish dictates" and "minority discounts" reduce

their revenues by an average of 63%.

« Forty-four percent estimated that "no Urban/Spanish dictates" and "minority discounts" interfere
with their ability to raise capital and to acquire minority-formatted stations.

« Forty-four percent estimated that "no Urban/Spanish dictates" and "minority discounts," detract
from the value of minority-formatted stations when they are being sold.

Conclusions:

« "No Urban/Spanish dictates" and "minority discounts" constitute barriers to competition because
they detract from the amount of revenue earned per listener, and thus hinder a broadcaster's ability
_ to attract investment capital, and to produce high quality news, information and entertainment
( programming in response to the needs of listeners.
A « Most radio stations that air minority-formatted programming are adversely affected by advertising

2of4 8/5/¢
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‘Based upon the Tindings of subsequent tesearch; thefederal-governmentshoulddecide-whether t
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practices directed against minority listeners. Minority-owned stations, however, are
disproportionately affected because 75% of them air programming targeted to minority listeners,
compared to 8% for majority broadcasters.

To the extent that minority formatted stations are unable to obtain advertising, their ability to
serve the needs of listeners is impeded. The interest of all Americans, particularly minorities, in a
broad and diverse range of informational and entertainment programming is undermined by
advertising practices directed against minority consumers. Hence, "no Urban/Spanish dictates"
and "minority discounts," undermine competition and detract from the First Amendment goal of
diversity of viewpoint.

Recommendations:

« Subsequent research should endeavor to quantify the causal relationship between édvertising

practices and disparities in the advertising performance of minority-formatted and general market
stations, and minority and majority-owned stations controlling for various factors such as
ownership size, audience income, and market location.

The Federal Communications Commission and the Eederal Trade Commission should assemble.a #

joint task Torce for the purpose of adopting a policy statement on acceptable advertising practices

1ssue an executive order that prohibits federal agencies from contracting with advertising agencie f
that practice "no Urban/Spanish dictates" and "minority discounts," or that otherwise fail to
comply with the policy statement of the joint task force.

The advertising and broadcast industries should adopt a code of conduct that requires buying
decisions to be based upon market research and not flawed stereotypical assumptions. "No
Urban/Spanish dictates™and "minority discounts” should be prohibited. Broadcasters should be
required to prominently disclose whether the market research they use in conjunction with sales
promotion has been prepared by a service that has been accredited by the Media Ratings Council. ™

Jn instances where a non-accredited market research service is used, broadcasters should be

required by the FCC to show cause why they do not use a service that is currently accrédited by
the Media Ratings Council.

Comparison of Minority and Major Broadcasters by Format

(All figures are averages. Currrency in thousands)
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Source: "When Being No. 1 Is Not Enough: The Impact of Advertising

Practices On Minority-Owned & Minority-Formatted Broadcast Stations." (page 79)
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I. Introduction & Summary
A. The Impetus for this Study

This study stems from a Congressional mandate given to the Federal Communications
Commission (“The Commission” or the “FCC”) to initiate “a proceeding for the purpose of ldenufymg
and eliminating...market entry barriers for entrepreneurs and other small businesses in the provision
and ownership of telecommunication services....”" Pursuant to that mandate, the Commussion issued
a Notice of Inquiry seeking comments on the nature of market entry barriers faced by small
businesses.? The Commission also held a public forum in 1996 to identify barriers to competition and
to formulate strategies to overcome them?

At the hearing, witnesses testified before the Commission regarding practices within the
advertising industry that were alleged to inhibit the ability of minority broadcasters to generate
advertising revenues. James Winston, Executive Director of the National Association of Black-Owned
Broadcasters (“NABOB”), testified that advertisers and ad agencies often issued instructions to media
buyers not to purchase advertisements on urban-formatted* radio stations.> Commonly referred to as
“no Urban dictates,” the practice is also frequently used in connection with programming targeted to
the Hispanic audience.® Mr. Winston’s testimony was supported by the comments of Jeffrey Cullers,
President of Vince Cullers Advertising Agency.’

Broadcasters serving the minority community reported many examples of these practices over
a long period. They stated that “no Urban dictates” are often founded upon stereotypical perceptions
about minonty consumers. According to NABOB, minority station salespeople soliciting an
advertisement from the Beef Council were told that the Council was ot going to buy advertising time

" Telecommunications Act of 1996, Pub. L. No. 104-104, 110 Stat 56 (1996), 47 US.C.
§ 257(a).

. % Section 257 Proceeding to Identify and Eliminate Market Entry Barmiers for Small Business
(Market Entry Barriers Notice of Inquiry), 11 FCC Red 6280 (1996).

* Forumon Smuall Business Market Entry Barriers, (“Market Entry Barviers Fonen?”), Federal
Communications Commission, September 24, 1996. See FCC Public Notice 64975, released
September 5, 1996, announcing the forum’s panels.

* Urban is a radio music format targeted to predominantly Black audiences.

> Testimony of James Winston, (NABOB) and Vince Cullers (Vince Cullers Advertising
Agency), note 3, supra.

¢ Interview with Carey Davis, General Manager, WSKQ-FM and WPAT-FM, (Spanush
Broadcasting System), page 8 (references to interviews refer to transcribed interviews available in
volume III of the study and on file with the FOC Library and the FOC’s Office of Communications
Business Opportunities, unless noted as telephone interviews).

" Marke Ertry Barmers Fonan, note 3, supra.
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on urban formatted stations because “Black people don'’t eat beef.”* NABOB also reported that a
major mayonnaise manufacturer refused to buy commercial time based upon the perception that “Black

people don’t eat mayonnaise.” In both cases, NABOB members-reported-that the advertisers were—
un\m%e—dmgﬁ;;h that indicated that African-Amencans" represented a substantial number

of the consumers of the companies’ cts Mt

In many instances, advertisers were also reported to pay less money for commercial time on
stations that targwgrarrmirhg to minority listeners. Minonity broadcasters claim that this practice,

known as Fminonty discounts,” accounts for a substantial loss of revenues from the sale of

_advertisements.™

The FOC’s market entry barrier forum was proceeded by a conference nearly 20 years earlier
during which similar information was brought to the Commission’s attention. Panelists at the
Commission’s 1978 Minority Ownership Broadcasting Conference noted that:

A preconceined notion, on the part of some adkertisers, is that nanonity cnsumers are wrinportant and do not
represent a particdarly lucratie market.  Corsequently, achertisers are less indined to purdaase .time .an
minonity-owned stations. ™

The concerns of broadcasters have also been registered with members of Congress. In 1991,
Representative Cardiss Collins, (D-IlI), introduced a bill'* intended to prohibit the purchase or
placement of advertisements in a manner that discriminates against broadcast, telecommunications or
print entrepreneurs by reason of the entrepreneur’s racial/ethnic status or the racial/ ethnic status of
the consumers targeted by the communications format. In introducing the bill, Representative Collins

said:

According to the National Association of Black-Ouned Broadrasters, black-onred radio and television
stations, print nadia, and black-ouned advertising agencies are subjected to systeratic discrinanation.

® NABOB, Spnng Conference, 1996.
? NABORB, Spring Conference, 1997.

' This report uses the terms “African- Americans” and “Blacks” interchangeably to refer to
persons of African descent living in the United States.

' NABOB, Spring Conferences, notes 8 and 9, supra.

2 Minority broadcasters responding to the survey for this study estimated “minority discounts”
averaged 59% (see page ?).

3 Report on Minonity Ounership in Broadaasting, Federal Communications Commussion, 1978, at 25.

'* NonDiscrimination in Advertising Act of 1991, HR. 285, 102™ Cong., 1¥ Sess. (1991), (see
Appendix B).
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Ad agencies and their clents are refusing to advertise in nedia oumed by blacks and other marorities.
This rmeans that in many cases Black media are being bypassed for advertising placerent, even thowgh
they possess bigher rerrbers in groups beeng tarpeted by the ad agency. Black-onuned advertising agencies
are also being singled ont because they are presumed to have expertise in appealing to black asdsences.””

Though the bill was not passed, it drew attention to the impact of advertising practices on broadcasters
and the community that they serve.

The FCC has long recognized that advertisers play. uwwmgr
failure.'® Advertising dollars are critical to a commercial station’s ablhty to make a profxt to pay its
‘employees, retire debt from the station purchase,”” eam money to acquire other stations, and offer
quality programming to its audience. Thus, advertising practices have a profound effect on a station’s

ability to serve their community of license.

Radio and television playa critical role in American societyas a means of communicating news,

information, and entertainment. In 1997, the average adult liste radio-22.5 hours a_week '*
Hispanics®™ listened to the radio 24.45 hours weekly, while African- Americans listened 25.5 hours

_weekly® Thetelevision-was-on7:12-hoursa-dayin-the-average American household in 1997.2

Consequently, American television households viewed on-average 50.24 hours of television a-week in
199Mpamc and 69.49 hours for African- Amencan households.”

"> 137 Cong. Rec. E32-02 (1991).

'* FCC, Office of Public Affairs, EEO Minority Enterprise Division, Minority Ownership of
Broadcast Facilities: A Report (1979) at 19.

'" See Akosua Barthwell Evans, A re Minonty Preferences Neawssary? Another Look at the Radio
Broadeasting Industry, 8 Yale Law and Policy Review 380 (1990) (“Radio Broadaasting) at 400, (“A ripple
effect of the difficulties in obtaining financing and high quality stations is that Affican- American
broadcast facilities are often highly leveraged and have a greater dependency on advertising
revenues to pay debt service.”).

'* Radio Marketing Guide & Fact Book, (“Radio Marketing Guide”) www.rab.com/station
/mgfb98/fact5.html accessed December 2, 1998.

** This report uses the term “Hispanics” to refer to persons of Hispanic origin or descent living
in the United States.

% Radio Marketing Guide, note 18, supra.

2 TVB, Resource Center, Trends in Television, www.tvb.org/researchreports/trend tv/
timespent.html, accessed December 21, 1998.

Z Nielson Media Research, Television Audience 1997, at 24.
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Sixty minutes of the average American adult’s day were spent reading, watching or listening to
advertising.” The billions of dollars spent on radio and television advertising reflect its impact on the
economy and society. In 1997, $13.4 billion was spent on radio advertising and $44.5 billion on
television advertising.**

In light of the important role of broadcasting in American life, and the impact of advertising
practices on broadcasters ability to compete and serve the pubhc, the& in_August 1997,
co sione ights Forum on Comm
funding? allocated to this study only permitted a preliminary investigation of whether small, female and
minority-owned broadcasters have greater difficulty in obtaining commercial advertising. The study
seeks to establish a basis for a comprehensive analysis of this question in the future.

This study will aid the Commission in its efforts to evaluate policies to promote competition
and overcome market barriers facing €mall,émale and @inonty communications firms. It will serve

as a foundational step for the FCC to “identify the specific obstacles that women and minonties face
and to determine whether they are of the nature that will satisfy heightened judicial scrytiny.”*

A companson of the top-rated radio stations in the eighth largest market, Washington, D.C,
tllustrates the importance of this study. Minonities comprise a large percentage of the listening audience
for the three highest-rated stations— WPGGC-FM, WHUR-FM and WK YS-FM. These three stations

are roughly comparable in terms of audience size, program format,”” and audience demographics (see

? The Aerage Adult, The Pantagraph, Bloommgton [llinois, August 24,1997,'1997 West Law
(“WL”) 2484757.

» TVB, Resource Center, Trends in Advertising Volume, www.tvb.org/ researchreports/
trends_advolume/1995_1997.html, accessed December 3, 1998. By comparison, $41.6. billion was
spent on newspaper advertising in 1997, and $9.8 billion on magazine advertising. Id

# This study was funded by a $20,000 contract awarded to the Civil Rights Forum by the Federal
Communications Commission, Office of Communications Business Opportunities.

