Chapter 1

Economic Theories of News

NEWS IS A COMMODITY, not a mirror image of reality. To say that the news is a
product shaped by forces of supply and demand is hardly surprising today.
Discussions of journalists as celebrities or of the role of entertainment in news
coverage all end up pointing to the market as a likely explanation for media
outcomes. Debates about a marketplace of ideas reinforce the notion that ex-
change drives expression. Yet most people simply use the market as a metaphor
for self-interest. This book explores the degree that market models can actually
be used to predict the content of news and evaluate its impact on society. Fo-
cusing on media economics shows how consumers’ desires drive news coverage
and how this conflicts with ideals of what the news ought to be.

News stories traditionally answer five questions, the “five Ws”: who, what,
where, when, and why. On the other hand, economic models have their own es-
sential building blocks: tastes, endowments, technologies, and institutions. The
bits of information packaged together to form a news story ultimately depend
on how these building blocks of economic models interact. What information
becomes news depends on a different set of five Ws, those asked in the market:

1. Who cares about a particular piece of information?

2. What are they willing to pay to find it, or what are others willing to pay to reach
them?

3. Where can media outlets or advertisers reach these people?

4. When is it profitable to provide the information?

5. Why is this profitable?

A journalist will not explicitly consider each of these economic questions in
crafting a story. The stories, reporters, firms, and media that survive in the
marketplace, however, will depend on the answers to these questions, which
means media content can be modeled as if the “five economic Ws” are driving
news decisions. If the five economic Ws dictate the content of the news, then
we should be able to use our understanding of markets to analyze and even
predict media content in the United States across time, media, and geography.
The chapters that follow explore the power of market imperatives through
three centuries of reporting, within different media such as newspapers, radio,
broadcast and cable television, and the Internet, and across local and national
media markets.'

The results range from the predictable to the counterintuitive to the specu-
lative. News content is clearly a product. Its creation and distribution depends
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on the market value attached to the attention and tastes of different individu-
als, the technologies affecting the cost of information generation and trans-
mission, and the values pursued by journalists and media owners. Though
news is often defined as what is new and surprising, expectations of the famil-
iar often drive consumption. While the expansion of news sources may open
up alternative voices in the market, it can also create a tradeoff of breadth
versus depth as the number of outlets increases. Economics does well in ex-
plaining the types of coverage that arise. Yet it faces limitations as a tool in eval-
uating the outcomes of media markets. Valuing the impact of news content
involves valuing the outcomes of political decisions, decisions in which dollars
are only one of the measures that help define social welfare. Despite these
limitations in assessing the desirability of media and political outcomes, eco-
nomics has a great deal to offer in explaining how the media operate. Chapter
1 develops the set of economic ideas and models that explain how the market
generates news coverage and briefly discusses the policy levers available to in-
fluence media markets.

News as an Information Good

This booK’s title, All the News That’s Fit to Sell: How the Market Transforms In-
formation into News, raises questions about what is information and what is
news. There are many ways to describe an event and many ways to convey these
descriptions using words, images, and sound. I view information as any de-
scription that can be stored in a binary (i.e., 0,1) format.” Text, photographs,
audio soundtracks, films, and data streams are all forms of information. I de-
fine news as the subset of information offered as news in the marketplace.’ As a
guide to what information products can be labeled as news, I use the market
categories employed to devise Nielsen ratings, define advertising rates, and or-
ganize Internet sites. Much of my analysis will focus on news specifically relat-
ing to politics, government, and public affairs.

The news lends itself to economic analysis because it has the general charac-
teristics of information goods, characteristics economists describe using terms
such as public goods, experience goods, multiple product dimensions, and
high fixed costs/low variable costs. Each of these features has implications for
how information is transformed into a good through the marketplace.

Public goods are defined by a lack of both rivalry and exclusion in consump-
tion. One person’s consumption of a public good—for instance, an idea—does
not diminish the ability of another to consume the good. A person can
consume a public good without paying for it, since it may be difficult or im-
possible to exclude any person from consumption. In contrast, one person’s
consumption of a private good prevents another’s consumption, and one can-
not consume without paying for it. To see that news is more like a public good



ECONOMIC THEORIES OF NEWS 9

than a private good, consider the contrast between two products—an apple
and a news story about apple contamination. If I consume an apple, it is not
available for consumption by another. If I do not pay for the apple at a store, I
cannot consume it. The apple is clearly a private good. A news story about con-
taminated apples is more like a public good. If I read the story about apples, my
consumption does not prevent others from reading the same story. I may be
able to read the story, view it on television, or hear about it from a friend with-
out paying any money or directly contributing to its cost of creation. In this
sense, news goods are public goods.

You can divine a great deal about some products by conducting a search be-
fore you consume, since you can observe their characteristics. Furniture and
clothes are examples of these search goods because you can learn about a prod-
uct’s quality by observation and handling prior to a purchase.' To assess the
quality of other goods such as food or vacation spots, you need to experience
or consume them. A news story about a particular event is an experience good,
since to judge its quality you need to consume it by reading or watching the
story. The notion that news stories vary in quality underscores that news prod-
ucts have multiple dimensions. Stories can vary in length, accuracy, style of
presentation, and focus. For a given day’s events, widely divergent news prod-
ucts are offered to answer the questions who, what, where, when, and why.
News stories are thus highly differentiated products that can vary along many
dimensions.’