% Sedion 257 Proceeding to Identfy and E liminate Market E ntry Barriers for Srall Business (“Market
Entry Barriers Report”), 12 FOC Red 16802, para. 222 (1997). The Report referenced strict scrutiny
standards for affirmative action policies established by the federal government. See, A darand
Corstruators, Inc w Peria, 515 US. 200, 115 S. Cr. 2097 (1995); See alsa, Memorandum to General Counsels,
Office of Legal Counsel, U.S. Department of Justice, June 28, 1995.

¥ WHUR and WKYS are both “urban” format stations, meaning they target the African-
American community with “urban-style” programming. WPGC classifies itself as “Contemporary
Hit Records (“CHR/Top 40"), although its programming is similar to its urban competitors and
79% of its audience consists of minority listeners. See, The Media Audit database (Spring 1997),
prepared by International Demographics, Inc., Ben Carter, Regional Manager of the Interep
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Table 1).% The demographics of WHUR, in fact, reflect a more economically affluent audience than
the listeners of the number one rated station, WPGC. However, WPGC generated revenues in 1997
that were greater than the combined revenues of WHUR and WKYS.

Second, WPGC was far superior in terms of earning more ad revenues per listener. The power
ratio is a_ meﬁmeﬁﬂajmmglJm to convert market share of listeners into_market share of
revenues.?’ The power ratio of WPGC was 1.26 compared to 0.78 for WHUR and 0.59 for WKYS.
In comparison, the average power ratio was 1.06 for 3,502 stations reporting power ratio data for 1997
in the July 1998 edition of the BIA MasterAccess database.

Media Store, commented that some urban formatted stations designate théir format as CHR or
Adult Contemporary (AC) in order to avoid “no urban dictates” and “minority discounts.”
Telephone interview with Ben Carter, August 5, 1998.

2 The column labels of Table 1 indicate station owner, call sign, local commercial share (“LCS,”
a measure of audience size), power ratios (a measure of a station’s ability to convert listener share
into share of market revenues), 1997 station revenues, program format, percent of minority
listeners, percent of listeners with household income of $75,000 or greater, percent of listeners with
a college degree, percent of listeners age 25 to 54, and percent of listeners with professional or -
technical employment (see, Glossary, Appendix K for definitions). Minority-owned stations are
highlighted in dark shading. Data in the first six columns was provided by the July 1998 edition of
the BIA MasterAccess, BIA Research, Inc. Audience demographic data was obtained from Fall
1997 edition of The Media Audit (Fall 1997), International Demographics, Inc.

# Stations with power ratios less than 1.00 are “underselling” their audience— the station’s
market revenue share is less than its market listener share. Conversely, those with power ratios
over 1.00 are “overselling” their audience— the station’s market revenue share is greater than its
market listener share. See BIA Research, Intenpreting BIA s Nurrbers in ME DIA A ass Pro, undated
memo, (“The estimated revenue share for the station is determined by dividing the station revenues
by the market revenues times 100. Then this calculated revenue share figure is divided by the local
commercial share. A power ratio greater than 1 indicates the station is overselling its audience

share; while a ratio less than 1 indicates a station is underselling its audience share.”). (See, Glossary,
Appendix K, (the 1998 edition of the BIA MasterAccess database was renamed MediaAccess Pro)).
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Table 1. Washington, D.C. - Top-Rated Stations

1997

P Stati % %a % % %
Owner Calls LCS Rm:icr R ation Format Minority 75,000 College Age Prof/
atio cvenues Listeners plus HHI Grad. 25-54 Tech,
(1,0005)
cBS WPGC FM 13.4%

1.26 $22,000 CHR/Top 40 1.3% 26.0% 15.1%

Hovnd.

%
"Univ, - o

‘RadioOne . | WKYSFM

Chancellor WMZQ FM 6.1 112 $16,000 Country 11.0% 36.6% 22% 86% 22%
Chancellor WBIG FM 52 1.06 $13,000 | Oldies 26.3% 31.2% 29.0% 3% 73-_7"/.
ABC WMAL AM 52 0.94 $11,500 News/Sports 24.0% 46.4% 31.3% 54% 30.1%
Chancellor WASH FM 51 121 $14,500 AC 46.3% 113% 30.8% 3% 36.0% .

Data: BIA MasterAccess; The Media Audit

In addition to fopmatlabel, two main factors distinguish the market leader, WPGC, from its
two closest competitors( First and WK'YS are owned by minoritybroadcasters,” while WPGC
is owned by CBS, a publicly-held, non-minonty broadcaster. Minonty ownership also distinguishes
WHUR and WKYS from th four competitors, all of which have fewer listeners but eamn equal
or greater revenues. 1he §econd distinguishing factqfis owners up size. The owners of the top revenue
performersimTable 1 are among the top five largest group owners in the country. The 1997 national
revenues forall radio stations owned by CBS, the owner of WPGC, were $1.5 billion, compared to $9.5
million and $56.8 million for Howard University’s station and all Radio One radio stations,

respectively.”

This example is typical of what can be found in several large urban markets where top-rated .

minority-formatted and/or minonty-owned stations fail 10 earn_advertising revenues that are.

3 WHUR is a commercial station owned by Howard University, a historically Black college;
'WKYS is owned by minority-owned Radio One.

3 CBS owns 166 radio stations nationwide compared to 1 for Howard University and 13 for
Radio One (BIA MasterAccess, July 1998 edition).
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commensurate with their large audience 2 (Seealsa, Ratirgs Raasmt When Na 1 Is Not, by Mira Schwirtz, <§£>
MediaWeek, June 22, 1998).

This pattern raises several questions: To what extent does ownership size explain discrepancies
in advertising performance? To what extent does minority-format or minority ownership contnibute
to the inability of stations to earn revenues that are commensurate with their large audience shares?
And, to what extent does the racial/ethnic or economic status of an audience influence the buying

practices of advertisers and ad agencies? -

B. The Research Objective

Following the Commission’s mandate to “identify the specific obstacles that women and
minorities face” in the communications industry,™ the FOC’s Office of Communications Business
Opportunities (OCBO) contracted for this study to “examine whether minority or women-owned
firms, and small firms, which have acquired FCC broadcast licenses, have greater difficultes in

obtaining advertising or are affected by industry practices which maylower their advertising revenue.”*

2 Based upon local commercial share rankings for 1997, minonty-formatted and/ or minority-
owned broadcasters rank among the top four stations in New York, Washington, D.C, Detroit, -
Houston and Los Angeles. In.each of these markets many non-minority-formatted stations with -
fewer numbers of listeners receive greater amounts of advertising revenues. In New York, for |
example, the number one station in terms of listeners is WQHT-FM, an urban formatted station * 7 \
that has a 1997 average local commercial share of 6.90. Easy listening station WLTW-FM also ¥4 /o1¢
has a 6.9 local commercial share. The revenues of WLTW, however, are $37.9 million, compared/ 7.5 .
to_$26.6 million for WQHT. Spanish formatted WSKQ-FM is minority-owned and is the third < >

ranked station in New York with a local commercial share of 5.2. Yet-its-revenues were only.

$20.7 million compared to $32.7-million for WCBS-FM, an oldies formatted station that also had |

a_5.2 rating. The top revenue performer for New York was a mid-market performer in terms of (

local commercial share; WFAN-AM owned by CBS, earned $47 million and averaged 3.1 in terms'
of local commercial share. Data derived from the BIA MasterAccess, July 1998 edition.

* Market Entry Barmers Report, 12 FOC Red 16802 para. 222.

* Request for Quote (“Advertising RFQ”), Impact of Advertising Practices on Small, Minority
and Women-Owned Broadcasters, FOC Office of Communications Business Opporturuties, (97-
10), July 1997.



Section I. Introduction & Summary When Being No.1 1s Not Enough
Page 8

The Commission specifically requested an analysis of the impact of “no Urban dictates”* and “minority
discounts.”*

The term, “go Urban/Spa ? ts-agency-h:
directive that commercials are Tiot to be aired on stations that program primarily to the Black an

{ispanic communiti ardless of data on station ratings, audience demographics or consumption
WE” consist of buying time on a minonty-owned or minority-formatred
station at a rate that is substantially less than what the station’s ratings and audience characteristics
suggest should be paid.

This study was intended to be a preliminary investigation. Its objective was to analyze
advertising practices and to identify areas for further research. Specific areas of research concerning
“no Urban/Spanish dictates” and “minority discounts” include:

:

> range and extent of the practice;

> motivation factors (e.g. income and/or race of the listening audience);

> LMpact on Station revenues;

>~ 1mpact on power ratios— a station’s ability to convert its listener share into shares of revenue
in a market;

> ownership size; and

> access to capital and ability to expand.

C. Methodology

The methodology consisted of survey questionnaires, in-depth interviews and quantitative
analyses. Preliminary efforts were undertaken to refine the research question.

First, CRF determined that it is s@%?fm in the advertising i 2
campaigns to consumers who are most likely to purchase the products or services of the advertiser (see
Overview of Media Buying, Appendix A). In the case of radio, this means buying commercial time on
stations that have an audience that satisfies the “buy criteria” (ie. demographic characteristics. that

* The Advertising RFQ which solicited bids for this research study mentions “other dictates” m(
addition to “no Urban dictates.” Preliminary investigations indicated a need to include “no Spanish\ |, - i{'j ER
dictates” in the study. For purposes of this study’s analysis, “Spanish” format includes ) ﬁ)b[ﬂl‘éoﬁ
programming targeted to the Hispanic community, whether provided in the Spanish language orin % " _id
a Spanish-English bilingual format. |

% Adverusing RFQ), page 4.
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advertisers believe best describe the people most likely to purchase their products, such as males with
a college degree, ages 25 to 54). The fact that most commercial buys on radio are targeted suggests that
a demograpl'uc segment (ie males without a college degree, ages 12 to 34) is always excluded from an
ad campaign.

Given that targeted advertising is a standard business practice, CRF recogmzed thata causal link
between poor advertising performance and “no Urban/Spanish dictates” and “minority discounts”
could not be established, unless “dictates” and “djscounts” could be distinguished from justifiable
business practices. In order to do this, it would be necessaryto assemble a data set that contained data
on station advertising performance, as well as audience demographics. The attempt to do this,
however, resulted in a relatively small data set of 1,533 stations mostly located in the top 100 markets.
CRF determined that the task of assembling a data set for a representative number of markets and
stations containing both station performance and demographic data was beyond the scope of this
project. Subsequent research with appropriate funding is recommended to undertake a full statistical
analysis of the problem.

The quantitative analysis, more fully explained below, did compare the advertising performance
of stations controlling for program format, ownership size, and minority ownership. These findings,
therefore, should be regarded as prinu face. They will be verified or invalidated by subsequent research.
They are presented here as preliminary findings and to inform future research efforts.

At the outset, interviews were conducted to refine the research question. In the tdeusion arena, - -
interviewees suggested that bias related to race and ethnicity was primanly me% —
hnicity of lespeople, and had less to do with th dience. This N LV
ethnicity of minority salespeople, and had less to do with the viewing audience. view is consistent
with the fact that television, unlike radio, i1s viewed by a broad segment of audience demographics / /_/_')‘ \
throughout the broadcast day. The exception to this practice is foreign language television. They 7

investigation of the television medium, therefore, concentrated upon discrimination related to  the
ethnic/ racial composition of the salesforce of minonty-owned television stations, as well as minority_i_

ownership. v

IIWJWWWM ( 3_%{/%
ability to earn ad revenues due to advertising practices that disfavor programming targeted to minonity ) ©
listeners.” The main focus of the study with_regard to radio, therefore, was directed toward ) [“)W
deLe.mﬁlix?iit}l%e extent to which, if any, “no Urban/Spanish dictates” and* “minonty discounts™are .
practiced 1n the advertising industry and quantifying the relationship between such practices and the
advertising_performance of minonty-formatted.stations.

~

/

* For the purpose of this study, program formats were categorized as minority-format or
general market based upon the categories employed by BIA Research Inc., (see Appendix K). BIA
formats denoted as ethnic, black, Spanish, or urban were categorized as minonty-formatted. These
broad classifications also included subcategones (e.g. urban includes rhythm and blues, urban adult
contemporary, and urban rap). All other formats were categorized as general market.
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The ﬂ/tlve methodology mcludedm_depthmtemews ofllndxomdustguexecutlves The
interviews focused on “minority discounts” and “no Urban/Spanish dictates.” A full transcription of
the interviews is on file with the Federal Communications Commussion Office of Communications
Business Opportunities and in the FCC Library. It is also available as volume III of this study.

In addition, a survey questionnaire was submitted to the General Managers of all 284 minority-
owned radio stations that are listed in the 1997 minority ownership report published by the US.
Department of Commerce.* Sixty-four completed questionnaires were returned, representing a
response rate of 22.5 percent. Survey questionnaires were also distributed to all 30 telev1510n licensees
identified as owned by minorities by the US. Department of Commerce. Eleven completed
questionnaires were returned representing a response rate of 36.6 percent. The survey instruments and
their consolidated results are presented in Appendix J.

The survey response rates and igndid-notproduce results that can be generalized to——
the universe of minonty broadcasters. Accordingly, the survey-analysis-represents_the views of only
thM@ey Further research should be conducted with sufficient

resources to provide results that can be generalized to all minority broadcasters. Subsequent research -
should also survey the experience of non-minonty owners that air programming targeted to minorities.

Two separate quantitative analyses were undertaken to examine nationwide data on the radio
industry. The independent varables for the first analysis were program format, the. ethnic/racial
classification of the station owner, and number of stations owned nationwide. Two dependent variables
served as proxies for advertising perfonnance power ratios” and-station revenie. ¥ These two variables

were compared on the basis of the mdependent variables. The Tesults of the a analy51s are discussed in
Section I1I-G-2 and Section I11-C-3.

Data for the first analysis was obtained from the August 1997 edition of the BIA MasterAccess
radio database prepared by BIA Research Inc. (seg Glossary in Appendix K for description of BIA’s
methodology for estimating station revenues). The BIA database was queried to produce a list of all
stations in 1996 with advertising performance data by using the selection criteria: “stations with a power
ratio greater than zero.”*' This produced a data set of 3,745 stations representing approximately one-
third of the nation’s commercial radio stations in 1996. The data set included 155 stations that were

¥ Minority Conrrerdal Broadaast Ounership in the United States (“NTIA Minority Ownership
Report”), National Telecommunications and Information Administration, U.S. Department of
Commerce, August 1997.

* The power ratio measures a station’s ability to convert its share of listeners into share of
market revenue. Seg, Glossary, Appendix K and note 29, supra.

“ Average station revenues reflect average gross revenues, as opposed to net. (see Glossary,

Appendix K).

“ A power ratio greater than zero indicates the station reported revenue and listener data.
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identified as minority-owned* and 413 stations with programming directed to minority listeners.
Stations included in this data set ranged from Arbitron market number 1 through market 246.
Appendix D contains a frequency distribution table that indicates the number of stations in each
Arbitron market.

A second analysis sought to determine whether the audience demographics associated with
minority-formatted programming could be readily distinguished from the demographics of general
market programming. This analysis was undertaken because it was previously determined that media
buyers take audience demographics into consideration when deciding where to place advertisements
(see Appendix A). For this analysis CRF compared minority-format stations with general market stations
on the basis of average household income and percentage of ethnic/ racial listeners. The results of the
analysis are presented in Section II-C-1.

Data for the second analysis was obtained by combining the August 1997 edition of the BIA
MasterAccess database prepared by BIA Research Inc. and the Spring 1997 edition of The Media
Audit prepared by International Demographics, Inc. Pairing data from The Media Audit with data
from BIA resulted in a combined data set of 1,533 stations. This data set consists of stations.located
mostly in the top 100 Arbitron markets and includes 98 minority-owned stations and 212 minonty-
formatted stations. See Appendix D for a market frequency distribution table for this data set.

Data comparisons for both analyses were performed using SPSS software version 7.5.

As noted earlier, the funding available for this study was insufficient to undertake a
comprehensive statistical analysis that simultaneously controls for all variables that may affect
advertising performance. Hence, the quantitative findings of this study should be regarded as
preliminary. They are presented here to inform future research that should control for additional
variables such as audience income. Therefore, the results contained in this study do not constitute
conclusions about the causal relationship between the independent and dependent variables. Further
statistical inquiry is necessary to explore and venfy these findings.

D. Summary of Major Findings

Radio. égdiscLE;dfuxther below, the quantitative data suggest that minority-formatted radio
stations earned less revenue per listener than stations that aired general market programmingSecond,
minority-owned radio stations appear to earn less revenues per listener than majonty broadcasters that

owned a comparable number of stations nationwide. These disparities in advertising performance may™ HM{’; :
be attributed to a vanety of factors including: economic efficiencies ded\mdmwg / 1 gt
advertisers’_or_ad_agencies’ assessments_of a radio audience’s income, spending patterns, .and- vk

responsiveness to advertising; or ethnic/racial stereotyping that influences the media buying progcess. e

(A
v

2 The August 1997 edition of the NTIA Minonty Ownership Report was used to flag stations in
the BIA MasterAccess database as minority-owned. The NTIA list was modified to conform with
sales transactions that had occurred through August 1997.
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As a preliminary investigation, this study was able to establish that disparities in advertisi

W e
performance exist. It was not able, however, to determine in quantitative terms the degree to whi ?)ﬁ‘){;
each of these factors may explain dlSDarltleS in advertising performance. Further statistical research ﬁ{u 4 ;
sho [d be undertaken to find the answer to this question. g”r
With regard to the anecdotal data, the results of study survey and interviews suggest that “no
Urban/Spanish dictates” and “minority discounts” are partly the cause of the disparities in the
advertising performance described above. According to the anecdotal data, the following factors
influence the media buymg process and to some extent form the basis of “no Utban/ Spanish dictates”
and “minority discounts:”
> racial/ ethnic minority consumers are incorrectly stereotyped as inappropriate consumers to
receive advertising for certain luxury products or services;

> stations that program to minority listeners are excluded based on average listener income,
regardless of data about consumption patterns;

> the desire to disassociate a company’s image from minority consumers;

> language barriers, in the case of Hispanic radio;

> advertisers’ unfounded fears that minority consumers pilfer;

> media buyers’ and advertisers” unfamiliarity with the consumer habits of minorities;

> efforts bybroadcasters and their national sales representatives to discourage advertisements on
minority-formatted stations; and

> the belief that minonties can be reached as effectively through the general media as compared
to targeted media.

Despite indications that Hispanics and Blacks are a substantial and growing segment of the
domestic economy (see Section II-B-3 and C), the-anecdotal data provided evidence that “no
Urban/Spanish dictates” and “minonty discounts” are sull practiced in the radio marketplace.

An example of these practices is the reported refusal of luxuryautomobile manufacturer BMW
to consider placing advertisements on urban formatted stations in the New York metro market.
According to the station manager of one of the urban stations, BMW also disregarded qualitative o "

research showing that Black adults accounted for46 percent of t thgpeonle who owned orleased BMWs
in New York (see Page‘jggeﬁlﬂa\page 25 for an example involving Volvo). In industry jargon this "5 ,’/’([4
practice is called “ne Utban dictates” or ‘16 Spanish dictates” {i.e a policy not advertise on statlonsL /

due to their urban or Spanish formats).
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The results of CRF’s survey research ‘The Black consumer is less valued than the' _
provided an estimate of the magnitude of the | White consumer and therefore they're gomg :

- : fo pay less for Black consumers.

‘ problem concerning “dictates.” Nifiety-orie

ol o
v{u I < percent of the minarity broadcasters responding. i Sen. V.P., Emmis Broadcasting,
= \to the surveyindicated that they had encountered

,
A

- “dictates“ not to buy commercials on their radio

f s ( station (see page 32).

Minority survey respondents reported

i [T]he account supervisor for a major car

: manufacturer says to me, “Come on guys.

i You know we 're wasting our time here.” And
E. . [ s ? ”

“that efforts to overcome .“dictates” using I said,."How’s that?” He says, “You know

audience measurement research yielded meager ?.-the stpan{cs don't buy or lease cars” L—

/_?\results. When asked to describe the response of - Alvam;,.:Sa es-Manager, WSK.O,‘ WP AT' .

" Nadvertisers and ad agencies toward researchthat i S S e

| “demonstrated minority patronage for the T here-are:certain products,-name -brands, .
f(,‘" i L . . P 130 S o7

2 \/ Ui advertised product, surveyrespondents rated “no | ‘Who for the longest time-did not-utilize .

1

. .¥»- | response” and “acknowledgment of the - Blacks in'their-advertising even:-though-they
v Lbu:wassmn of the dictate” as the two most g:’knew that Blacks represented a'significant
commen-responses (see page 38). : part of their: sale volumes. Byron: Lewis;
N i Chairman, The UniWorld- Group

Media executives interviewed for the o
E study repon:ed that admse_rs;/_ard/orad AR neeereseeenensisensiienananet -
( agencies habitually purchase commercial time on
' minority-formatted stations at rates that are lower than what is paid to stations that air programmin
to_the general market. This practice is customanly called “minonty discounts.} For example, a well-
known mattress retailer offered to buy time on a New York urban station at a rate lower than what it
offered to pay to a jazz format station under common ownership with the urban station. The urban
station was offered a discounted rate, despite the fact that its audience size was greater than that of the
jazz station. Moreover, qualitative data ranked the urban station 22 points higher than the jazz station
with respect to listeners’ plans to buy bedding or mattresses (see page 85).

AN
ntybroadcasters responding to the surveyestimated th 61 percent of the advertisements \_\ { / /}L-LV

_purchased on their stations were discounted. The amount of the discount was estimated to be 59 | i ': -.
percent (see page 35). When asked to estimate the magnitude of sales loss attributable to “no (~—¢"

Urban/Spanish dictates” and “minority discounts,” th broadcasters replied that these. { >

practices reduced their revenues by an average of 63%. z/—-/

The corollary to this claim is that minonty broadcasters Woddjg@mbmeQMSSlbly
exceed the performance of their majonity competitors, n/

Spanish dictates.” Quantitative data collected bythis studysuggests that if minority-owned broadcasters 1
and minonty-formatted broadcasters were able to ear revenues at the same rate per listener as general . ™ m
market broadcasters, higher performance levels might be possible. The data suggest that rm% o re
discounts” and “no Urban/ Spanish dictates” constitute considerable barners to competition for. b ””

mincrAty-owned and minority-formatted-broadcasters.
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CRF employed two measures of advertising performance: station revenues and power ratios.
Station revenues in this study are based upon annual gross revenues. Power ratios indicate whether a
broadcaster is “overselling” or “underselling” its audience share. Hence, a station with a 1.20 power
ratio is earning more revenue per listener than a station with a 0.80 power ratio (see Glossary, Appendix

e K ¥

The analysis of nat T
ratios of 0.91, compared to 1.16 for stations with general market programming (see Table 2, Ppage79). | Corprua®:

analysis 1s consistent with other trend analysis that shows that minonty-formatted stations have
been less able to convert their listener shares into advertising revenue, even when they have large

audiences .’

Dispanities in advertising performance as measured by power ratios were also observed in terms
of the racial/ethnic ownership of the broadcaster. Majanty owners that aired minority targeted
programming averaged power ratios of 0.95, compared-to-0-82-for-minority-owners— The average
power ratio was 1.16 for majority owners in general market format, compared to 0.85 for minority
owners in general format.