The structure of high fixed costs/low variable costs that characterizes the
production of information goods readily applies to news stories. Imagine that
you set out to produce a day’s edition of a newspaper.® There are tremendous
fixed costs, that is, costs that do not vary with the number of units produced
once you decide to make the first unit. You need to pay for reporters to research
topics, editors to make sense of the offerings, a production staff to lay out and
compose the paper, and a business staff to solicit ads. The variable costs, which
by definition will depend on the number of units produced, include the paper,
ink, and distribution trucks used to deliver the finished products. The first
copy costs—the cost of producing the first unit of a newspaper—are extremely
high relative to the variable costs. Once you have made the first copy of the pa-
per, however, the additional costs of making another are the relatively moder-
ate costs of copying and distribution.

These basic features of information goods—public goods, experience goods,
product dimension differentiation, and high fixed costs/low variable costs—go
a long way toward explaining which types of information ultimately end up
being offered by the market as news. The difficulties of excluding people who
have not paid for information from consuming it may discourage the creation
of some types of news. We often define news as that which is new. The uncer-
tainty surrounding the content of a story prior to its consumption, however,
leads news outlets to create expectations about the way they will organize and
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present information. Firms may stress the personalities of reporters since these
can remain constant even as story topics change, so that readers and viewers
can know what to expect from a media product even though they may not
know the facts they are about to consume. The role that journalists play in at-
tracting viewers to programs creates a set of economic “superstars” who earn
high salaries for their ability to command viewer attention.” This use of
celebrity to create brand positions in the news also relates to product differen-
tiation. The many different aspects of an event, such as which of the 5Ws to
stress or how to present a topic, allows companies to choose particular brands
to offer. Yet the high fixed costs of creating an individual news product may
limit the number of news versions actually offered in a market.

Four Types of Information Demands

At a newsstand, the New York Times, People, Fortune, and Car and Driver are all
within arm’s reach. These publications compete for shelf space in displays and
attention in readers’ minds. One way to make sense of the many different types
of news offered in the market is to categorize demands for information by the
types of decisions that give rise to the demands. Anthony Downs (1957) noted
that people desire information for four functions: consumption, production,
entertainment, and voting. An individual will search out and consume infor-
mation depending on the marginal cost and benefits. The cost of acquiring
information can include subscription to a newspaper, payment for cable televi-
sion, or the time spent watching a television broadcast or surfing the Internet.
Even information that appears free because its acquisition does not involve a
monetary exchange will involve an opportunity cost; reading or viewing the in-
formation means one is forgoing the chance to pursue another activity. Since a
person’s attention is a scarce good, an individual must make a trade-off be-
tween making a given decision based on current knowledge or searching for
more information.® The benefits of the information sought depend on the like-
lihood that a person’s decision would be affected by the data and the value
attached to the decision that is influenced. A person deciding how much infor-
mation to consume will weigh the additional costs associated with gaining
another unit of information with the additional benefits of making a better in-
formed decision.’

To benefit fully from most types of information, a person needs to consume
it. Consider how a person demands information for consumption, production,
or entertainment. Information that aids consumption includes price, quality,
and location data. Consumers searching for a good movie on Friday evening
might buy a newspaper to get film reviews, viewing times, and theater loca-
tions. If they do not search out the information, they will not easily find a
movie screening that matches their interests. People also search out data in
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their role as producers or workers. A computer network administrator might
subscribe to PC World to get reviews for hardware purchases. If the adminis-
trator does not consume the data, the benefits from possibly making a better
computer purchase for the office network are not realized. Entertainment in-
formation, information desired simply for itself and not as an aid in making
another type of decision, is another clear example in which a person needs to
consume the data to realize the benefits. A fan may follow the career of a
celebrity for fifteen years or fifteen minutes. If the fan misses an interview of
the favorite celebrity in the People edition or Entertainment Tonight episode the
chance for enjoyment is missed, too. Because the people who benefit from the
information express a demand for it, the markets for consumer, producer, and
entertainment information work relatively well."

A different calculus dominates the fourth type of information demand iden-
tified by Downs, information that helps a person participate as a citizen. A
voter thinking about casting a ballot for Candidate A versus Candidate B might
consider how information will aid this decision." The costs of gathering
information about the candidates include reading and viewing time and sub-
scription costs. For a given voter there may be a large difference in value be-
tween the policies of Candidate A versus Candidate B. Additional information
about the details of the candidates’ policies may help a voter choose the correct
candidate from the voter’s perspective. The probability that a given voter will
change the final election outcome, however, is extremely small. The net ex-
pected benefits to a voter of becoming more informed about political policies
are defined as (Benefit of Candidate A versus Candidate B) X (Increase in
probability that voter makes the correct decision) X (Probability vote is deci-
sive in election) — (Costs of becoming informed). This value would be nega-
tive for nearly all individuals in an election, since their odds of influencing the
outcome are infinitesimal. Downs established that voters do not demand infor-
mation on policy details and choose to remain “rationally ignorant.”"