These disparities persist when comparing minority broadcasters to majority broadcasters of
comparable size. Small* majonity-owned broadcasters that target programming to minonty listeners
averaged power ratios of 0.99, compared to 0.82 for minonty broadcasters in that format. In the

# James H. Duncan’s 1997 report on radio revenue and ratings documented this trend over
time. CRF computed the historical average for the power ratios of minority and general market
formatted stations analyzed by Duncan between 1991 and 1996. During that period, the power
ratio for the stations analyzed by Duncan averaged 0.96 for Hispanic formats and 0.73 for
urban/black formats, with a combined average of 0.85. For general market formats, the average
power ratio between 1991 and 1996 was 1.07. The historical data indicate that during this
decade, Black and Hispanic formats have been less able to convert their share of the listening
audience into revenues than general format stations. This time series analysis is consistent with the
anecdotal evidence in this study. See, James H. Duncan, Share-to-Revenue Conversion
Ratios,(Some call them Power Ratios, We call them Conversion Ratios) and Format
Performance Analysis,” (“Duncan’s Power Ratio Analysis”), Duncan’s American Radio, Inc.,
May 1997, page 5.

* Small majority owned broadcasters airing minority-formatted programming were defined as
those owning 17 or fewer stations nationally in 1997, mirroring the range of minority ownership in
that format. The average number of stations owned nationally by minority broadcasters airing
minonty-formatted programming was 4.4. The average number of stations owned nationally by
small majonty broadcasters airing minonity-formatted programming was 4.9. See Table 2, page 79;
see also, NTIA Minority Ownership Report, 1997 and the August 1997 edition of the BIA
MasterAccess.
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general market format category, small *® majority owners averaged power ratios of 1.16, compared to
0.85 for minority owners.

In terms of station revenues, general market stations averaged revenues that were 12% greater
than minority-formatted stations. Majority broadcasters, overall, outperformed minonty broadcasters”™ ., .
mmﬂlmsgﬁmﬂm Mmmew; MP /Wﬁ
programming were on average 79% greater than those of minonty competitors within the same /
format. Mapngyju_dcastethaLfoimmamy_fommedpmgmmmngmmged revenues that were
20% higher than those of minarity broadcasters in the same format category.

A comparison of broadcasters of comparable size* indicates that general market majority-
owned broadcasters averaged revenues that were 14% greater than minority-owned stations within the
same format category. Significantly, the revenue comparison indicated that minority broadcasters that
target minority listeners outperformed small majority broadcasters in both format categories. Station
revenues for minority-formatted, minority-owned broadcasters were 65% greater than small majority
competitors with mmontytargeted programming, and 22% greater than small majority competitors in
the general market category.” This finding indicates that minority-owned broadcasters are strong
marketplace competitors. Their advertising performance would likely be even better, allowing them

toprovide more service to their listeners and to grow at a competitive rate, were it not for the
advertising practices analyzed in this study.

On the basis of station revenues and power ratios, general format stations outperformed
stations that targeted programming to the minority audience. Majority broadcasters ‘as a whole that
aired general market programming performed hetter than mlnonwmmrm thac
aired_minority formats. These findings based upon nationwide data are ‘consistent-with ‘anecdotal,
evidence that saggest that advertisers and/or ad agencies place less value on the minority consumer. ) b
Theqmecdﬂl evidence and quantitative findings, taken together, suggest thatin t%m

rrunonty discounts” and “no Urban/ Spanish dictates, W*_dmnwfonmtted

stations would earn more revenue per listener than they do currently.

® Small majority owned broadcasters in general market format were defined as those owning 26
or fewer stations in 1997, mirroring the range of minority owners in that format. The average
number of stations owned nationally by minority broadcasters and majority broadcasters airing
general market programming was 7.4. See Table 2; see alsq, NTIA Minority Ownership Report, 1997
and BIA MasterAccess database, 1997.

“ The basis of the revenue comparison of broadcasters of comparable size was the same as that
for the power ratio comparison. See, notes 45-46, supra.

7 Revenue comparisons in this study did not control for the market rank of stations. As noted
in Section II-C-2-¢, minority broadcasters are more concentrated than majority broadcasters in
large urban markets where station revenues are higher. Such varations in market rank affect
revenue compansons (sec Chart L).
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Research beyond the scope of this prelimnary 1 investigation s required to determine the
relative effect of vanous independent variables (ownership size, audience income, audience ethnicity,
minority ownership, program format, etc., see Section II-D) upon advertising performance. As
pr%@mfwesearch the findings presented by this report may be confirmed or disproved by
subsequent research. These findings are are presented /wdﬂﬂceﬁ_pmq;wgdyenﬁ@

“industry that discriminate against minonity listenersand-indifectly against the stations that serve them.

They are also intended to highlight areas for further inquiry.
Women-Owned Radio Stations. Until October 1998, the FOC did not require broadcasters

to report the gender or race of station owners.* Inan effort to 1denthy women owners to be examined
for this study, CRF contacted American Women in Radio Television and Film, the National
Telecommunications and Information Administration (“NTIA”), and the Federal Communications
Commission. NTIA publishes an annual list of minority broadcasters, but does not identify the owners’
gender. While that list is an indispensable tool for examining minority ownership, one may only
estimate gender by examining first names. Apart from this source, CRF was able to identify only sx
radio stations owned by two non-minority females. Limits on the funding allocated to this study
prevented a more exhaustive effort to identify all female radio and television owners. Considering the
distinct possibility that there may be more women owners, particularly of large station groups, CRF
concluded that there was inadequate data at this time upon which to base an analysis.

It is recommended that subsequent research first undertake to identify-the nation’s-female
broadcasters. A study should be conducted to assess the impact of advertising practices upon female
broadcasters from the standpomt of programming formats that target women viewers/listeners, the
presence of women in the station’s sales force, the station’s status as female-owned, and the ablhty of
female entrepreneurs to raise capital.

Minority-Owned Television. Television programming is not targeted through the course of
the broadcast day to a narrow audience demographic in the same way as radio. This makes it less likely
that the revenue earning ability of minority television stations can be linked to ad agencyor advertiser
bias against an audience, though it may vary by show. The only instance in which such bias was
identified was in the context of Spanish-language television. One station reported negative advertiser
support due to the station’s Spanish-language format and the Hispanic composition of the audience
(see Section III).

Other reported instances of lack of advertiser support originated from Home Shopping
Network (HSN) affiliates. Based upon 1997 estimates of minority television ownership, 25 percent of
the Black owners aired commercials 24 hours a day as HSN affiliates. Complaints abourt advertiser
support originating from minority-owned HSN affiliates are believed to stem from advertiser reluctance
to support this unique format, and not from the racial/ethnic composition of the viewing audience.

“ See, In the Matter of Polices and Rules Regarding Minority and Ferale Ounership of Mass Media Faalities,
FCC 98-281, MM Dockets 98-43 & 94-149, released November 25, 1998, 1998 WL 814552 (stations
must report race and gender of owner on FCC broadcast ownership reports).

>
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There was no consensus on the part of the survey respondents concerning the effect of
minority sales staff , minorty ownership or minority-oriented programming on the ability of the
television stations to earn advertising revenues. Therefore, no conclusions or generalizations can be
made in this area.

Further research is recommended to analyze the impact of advertising practices which take race,
ethnicity or gender into account on television, particularly their impact on which shows are produced
oraired and the advertising performance of programs. Research should also examine the impact, if any,
of advertising practices on the images of minorities and women on television programming,.

E. Policy and Research Recommendations

This study was intended to be a preliminary investigation of practices in the advertising industry
that affect broadcasters. Recommendations for further research and a process for developing policy
initiatives are summarnized below.

1. Further Research Recommendations

As noted earlier, it is a normal business practice in the advertising industryto target advemsmg

to probable consumers. Hence, it is essential that research undertaken as-a foll :
d@wrmﬂmimanéehese—ﬂﬂehmwot%ﬁmﬁﬁabmmf _

nondiscriminatory marketing objectives.

One such method is to compare the general market cost per point paid to.general market and
minority-formatted stations. The cost per point is the price that an advertiser pays to reach 1% of the
audmﬂ%aspeslﬁeme%reﬂm{(et (see Glossary, Appendix K). Section II-G-2-d presents evidence
that minority-formatted stations-receive general market cost per points >ints that are discounted: Imorder
to prove a pattern of such practices, however, a researcher must have access to proprietary information.
Advertising agencies and national rep firms generally maintain such records. CRF attempted to, but
could not, obtain such data. It ma;Lbﬁ_negessary for future researchers to avail themselves of the

subpoena powers of the federal government in order to access such information,

On the basis of questions raised by this study concerning the impact of advertising practices
on minority-owned and minority-formatted stations, CRF also recommends the following research
initiative:

> A broader study, funded with sufficient resources, should be undertaken to analyze the impact
of various factors on broadcasters’ perfformance. Such an analysis will help the FCC identify
whether there are impediments to entry and growth in the broadcast industry that warrant
Commission action, and the reasons for those obstacles.

> The analysis should examine factors such as: the impact of ownership size on revenue and
power ratios; advertising pricing variances (including cost per point variances) by format; the
racial/ethnic classification of the owner, and owner size; differences in quantity of advertising
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time made available by stations; consumer responsiveness to advertising on minority-targeted
media compared to general market media; the extent to which a broad varety of formats are
subjected to systematic “discounts,” or “dictates” based on the audience served; the relationship
between “dictates” or “discounts” and the range of formats on a broadcaster’s stations; the
extent to which “discounts” are based on audience income levels for various formats; the
quantity of discounts experienced by minority-formatted stations and other formats, and their
pervasiveness; the extent to which discounts may be related to station classifications of power
and reach (e AM or FM, Class A or Class C); the extent and pervasiveness of “no
Urban/Spanish dictates,” and the use of dictates for other formats.

Additionally, the analysis should consider the impact of the race/gender of station, ad 2 agency,
advertiser and representative firm personnel; the practices of broadcast owners in competing
against minority-formatted or minority-owned stations based upon mistepresentations and
improper dlsp_grggements the ownership of radio and television stations by women; whether
stations targeting programming at women are subjected to similar practices in the advemsmg

industry, and the influence of such factors.

The analysis should also probe the use of media ratings services in advertising decisions,
particularly unaccredited services. It should examine the effect of audience undercounting by
media ratings services on the advertising performance of minonty-owned and minonty-

formatted broadcasters. Itshould investigate the impact of advertising practices on viewers-and
listeners, #.e whether they affect the availability of format, diversity of viewpoints on the
airwaves, and broadcasters’ service to the American public. -Finally, the-analysis-should
investigate whether minority or women owners encounter barriers based on race or gender, and
whether any such findings justify remedial measures or incentives.to remove barriers to market
entry, growth and competition for small, minority and women-owned radio stations.

2. Policy Initiatives

On the basis of the comprehensive study described above, the Federal Communications

Commussion and the Federal Trade Commission should coordinate efforts to address the research
findings. Specifically, the two agencies should:

>

Assemble a joint task force to develop standards for acceptable advertising practices. Standards
adopted by the task force should be included in a joint policy statement issued by the Federal

AR



Section I. Introduction & Summary When Being No.1 is Not Enough
Page 19

Trade Commission* and the Federal Communications Commission® stating their shared and_
separate jurisdictions, The policy statement should be open for public comment before being
implemented. The Federal Trade Commission should have primary jurisdiction regarding
instances in which advertisers, ad agencies, or broadcasters are alleged to have violated
regulations governing unfair and deceptive business practices. The Federal Communications
Commussion should take the Federal Trade Commission’s findings into -account when
determining whether the public interest would be served by renewal of a broadcasters’ license
or other FCC actions including sanctions.

> Recommend whether an executive order should be issued that prohibits federal agencies frg(n .
contracting with ad agencies or advertising representatives that practice “no Urban/Spanis %(
dictates,” “minonty discounts,” or that atherwse fail to conform to the standard of practices
adap the joint task force,”® A 1989 General Accounting Office report on federal use o
small and disadvantaged advertising subcontractors estimated federal advertising expenditures

to total $165 million.* Such spending capacity should be used to leverage compliance witl%
standards established by the joint task force.

> Require broadcasters to show cause why they do not use an audience research service that is
accredited-by-the-MediaRatings-Council. ~Broadcasters that use non-accredited research
services-should be Tequired to prominently disclose that fact to advertisers, ad agencies and
others-that relyupon such data. o
.
3. Private Sector Initiatives

* Section 5(a) of the Federal Trade Commission Act appears to provide the Federal Trade
Commussion with authority to exercise jurisdiction over advertisers, ad agencies and other entities
involved with the media buying process to the extent that they engage in practices affecting
commerce that are unfair, false, misleading or misrepresentations of fact. 15"US.C. § 45(a)(1)
(“Unfair methods of competition in or affecting commerce...are hereby declared unlawful.”).

* The findings of this study suggest that “no Urban/Spanish dictates”and “minority discounts”
undermine the revenue generating ability of broadcasters and consequently their ability-to obtain
financing and to serve the public interest with quality programming, Such practices appear to
constitute barriers to competition and market entry. Section 257 of the Telecommunications Act
of 1996 provides the Commission with the jurisdictional authority to examine and eliminate such
bamiers.

> See alsa, NonDiscrimination in Advertising Act of 1991, HR. 285, 102™ Cong., 1% Sess. (1991),
(Appendix B) (bill intended to deny tax deductions for advertising expenditures for persons who
discriminate against minority owned or formatted communication entities in the purchase or
placement of advertisements).

*? US. Government Accounting Office, Federal Use of Small Disadvantaged Subcontractors is
Minimal (GAO/RCED-89-54), June 1989.
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In the private sector, CRF recommends:

> The broadcast and advertising industries should develop a code of conduct for advertisers, their
representatives and broadcasters. The code should indicate that decisions about buying ads
should be based on market research supplied by accredited ratings services. It should require
broadcasters and advertising representatives to prominentlydisclose whetherthe researchupon
which they are relying is accredited by the Media Ratings Council. Such research should take
consumption patterns into account. The code should prohibit the practice of “no
Urban/Spanish dictates” and “minonty discounts.” It should require that stations be evaluated
based on their individual merits, including their audience ratings and demographics. The code
should require workforce training regarding laws prohibiting unfair or deceptive disparagement
of a competitor, and training regarding diversity. The code should encourage diversityin hiring.
All employees, regardless of race/ ethnicity or gender, should receive training and work
experiences that may lead to promotion.

4. Serving the Public Interest

The issues discussed in this study ultimately affect the quality of programming made available
to the listening public. To the extent that advertising practlces constitute batriers to competition,
broadcasters are less capable of providing a diverse range of viewpoints and a plethora of high quality
programming cho1ces Congress, the Couns 53 and the FOCSJ:lave reoeatedlyexpressed -concerm-that

a diversity of Vle tlon of bamers

to competiti

VIgorous economic competition.

»55

> See, Assoaated Press u United States, 326 US. 1, 20 (1943) (“(The First Amendment] rests on the
assumption that the widest possible dissemination of information from diverse and antagonistic
sources is essential to the welfare of the public....”) See also, Metro Broadeasting, Inc, vFCC, 497 US.
547, 568 (1990), (overruled on other grounds Adarard Corstruaors, 515 US. 200). In Metro, the
Court commented,“[T]he diversity of views and information on the airwaves serves important First
Amendment values....The benefits of such diversity are not limited to the members of minority
groups who gain access to the broadcastmg mdustry by virtue of the ownershlp policies; rather, the
benefits rebound to all members of the viewing and listening audience.” Metro Broadusting Inc, 497
US. 547 at 568. :

3 Statemrent o Polzcy o Minonty Ourership, 68 FOC 2d 979, 981 (1978) (“Adequate representation
of minority viewpoints in programming serves not only the needs and interests of the minority
community but also enriches and educates the non-minority audience.”)

> Telecommunications Act of 1996, Pub. L. No. 104-104, 110 Stat 56 (1996), 47 US.C. § 257(a)
&(b). (“[In] identifying and eliminating...market entry barriers....the Commission shall seek to
promote the policies of this Act favormg diversity of media voices, vigorous economic competltlon,
technological advancement, and promotion of the public interest, convenience, and necessity.”)
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The public interest consequences of “no Urban/Spanish dictates” and “minority discounts”
are eloquently stated by Tom Castro, Chairman and President of El Dorado Communications:

1) Because of the disconnts, sometines you can’t compete and keep your best peaple. And that leads |

10 a brain drain. We db the bard nork of training them, and then they go off and sork for these larger "~
compartes...; 2) Our profits are less. If onr profets are fener, then uben it comes tine to buy the station ‘,
that corxs up for sale in a given ity nhere ue’re competing with CBS and Clear Channel and ABG ) /
they're going to be able to ontbid us for those properties because of the profils that they have built 1p over \ i
tir. And so that means they bave yet another scarce frequercy that they control, and e are losing the |
qpporturity to buld nealth for owrselves. 3) The quality of our progranring, utile good, nowld be .|
better tf ue had rore profits. If e had rore profits ne could imest that back into our business. So, [
2t’s harder fo remain competstive and it’s harder o promwte your format fo the public... 1t's a vidous

arcle*®

The “vicious circle” described by Tom Castro affects all broadcasters that target programming
to munority listeners. However, minority broadcasters_appear to be affected in dispropertionate - -

numbers. }

The vast majority of stations owned by minority broadcasters provide programming designed /
to serve the needs of minority listeners (see Chart A). Seventy-five percent of all stations.owned by /
minorities are classified as minority format.”’ In contrast, 8% of stations owned by majority group /
members are classified as minority format (see Chart A). Majority owners-control 267-minority: /"
formatted stations, compared to 116 owned by minorities. However, the greater tendency of minorgy_(/ /o

owners to serve the minority community® means that practices such as “no Urban/Spanish dictates”

and “minonty discounts” have a disproportionate effect on minority broadcasters.

% Telephone interview with Tom Castro, Chairman and President of El Dorado
Communications, December 14, 1998. '

*" As discussed in footnote 210, many minority-owned broadcasters that identify their stations as
general market format have high levels of minority listeners. They may be self-designated as
“gospel” or “religion,” but their audience is predominantly minority.

* Sec also, Metro Broadaasting, 497 US. 547, 580-581 (“Evidence suggests that an owner’s
minority status influences the selection of topics for news coverage and the presentation of editorial
viewpoint, especially on matters of particular concern to minorities.”) The FOC's Office of
Communications Business Opportunities is undertaking a study to examine the current linkages
between minority ownership and broadcast content, focusing on news and public affairs
programming.
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Chart A

% of Stations with Minority or General Market Format by Owner Race/Ethnicity

Minority Broadcasters Majority Broadcasters

General Market-Formatted

Minority-Formatted

Y General Market-Formatted

Data: BIA MasterAccess, August 1997 edition.

“No Urban/ Spanish dictates” and “minonitydiscounts” effectively reduce the revenues a station
earns per listener. Consequently, such stations have fewer resources with which to serve the needs of
listeners in terms of news, public affairs or entertainment programming.

The findings of this studycqgg_mutcpmmfaaee idencethat“dictates” and “discounts” impede

entry, a@a@/mmmm of viewpoint. The-findings of this study
warrant further research. Based upon the conclusive fin ings of follow-up research, the Commission
should decide whether to exercise its jurisdiction to eliminate marke_gxg;bamers_caused_byﬂrno

UI‘M&?S” and “minority discounts.”
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June 7, 2000

Mr. John D. Podesta

Chief of Staff to the President
The White House

1600 Pennsylvania Avenue NW
Washington, D.C. 20500

Dear Mr. Podesta:

You will recall from our previous conversation at the White House that we, along with our
Congressional Black Caucus (CBC) and Congressional Hispanic Caucus (CHC) colleagues, have
been working on the most important issue of parity in advertising for minority-owned-advertising
agencies and media outlets. The regrettable and unfortunate lack of fairness and parity in the
budgeting and pricing for minority-owned and .operated media companies and.advertising.agencies
‘has been long unresolved. Since September of 1998, we have been working with the American
Advertising Federation (AAF); minority advertising-agencies and ad companies, and other groups
to address the challenge that all minorities have achieving equal opportunity to compete in
advertising. Strong minority companies not only increase tax revenues to-federal, state; and local
governments, they also offer employment and training opportunities that might not otherwise
exist.

On January 13, 1999, the Federal Communications Commission (FCC) released its report, “When
being No. 1 is Not Enough: The Impact of Advertising Practices On Minority-Owned & Minority
Formatted Broadcast Stations.” This report mirrors the sentiments of many minority media
companies and ad agencies: the impact of advertising practices on minority-owned and minority-
formatted broadcast stations is bleak, shameful and inexcusable. This report represented a start,
and is an important analysis, but it was clear that more work was needed. Therefore, we formally
requested that the GAO conduct a government-wide analysis of the amount of minority
advertising and advertising agency contracts that have been awarded for the past ten years. The
goal of this request was to determine exactly where the federal government stands as the example
to the rest of private and public industry in this issue, and to suggest possible non-partisan and
objective recommendations for improvement.

The results from the first phase of the study are complete and they are troubling. Total federal

advertising contract obligations increased from $139 million in fiscal year 1994 to $368 million in
fiscal year 1998. During the same time, obligations to small disadvantaged businesses peaked at
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Mr. John D. Podesta
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June 6, 2000

$3 mullion or 3.1% of obligations in fiscal 1995, and declined to 1.2 million or 0.3% in fiscal year
1998, with 66% going to women-owned businesses. In 1998, some 91 percent of the total federal
advertising budget was allocated to large agencies, none of which are owned by women or
minorities. We are enclosing for your review a copy of the GAO study.

Vice President Gore has been a supporter of this issue and we greatly appreciate his continued
support. Thank you for your time and attention to this important issue. We feel it is important to
keep you informed on this issue because of its importance to the CBC and CHC. We would like
to meet with you at your earliest convenience. We will have our staff contact your assistant to
schedule an appointment. Do not hesitate to call us if your have any further questions. We look
forward to hearing from you.

Sincerely,

ﬂ] 7 /] Cﬁ/ —7

J;/WV‘LL é R é/)ﬂ//”‘/é

CAROLYN C. KILPATRICK ROBERT MENE Z
Member of Congress Member of Congress

CCKkr
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Accountabnln'y Integrity * Reliabllity

United States General Accounting Office ' General Government Division
Washington, D.C. 20548

B-285075 ‘
April 17, 2000

The Honorable John D. Dingell

Ranking Minority Member

Comumittee on Commerce

House of Representatives

The Honorable Carolyn Cheeks Kilpatrick
House of Representatives

The Honorable Robert Menendez
House of Representatives

Subject: Federal Advertising Contracts: Distribution to Small.-Disadvantaged -Businesses

This letter responds to your request for a review of the distribution-of federal contract dollars
for advertising services to minority-owned businesses. Since data on all minority-owned firms
are not reacily available, we are limited to providing clata on small.disadvantaged businesses
(SDB) and women-owned businesses.' Specifically, as agreed with your offices, we are
providing information on (1) the goals established for federal contracting with small minority-
owned and women-owned businesses; (2) trend data on the distribution of prime advertising
obligations for fiscal ycars 1994 through 1998; (3) information on the distribution of and
competition for advertising contracts with fiscal year 1998 obligations; and (4) information on
the distribution of subcontract awards to SDBs for selected advertising contracts.

Our review was based on analysis of pertinent legislation and interviews with officials at the
Small Business Administration (SBA), the General Services Administration's (GSA) Federal
Procurement Data Center (FPDC), the American Association of Advertising Agencies, and the
American Advertisers Federation. In addition, we obtained and analyzed data.from the
Federal Procurement Data System (FPDS) on contract obligations categorized as advertising
services. We did not verify FPDS data nor did we evaluate how contracts were solicited,
which is a subject of a future review.

Generally. an SDB is a small business that 1s at least 51 percent unconditioniadly owned by one or more individuals who sare hoth
secidly and economically disadvantiged Named groups that are considered socially and economically disadvantaged ace black
Amrericans, Hispanic Americans, Native Amencans and Astan-Pacilic Americans 151 S.C $637.
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We conducted our review from July 1999 to January 2000 in accordance with generally
accepted government auditing standards. We requested comnents on a draft of this letter
from the Administrator of SBA. SBA's comments are discussed at the end of this letter.

Results in Brief

The Small Business Act, as amended, establishes a governmentwide goal that a minimum of
23 percent of all federal prime contract dollars should be awarded to small businesses.’ The
Small Business Act also establishes governmentwide goals for SDBs and women-owned small
businesses that each group receive not less than 5 percent of the total value of prime and
subcontract awards for each fisc2l year. Although SBA has established industry-specific size
standards for what constitutes a small business, including advertising, there are no industry-
specific contracting goals. In addition, large businesses with contracts generally exceeding
$500,000 that offer subcontracting possibilities are required to prepare subcontracting plans
on how they intend to use small businesses, SDBs, and women-owned small businesses as
subcontractors. They must also prepare semiannual reports on the actual distribution of
subcontract dollars. .

Total advertising contract obligations increased from $139 million in fiscal year 1994 to $368
million in fiscal year 1998. During that same time period, the share of prime contract
obligations to SDBs peaked at $3 million, or 3.1 percent of the total contract obligations in

fiscal year 1995, and experienced a general decline to $1.2 million, or 0.3 percent in fiscal year
1998.°

Analysis of fiscal year 1998 obligations made under prime-contracts for federal advertising
showed that $337 million, or 91.4 percent, of the total advertising contract obligations were to
large businesses. Twelve federal agencies or departments-funded these obligations under 36
contracts awarded to 26 different contractors. The five largest advertising contracts, which
included the antidrug contract with the Department of Health and Human Service (HHS), and
four recruiting contracts with the Departments of the Army and the Navy, accounted for 78
percent of the obligations. FPDC reports show that 20 of the 36 contracts were awarded using
full-and-open competition. Another 10 contracts were purchase orders or blanket purchase
agreements.' Two contracts were awarded on a sole source basis, and one contract was
awarded under a multiple award schedule.” FPDS data were not avzulable on the type of
solicitation for the three remaining contracts.

FPDC data show that during fiscal year 1998, funds were obligated to 10 SDBs under 10 prime
advertising contracts awarded by 5 federal agencies or departments. FPDS data available on

‘15 U.S.C. §644(g)(1). The Small Business RLauLhonTmon Act of 1997 increased the goal from 20 to 23 percent. Public Law 105-
135, December 2, 1997,

‘Some SDBs are also women-owned businesses that have experienced a sitmilar decline between fiscal years 1994 and 1998,

'FP'DS data do not reveal the nature of competition for the underlving contract {rom which the purchase order or blanket
purchase agreement was drawn.

“Generally. a contractor is placed on a multiple award schedute under a competitive process

Pave 2 GAO/GGD-00-102R Federal Advertising Contracts to SHs
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the type of solicitation for 7 of the 10 contracts showed that 4 were awarded through other
than full-and-open competition; 2 were awarded as small business set-asides;” and | was
awarded under a multiple award schedule.

There are no governmentwide goals for awarding a particular percentage of advertisin g
subcontract dollars to SDBs. However, if a prime contract exceeds $500,000 and offers
opportunuties for subcontracting with SDBs, the prime contractor must establish plans for
distribution of those subcontracts and report on the amount of subcontract funds awarded to
SDBs from contract inception through completion. Subcontracting reports were required on
12 of the 36 advertising contracts with large business firms that received fiscal year 1998
obligations. These reports show that SDBs received over 8 percent of the total subcontracting
funds awarded under these 12 prime contracts, although the SDB share varied widely from 0
to 50 percent.

Goals Established for Federal Cdntracting With Small Minority-
Owned Businesses

P
The Small Business Act, as amended, establishes a governmentwide goal that a-minimum of
23 percent of all federal prime contract dollars be awarded to small businesses. The Small
Business Act also establishes governmentwide goals for SDBs and.women-owned small
businesses that each group receive not less than 5 percent of the total value of prime and
subcontract awards each fiscal year. One mechanism that helps agencies meet their SDB
contracting goals is section 8(a) of the Small Business Act.” Under this provision of the act,
certain contracts can be reserved for SDBs in the 8(a) program thus ensuring their
participation. Although the goals are governmentwide, agencies may negotiate specific goals
with SBA that may be higher or lower than the governmentwide goals." According to SBA
officials, there are no industry-specific goals, either governmentwide or by agency. FPDC
collects data and reports governmentwide and agency prime and subcontract goal statistics.

In addition, large businesses with advertising contracts exceeding $500,000 that have
subcontracting possibilities are required to submit subcontracting-plans-to establish
percentage and dollar goals for subcontracting with small businesses, SDBs, and women-
owned small businesses. The contractors are to report semiannually to the contracting officer
on how they actually performed compared to their plan.

“A small business set-aside is the reservation of an acquisition exclusively for participation by small business concerns.

15 U S.C.$ 637(a) (1004).

A separate statutory provision. applicable only o the Departinent of Defense, the Coast Guard, and the Nanonal Aeronanties
and Space Admunisiration sets a 5-percent goal for contracts and subeontrmcts to be entered inta with SDBs. [0 U S C
2H230001)(A).
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Trend Data on Advertising Contract Obligations for Fiscal Years
1994 Through 1998

Total advertising contract obligations increased from $139 million in fiscal year 1994 to $368
million in fiscal year 1998. The yearly changes in obligations during this 5-year period are
shown in figure 1. During the same period, the share of advertising obligations going to SDBs

and women-owned businesses generally declined. Details on this trend are presented in figure
2.

As shown in figure l,. obligations for advertising contracts totaled $139 million in fiscal year
1994 and then trended downward for 2 years before increasing to $368 million in fiscal year
1998.

Figure 1: Total Advertising Obligations to Prime Contractors, Fiscal Years 1994-98
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Source: GAO analysis of FPDS data.

According to SBA officials, SDBs are genecrally minority-owned firms. For an advertising
agency to qualify as a small business, the criterion established by SBA is $5 million or less in
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annual receipts.” FPDC data for fiscal years 1994 through 1998 showed a generally declining
trend in obligations of prime contract advertising dollars to SDBs and women-owned
businesses. The share of total contract obligations awarded to both SDBs and women-owned
businesses peaked at 3.1 percent in fiscal year 1995 and declined to 0.3 and 0.5 percent,
respectively, in fiscal year 1998. Figure 2 shows the percentage of prime contract dollars
obligated to SDBs and women-owned businesses from fiscal years 1994 to 1998.

Figure 2: Proportion of Women-owned and SDB Prime Advertising Contract Dollars as a Percentage of
Total Federal Advertising Obligations

Percentage of women-owned and SDB contract dollars
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Note: Women-owned SDBs are reported in both categories shown above in figure 2. For the 5-year period, the women-owned
portion of SDB obligations ranged from 26 to 88 percent, and the SDB portion of women-owned business obligations ranged
from 33 to 80 percent.

Source: GAO analysis of FPDS data.

*SBA is authorized to establish size standards for small businesses. Consideration is given to economic factors comprising the
structure of an industry, including degree of competition, average linn size, start-up cost, entry buriers, and distnbution of finns
by size. Standards viry by industry, for example, including annual receipts thresholds of $5 mithon for advertising agencies and
3105 rmullion for television hroadeasting stations.
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Advertising Contract Obligations for Fiscal Year 1998

Analysis of prime advertising contracts with obligations in fiscal year 1998 showed that most
of the funds that were obligated involved contracts awarded to a few large firms. Most of
these contracts were awarded through full-and-open competition. Although funds were
obligated to 10 SDBs under prime contracts in fiscal year 1998, these obligations accounted
for a very small share of the federal advertising dollars obligated that year, and most were
awarded by other than full-and-open competition or through set-asides. SBA officials told us
the low percentage of advertising contracts going to SDBs and women-owned businesses may
be explained in part by the large size of many government contracts. They noted that in fiscal
year 1998, about 86 percent of all advertising contract obligations were for $10 million or
more and, thus, largely beyond the reach of small businesses.

In fiscal year 1998, the federal government obligated about $368 million on 85 different prime
advertising contracts. Obligations on contracts with large businesses accounted for.about
$337 million, or about 91.4 percent, of the total contract obligations. SDBs accounted for
about $1.2 million, or about 0.3 percent, with nearly 66 percent of these obligations made to
women-owned businesses. Other women-owned small busifiesses accounted for another $1.2
million, or about 0.3 percent. Other small businesses accounted for about $29.8 million,-or
almost 8.1 percent. Other types of businesses, such as nonprofit and foreign-owned
companies, accounted for about $0.5 million, or about 0.1 percent. Table 1-showsa-summary
of the distribution of prime advertising contract obligations in fiscal year 1998.

Table 1: Summary of Distribution of Prime Advertising Contract Obligations in Fiscal Year 1998

Number of  Number-of - ‘Contract -Percentage
Type of business contractors contracts obligations ($000) of total
Large 26 36 $336,897 91.4%
Small disadvantaged
Women-owned 5 5 740 0.2
Not women-owned 5 -5 - 450 A
Subtotal 10 10 1,190 0.3
Other small (not SDB)
Women-owned 4 4 1,246 0.3
Not women-owned 25 27 28,591 7.8
Subtotal 29 - 31 29,837 8.1
Other (e.g., nonprofit) 8 8 489 0.1
Total 73 85 $368,413 100%

Note: Percentages do not add to 100 due to rounding.
Source: GAO analysis of FPDS data.

Most of fiscal year 1998 funds that were obligated to advertising contracts went to a few large
firms. The five largest obligations accounted for 78 percent of total contract obligations and
were awarded to three large firms. Funding for the five largest obligations in fiscal year 1998
came from HHS for an antidrug campaign and the Army and the Navy for recruiting
campaigns. Total advertising obligations in fiscal year 1998 to large businesses went to 26
firms that had a total of 36 advertising contracts. We could not readily determine whether
these firms were minority-owned, in part because the FPDC does not collect those data, but
also becanse 18 of the 26 firs were publicly held. However, FPDS does collect data on
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whether firms are women-owned, and that data for fiscal year 1998 revealed that none of the
26 large contractors were women-owned firms. Table 2 lists all 36 prime contracts to large
firms in fiscal year 1998, inciuding the awarding federal agency or department, contractor,
type of solicitation, and contract obligations.

]
Table 2: Prime Advertising Contract Obligations to Large Businesses in Fiscal Year 1998

Contract
Type of obligations
Agency/Department Contractor solicitation (S000)
Health and Human Services Bates Advertising USA, Inc.’ Sole source $119,848
Army Young & Rubicam, Inc.’ Full-and-open 90,255
Navy BBDO Worldwide, Inc.’ Full-and-open 32,981
Defense Supply Service (Army) Bates Advertising USA, Inc.’ Full-and-open 23,750
Navy BBDO Worldwide, Inc.* Fuli-and-open 19,273
Air Force Bozell Kamstra, Dallas® Full-and-open 12,159
Food and Drug Administration Arnold Communications® Full-and-open 10,494
Census Young & Rubicam, Inc.* Fuil-and-open 10,014
Treasury Young & Rubicam, Inc.’ Fuli-and-open 7,578
Federal Emergency Management Bozell Worldwide, Inc.” Full-and-open "3.236
Agency <&
Air Force TMP/Worldwide, Inc.’ Full-and-open 2,021
Justice Miller Advertising Agency,inc. Full-and-open 2,000
Treasury USA Today Full-and-open 450
Justice Bernard Hodes Advertising Full-and-open 428
Treasury Grey Advertising, Inc. N/A 399
Defense Reutilization & Marketing Bates Advertising USA, Inc.* Full-and-open 258
Service
Nuclear Regulatory Commission Bernard Hodes Advertising Full-and-open 256
Treasury Reese Communications Co. “N/A 219
Housing and Urban Development BBDO Atlanta, Inc. Full-and-open 200
Peace Corps Persiscope, Inc. . Full-and-open 122
Air Force Unisys Corp. Multiaward 114
schedule”
Treasury W.B Doner & Company, Inc. N/A 105
Housing and Urban Development Nashville Tennessean Full-and-open 100
Treasury Cox Enterprises PO or BPA* 90
Treasury Cox Enterprises PO or BPA® 80
Transportation The Ogilvy Group, inc. Full-and-open 78
Treasury Kansas City Star Company - PO.or BPA® 75
Treasury Kansas City Star Company PO or BPA® 60
Army American Multi-Cinema, Inc. PO or BPA® 56
Veterans Affairs San Antonio Express News Sole source 52
Army KHWY, Inc. PO or BPA" 36
Army Bozell, Jacobs, Kenyon, & Eckhardt  Full-and-open 35
Treasury Memphis Publishing Co. PO or BPA® 30
Justice USA Today PO or BPA® 26
Justice JWT Specialized Communications PO or BPA® 14
General Services Administration The Times Mirror Co., Inc. PO or BPA® 5
Total $336,897

Legend:

BPA blanket purchase agreement

N/A not available (FPDS does not require the type of solicitation for these contracts.)

PO purchase order

‘Subcontracting plan required.
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"Purchased from a multiple award schedule. Campanies compete and agree to provide services at set rates to be on the
schedule.

“Contracts were awarded through either purchase orders or blanket purchase agreements. Data are not provided on the nature
of competition for the underlying contract.

Source: GAO analysis of FPDS data.

FPDC records show that 20 of the 36 contracts were awarded through full-and-open
competition. Another 10 were awarded under purchase orders or blanket purchase
agreements," 1 was awarded under a multiple award schedule, and 2 were sole-source
awards." FPDS data on the type of solicitation were not required for the three remaining
contracts.

The 10 prime contracts with obligations to SDBs accounted for about 0.3 percent of the total
advertising obligations in fiscal year 1998. Five of these contracts with about 66 percent of
the obligations were awarded to women-owned SDBs. Table 3 shows the awarding federal
agency or department, contractor, and fiscal year 1998 obligations for prime advertising
contracts with SDBs. FPDC data available for 7 of the 10 contracts shows that 4 of the
contracts were awarded through other than full-and-open cg_mpetitions, 2 contracts were
awarded through set-asides, and 1 contract was awarded under a multiple award schedule.

Table 3: Fiscal Year 1998 Advertising Prime Contract Obligations to SDBs

Contract
Agency/Department Contractor obligations ($000)
Air Force Four Winds Services, inc.’ $351
Small Business Administration Colabours Communications, Inc. 199
Housing and Urban Development Sykes Communications, inc.® 192
Justice Executive Personnel Services, Inc. 173
Treasury Barrell Marketing, Inc.’ 113
Air Force Navales Enterprises, Inc.’ 54
Navy Conway Marketing, Inc. 38
Navy The Desktop Designer 38
Treasury Lisboa Assaciates, Inc.’ . 30
Treasury ZGS Communications, inc. 2
Total 51,190

"Women-owned business.
Source: GAO analysis of FPDC data.

“FPDC data do not reveal the nature of competition for the underlying contract from which the purchase order or blanket
purchase agreement was drawn.

"HHS' $119 million contract with Bates Adventising USA, Inc., was the single largest obligation in fiscal year 1998 and was
awarded on a sole-source basis. HIIS officials approved the sole source award as needed to expand an ongoing contract to
establish a nationwide antidrug campaign. The justification indicated that by quickly awarding media contracts, the government
would save $20 to $30 million in higher media advertising charges than if the buys were postponed until a third phase full-and-
open contract was awarded. The record on the ather sole source contract, by the Veterans Affairs with the San Antonio Express
News, indicated that the paper was the only source available.
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Subcontract Awards to Small Businesses and SDBs

There are no governmentwide goals for awarding a particular percentage of advertising
subcontract dollars to SDBs. However, contractors who receive prime advertising contracts
that exceed $500,000 and offer subcontracting possibilities with SDBs are required to prepare
a plan for distribution of those subcontracts. The contractors must also prepare semiannual
reports showing total subcontract awards made to the SDBs from contract inception through
completion. ;

We found that semiannual reports of advertising subcontracts awards to SDBs were required
on 12 prime advertising contracts that received obligations in fiscal year 1998. Our analysis of
these semiannual reports revealed that SDBs received about 8 percent of the total
subcontracting funds awarded under these 12 prime contracts. Although the SDB share on
specific contracts ranged from 0 to 50 percent, 7 of the 12 contracts awarded more than 5
percent of their subcontract dollars to SDBs. Also, four of the seven contracts awarded more
than 10 percent of their subcontract dollars to SDBs. This included a 50-percent share of
subcontract dollars to SDBs on a Department of the Treasury public education advertising
contract, a 35-percent share on a Census project contract, d 24-percent share on a contract
for advertising of the Department of Defense surplus property sales, and a 10-percent share of
a Navy recruiting contract. Table 4 provides a summary of the distribution of subcontracting
dollars for each of the 12 contracts. The table includes the-agency or department, contractor,
subcontract totals, and the totals and percentages of subcontract dollars awarded to large
businesses, small businesses, and SDBs.

"Table 4 data show no correlation to the teported value of 1998 obligations reported in table 3 Unlike table 3, table 4 data
included total subcontract awards under cach of the 12 contracts from contract inception through the dates that the reports
were completed. most of which were late 19499,
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— ]
Table 4: Distribution of Subcontract Dollars by Select Contractors ($000)
Subcontract distribution by contractor

Large Small Smalk
Agency/ Total sub- ___businesses businesses disadvantaged*
Department Prime contractor contract Amount Percent Amount Percent Amount Percent
Health and Bates Advertising $126,092 $110,415 B87.6% $15677 12.4% $8,688 6.9%
Human USA, Inc. .
Services
Army Young & Rubicam 92,382 73,401 79.5 18,981 20.6 7.565 82
Defense Bates Advertising 39,822 34,637 87.0 5,185 13.0 1,952 49
Supply USA, Inc.
Service (Army) :
Navy BBDO Worldwide, 34,195 29,017 849 5,178 15.1 2,627 7.7
: Inc.
Air Force- Bozell Kamstra, 23,280 18,335 78.9 4,945 21.2 707 3.0
Dallas LA
Census Young & Rubicam 17,933 5,265 29.4 12,668 70.6 6,283 35.0
Navy BBDO Worldwide, 14,595 12,989 89.0 1,606 11.0 1,522 10.5
Inc.
Food and Arnold 6,005 5775 96.2 230 3.8 30 0.5
Drug Communications
Administration
Defense Bates Advertising 832 234 28.1 ‘598 719 200 24.0
Reutilization USA, Inc.
& Marketing
Service
Air Force TMP Worldwide, 551 428 77.8 123 22.4 0 0.0
Inc.
Federal Bozell Worldwide, 168 147 87.0 21 12.4 0 0.0
Emergency Inc.
Management
Agency :
Treasury Young & Rubicam 32 16 50.0 16 50.0 16 50.0
Total $355,887 $290,659 B81.7% $65,228 18.3% $29,590 8.3%

Note: Percentages for subcontracts to large and small businesses may not add to 100 due to rounding.
*Small disadvantaged is a subset of small businesses.

Source: Data provided by the FPDC and subcontracting reports filed by contractors with cited agency or department.

Agency Comments

We requested comments on a draft of this letter from the SBA Admirustrator. We received
written comments from the Associate Deputy Administrator, Government Contracting and
Minority Enterprise Development, on March 16, 2000. He generally concurred with the facts
‘in our letter and provided some observations that we have incorporated into this letter where
appropriate. He said our letter shows that the value of subcontracts awarded to SDBs
provided them more significant opportunities than prime contracts, and that the prime
contracts and subcontracts should be examined together in assessing SDB participation in
federal contracting. He also said that the distribution of federal advertising contracts to SDBs
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and wonmen-owned businesses would have been more useful if we compared it to percentages
of total advertising revenues obtained by these businesses. We agree that this information
would be valuable. However, we did not collect it because it was not readily available.

We are sending copies of this letter to Representative Tom Bliley, Chairman, House
Committee on Commerce; Senator Christopher Bond, Chairman, and Senator John Kerry,
Ranking Minority Member, Senate Committee on Small Business; and Representative Jim
Talent, Chairman, and Representative Nydia Velazquez, Ranking Minority Member, House
Committee on Small Business. We are also sending copies of this letter to the Honorable Adia
Alvarez, Administrator, Small Business Administration, and other interested parties. Copies
will also be made available 1o others on request.

If you have any questions, please call me at (202) 512-8387. Major contributors to this letter
include Rudy Chatlos, Bruce Goddard, Reid Jones, Billy Scott, Hilary Sullivan, and Paulina
Treviso.

JayEtta Z. Hecker
Associate Director, Government
Business Operations Issues
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Record Type: Record

To: See the distribution list at the bottom of this message
cc: martin |. yeung/omb/eop@eop
bce:

Subject: Re: follow up to kilpatrick/menendez minority advertising request i3

The follow-up meeting on the minority advertising request is set for Tuesday, July 11th at 5:00 pm in Sally
Katzen's office. Attendees from the Hill will be Kimberly Rudolph with Rep. Kilpatrick and Jim Daitree
with Rep. Menendez. Please call me if you have any questions, 66620.

Lisa M. Kountoupes

Lisa M. Kountoupes
06/29/2000 08:03:11 PM

Record Type: Record

To: See the distribution list at the bottom of this message

cc: Maria Echaveste/WHO/EOP@EOP, Martin L. Yeung/OMB/EOP@EOP
Subject: follow up to kilpatrick/menendez minority advertising request

Maria - | talked to Rep. Menendez' LD about our discussions this morning and he is pleased with where
things stand.

All - Reps. Kilpatrick and Menendez are interested in an EO related to minority advertising and federal
government agencies. They are also interested in the White House hosting an event in September to
coincide with the CBC weekend and CHC month highlighting voluntary principles for action that are being
developed by a number of private sector CEOs. Maria is interested in pursuing this matter.

Next steps:

Erica - will you please schedule a meeting next week early the week after with Sally Katzen, Elizabeth
Gore, Bob Damus, Lisa Brown, Irene Bueno, me and the staff from the congressional offices (Kilpatrick is
the Chief of staff, Kim and Menendez is the LD Jim Daitree) at OMB so we can discuss

1. the full plans/interests of the congressional offices

2. the impacts of the OMB policy directive (issued in january of 1999)

3. what an executive order might look like

at this point i do not believe we will need to discuss the report.

please call me or email if you have questions. 66620 thanks
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Sally Katzen/OMB/EOP@EOP
Elizabeth Gore/OMB/EOP@EOP
Irene Bueno/WHO/EOP@EOP
Lisa M. Brown/OVP/EOP@EOP
Robert G. Damus/OMB/EOP@EOP
Erica R. MorrissWHO/EOP@EOP
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MEETING WITH REPRESENTATIVE CAROLYN KILPATRICK (D-MI) AND
REPRESENTATIVE ROBERT MENENDEZ (D-NJ)
June 28, 2000

BACKGROUND

According to Lisa K., Representative Kilpatrick is mostly interested in the prospect of
doing a White House event in September to highlight the principles that industry CEOs
are already starting to commit to in the area of minority advertising. The date they
propose is in September during the CBC weekend and Hispanic History Month. She
recognizes that this is a complicated political issue in many respects but thinks that an '
event like this is a win-win.  Specifically, the request is for the White House to host a
formal signing and roll-out of the Principles for Effective Advertising in the American
Multicultural Market Place in September. This invitation is currently pending
consideration.

Representative Kilpatrick is also working on a house resolution to designate September
as multi -cultural history month.  Kilpatrick's office also notes that recent contracting
guidance from the army has resulted in knocking out minority participation because of
the threshold business levels ($350 million). Lisa has called Menendez' office and
evidently he is "fed up" with the VPs efforts to address and examine this issue. He has
quietly talked about asking the administration to do an EO on this issue. Neither office
understands what happened to the report that was put together last year or what happened
to it when it went to the One America office. I am still waiting to hear from Lisa Brown
on this report.

THE GAO REPORT

The GAO report found that total federal advertising contract obligations increased from
$139 million in Fiscal year 1994 to $368 million in FY 1998. During the same time,
obligations to small disadvantaged businesses peaked in 1995 at $3 million or 3.1 percent
but declined to $1.2 million or 0.3 percent in fiscal year 1998, with 66 percent of those
going to women-owned businesses. In 1998, some 91 percent of total federal advertising
federal budget were allocated to large agencies, none of which are owned by women and
minorities.

ADMINISTATION ACTIVITIES

The Administration and in particular the Vice President and the FCC has recognized this
problem and has very active in this area. In January 1999, the FCC issued a report
finding discrimination in advertising and Chairman Kennard called for an industry code
of conduct. The Vice President Gore also announced the formation of an interagency
working group to work with the American Advertising Federation’s (AAF) to formulate
principles and recommended practices for the ethical conduct and effectiveness of the
advertising industry. I am still waiting to discuss with Lisa Brown for an update on
report and executive memo that was announced by the Vice President.



Record Type: Record

To: Irene Bueno/WHO/EOP@EOP

cc:
Subject: VP Remarks at the National Association of Black-Owned Broadcasters

REMARKS BY VICE PRESIDENT AL GORE
NATIONAL ASSOCIATION OF BLACK-OWNED BROADCASTERS

(As Prepared for Delivery)

Thursday, September 17, 1998

It is always a deep personal honor for me to come before the National Association of
Black-Owned Broadcasters -- for the third time in five years.

The news is better covered, and the country is better served, if our reporters, editors,
newspapers, and radio and TV stations reflect the full diversity of the country they serve.
Thank you, NABOB, for nearly a quarter-century of leadership.

Over the past 22 years, you have helped open the doors of opportunity to a whole new
generation of owners and journalists. Until 1949, there wasn’t even one black-owned radio
station in the United States. Today, NABOB represents 157 black-owned stations and 18
commercial television stations. In an industry that has gone from album to 8-track to cassette
to CD to digital tape to DVD to improve clarity the past two decades, the clearest voice of all
has been provided by the men and women of NABOB. And we are a better nation for it.

Now, in this time of progress and prosperity, our challenge is opening those doors of
opportunity even wider -- in your profession, and in all professions -- so that every child can
share in the American Dream.

Look at how far we’ve already come: 16.7 million new jobs. The lowest
unemployment in a generation. The lowest African-American and Hispanic unemployment on
record. The lowest African-American poverty rate on record. The fastest real wage growth in
25 years. More small businesses created the past 5 'z years than in the previous 12 years
- combined -- all with the lowest inflation in 32 years.

And we should remember that all of this progress is due to the policies of one person --



President Bill Clinton. His policies and programs have been good for the United States of
America.

We are especially proud of the fact that one of the most successful administrations in
history is also the most diverse.

As NABOB has helped teach us for more than 20 years: we are not successful in spite
of our diversity -- we are successful because of it!

But we also know that the brightest lights sometimes cast the biggest shadows. For all
we have done, we have a lot more to do. There are still too many people who have not shared
in our success, who are still waiting for the chance to prove themselves. And in too many
places and professions, the glass ceiling has still not been shattered.

Tomorrow, the National Telecommunications and Information Administration will
release its 1998 Minority Commercial Broadcast Ownership Report. It shows that minorities
now own 337 of the 11,524 commercial broadcast stations nationwide. That’s just 2.9
percent.

The report also shows that minority ownership of TV stations fell from 38 stations to
32 stations -- and the number of minority television station owners fell from 22 to 13. There
are still no minority owners in 17 states. And while minorities now own 23 more radio
stations than they did last year, it mostly came through consolidation at the expense of other
minority owners -- 11 black, 8 Hispanic, one Asian-American, and three Native American.

This isn’t just a question of diversity, it’s a question of democracy. In the marketplace
of ideas, independent minority-owned broadcast stations play a vital role in this country. As a
nation, we cannot afford to lose your voice. That’s why President Clinton and I are
committed to doing all we can to preserve and sustain it.

First, on the individual level, we must continue to do all we can to promote the hiring
and training of minorities in the broadcast industry. For nearly 30 years, we have had a
valuable FCC rule in place that required broadcast licensees to make special efforts in
recruiting and outreach to minority employees. As most of you know, that rule was struck
down, and our request for a re-hearing was denied. Despite that disappointment, this week’s
decision is not the final word. The Department of Justice and the FCC are reviewing the
various opinions that were released and will decide whether or not to appeal. In the
meantime, I support Chairman Kennard’s efforts to revise the rule so we can do the most
possible in this area within the constraints of the court’s decision.

We are also working to promote diversity from within. Earlier this year, I convened a
task force of ten federal agencies to increase diversity in broadcasting, and particularly in
hiring practices. Bill Kennard has made opportunity a cornerstone of his agenda and has
worked hard to secure 21 voluntary commitments -- including the nation’s largest cable and
broadcast stations -- to voluntarily continue their EEO practices, and has promoted the



message that most broadcasters already know: we are all better off if everyone has a chance to
succeed. That point was proven by two former Ivy League Presidents -- Harvard’s Derek
Bok and Princeton’s William Bowen -- who recently found that universities that make an extra
effort to recruit qualified African-American students are rewarded with students who work just
as hard, are just as likely to graduate -- and more likely to participate in the community.
Because of it, the entire community benefits from a diversity of views. The same is true of
broadcasting. It would be a tragedy if the next Tom Joyner or Pierre Sutton is being turned
away because they didn’t get the chance. I challenge broadcasters to live up to their public
interest obligations and show their leadership in the community by recognizing and embracing
the importance of diversity. '

Second, on the ownership level, we need to be sure that consolidation does not lead to
elimination of minority broadcasters and minority voices. We have all seen the benefits of
consolidation in many industries. But in broadcasting, consolidation has also placed new
demands on independent stations and minority owners. The more the bar gets raised, the
harder it is to compete. More and more minority owners are being forced to sell to
majority-owned conglomerates or minority group owners. If this trend continues, we risk
losing not just minority representation in the ownership ranks, but crucial opportunities in the
workforce and voices in the community.

Over the past three years, the broadcast industry has benefited handsomely from this
great wave of consolidation. As they reap these rewards and seek even greater opportunities
to consolidate, I believe they should help others benefit as well. The FCC is working with
broadcasters right now to explore new ways to ensure that as the industry continues to
consolidate, a rich, diverse array of voices is maintained on the public airwaves.

We are also working to help all small business owners get the access to capital they
need to create jobs. We are proud of the fact that last year, the Small Business Administration
made or guaranteed more than $13 billion in loans and venture capital investments -- including
a record $2.6 billion to more than 10,600 minority-owned businesses. In fact, over the last
four years, loans to minority borrowers have more than doubled. In addition, earlier this
year, I was proud to announce a the first-ever agreement between the SBA and the Big Three
auto makers, to increase subcontract awards to minority-owned businesses by $3 billion over
the next three years -- a S0% increase over today’s levels. We launched a new campaign to
expand lending to African-American-owned small businesses by a dramatic $1.4 billion. And,
we recently launched a new "Business LINC" Initiative, to encourage large businesses to
mentor small, locally-owned businesses in distressed areas.

Today, we take another step forward. Today, I am asking our Small Business
Administration to carefully review its efforts to help minority-owned broadcasters -- to make
sure they receive the technical assistance, the mentoring, and the capital they need to succeed.
We know how crucial this industry is to our future -- and we are committed to your strength
and success.

Third, on the community level, we need to do all we can to promote advertising on



minority-owned stations, and to ensure that the ugly face of discrimination is not being used to
discourage advertisers. Like you, I was appalled when I read about that shameful memo
urging advertisers not to use ethnic radio stations. There was no place for that kind of
discrimination in 1968, there is no place for it in 1998, and we are taking new action to help
prevent it.

I am pleased that the FCC is conducting a study on discrimination in the advertising
market. We need to know all the facts, so we will know how to address them. I am also
pleased to announce that this week, I will ask all federal agencies to review their own
advertising policies, to ensure that our government is not part of the problem, but part of the
solution. Together, let us work for basic justice and fairness -- on our airwaves, and all
across America.

In this global economy, America carries a special obligation. People across the world
see in America the reflection of their own great potential -- and they always will, as long as
we give all our citizens, whatever their background, an opportunity to achieve their own
greatness.

But to do that, we need all of you. Your tradition is a tradition of leadership and
excellence. By providing diverse viewpoints; by supplying a vital training ground for the next
generation of young thinkers and leaders; and by helping to ensure that our airwaves hold
opportunity for all Americans, you help provide common ground for the American Dream.

So I look forward to working with you, to prove to the world that our diversity is a
great strength -- and to harness that strength for the good of all our people, right here at home.
Thank you.

HiH
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Dear Chainnan Kow 1ard:

Under your leadersh g, the Federal Communications Camnmssion has placsd an admisable pnotity en
PIOTMOTIAE CRMEERT A0, consitt Wit e wmapdaw of the Telecommumications At of 1996, Despine
these offaTTs, campe Atiaa in the loca) rasideniia) telephoae wnatks: lags behind, and hag yer o henefis

froon the campentia 1 envigioned by the Act ‘
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cable providers 10 ¢ ympere with existing wownders in vhe provisian of laca! salephone service. You have
refarmed the harize zral awnership ules 10 encaurage this developmens. With yaur continued leadershin,

the cable industry & uniquely singared to hecams meaning ful compentars with menmhent seTvicE
providers.

The Commidsion 3 Quld comimse 10 encourags ceble praviders w compets far lnral clephane service by
weating companies fuirly that seck ™ merge M ardar 1 accclersre deployment of losal relephone sernce
through cabls koak ips 10 willions of homes. Tt is my hope that the Comniasion will apply the new
owncrahip TRIES iR s way that dors BoT resitics 8 Marging campany's ahility to comply with the niles,
cithey throngh Jira ing the scrinns the company may rake 1o vome inlo complianes ar hy waduly limiing
the e period all wed for camphancs. Is could andereuy cogpetition it wadnly ansyons hurdens were

placed on sueh cot ipanies in ways that disconraged therm Fom making the inveatments vhat are 80 erheal
to the fwurs of fac lities-hased campetinon.

Thank yau for yau ' consideration of these canesms-
With hest wishes, | am
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