The logic of free riding in politics predicts that an individual will not vote,
since the likelihood of making a difference is so small. The theory of rational
ignorance says that a person will not learn the details of policy since the returns
for casting an informed ballot versus an uninformed ballot are negligible.
These theories are born out in part by the levels of political participation in
American politics. In 2000, only 51.2% of eligible voters cast ballots.” Survey
evidence in 2000 confirmed a state of affairs evident since the origin of na-
tional opinion surveys—most Americans cannot answer questions about the
details of government or the specifics of policy proposals. Although rational ig-
norance and free riding may describe the lack of demand for political in-
formation among the majority of Americans, there is a sizable minority that
votes and stays informed. For the producers of news, this translates into a large
absolute number of potential viewers and readers interested in public affairs
coverage."
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cases that the number of competitors offering soft news programs will in-
crease. This means that the number of viewers of a soft news program will
decline. This is a reminder that if programming in a particular niche becomes
more attractive to broadcasters—for example, because of an increase in adver-
tising rates—this does not mean that the rating for a show in that niche will
increase.”

If broadcasters were led to internalize the benefits to society of hard news pro-
gramming, more programs with high public affairs content would be offered. If
news about politics and government contributes to better voting decisions by
readers and viewers, these effects are not generally reflected in the decisions of
broadcasters since they are not led to consider the full benefits to society of
their shows. If broadcasters did consider these benefits, their decision-making
calculus would change. Assume that channels offering high public affairs con-
tent programming did consider the positive externalities generated by their
shows.” As the benefits of the externalities generated by a program increase,
programs with high public affairs content become more profitable. This causes
programmers to shift into this program niche and away from the provision of
shows with low or moderate levels of public affairs information. Hence, as the
beneficial externalities generated by hard news programs increase, more of
these programs would be offered if channels were led to consider the total ben-
efits to society of these shows.

An additional implication of the model rests on how one interprets program-
ming costs. The costs of assembling and producing a story are a function of
technology and the level of story quality chosen. Variations in quality within a
genre of programming are not represented in this model, since all outlets pro-
viding a given type of news are assumed to have the same cost structure. Yet the
model does imply that there may be a trade-off between breadth and depth in
the news marketplace. A drop in cost within one genre of coverage will stimu-
late entry into that area as competitors seek the (temporary) lure of greater
profits. If hard news costs were to decrease, for example, the model indicates
that the number of outlets offering news with high public affairs content will
increase. Costs might decline because of a new technology that made news pro-
duction or transmission cheaper. Costs might also decline if there were
changes in professional norms about story quality, corporate ownership pref-
erences about journalism standards, or regulatory expectations about news
content. This would reflect a change in the definition of what constitutes qual-
ity news within a given programming genre, for example, what constitutes
quality hard news programming. In this sense lower costs would translate into
less depth in providing the details of public affairs coverage. For viewers of
programs with high public affairs content, the trade-off implied means that
changes in costs will yield more outlets offering hard news and fewer details
offered within a hard news story. Overall, the limited resources provided by
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advertising or subscription revenues create here a tradeoff between the num-
ber of outlets in a genre and the depth of coverage offered.

Economics is often defined as the study of individual decision making under
conditions of scarcity. The spatial model of news outlet location presented here
shows how the individual decisions that generate news content can be ex-
plained by the basic building blocks of an economic model: tastes, endow-
ments, technology, and institutions. These factors interact in the spatial model
so that the news coverage that emerges can be predicted as if news outlet man-
agers were answering the 5Ws of the information marketplace. The tastes and
endowments of readers and viewers enter the model through two questions:
1) Who cares about a particular piece of information? and 2) What are they
willing to pay to find it, or what are others willing to pay to reach them? These
questions stress that preferences of readers and viewers will matter in the mar-
ketplace depending on what demographic group holds them. For example,
since individuals vary in terms of their endowments of wealth, advertisers will
care more about reaching certain demographic groups depending on the prod-
ucts they hope to sell to these individuals. News products sold through sub-
scription will also vary content depending on the willingness of individuals to
pay for certain types of coverage. Technology enters the picture in the third and
fourth questions: 3) Where can media outlets or advertisers reach people? and
4) When is it profitable to provide the information. Technology of production
and distribution of information affects how audiences can be assembled to be
sold to advertisers, how easily information can be gathered, and how many
outlets can ultimately survive in the marketplace given the interests of con-
sumers and the revenues derived from subscriptions or advertising. The influ-
ence of institutions can be found in the fifth W: 5) Why it is profitable to pro-
vide a given amount or type of news good? Institutions such as copyright laws,
privacy statutes, and the First Amendment form the set of property rights that
define how news goods are marketed.

Shared Preferences

If information products were costless to produce, each person would be able to
choose a unique version of the day’s events corresponding to tastes for style
and content. If news producers offered content based on a motive other than
profit, such as a desire to inform readers or viewers about decisions likely to
affect their civic lives, then interests would not drive content. The fixed costs
of assembling a story limit the number of versions that will be offered in the
marketplace, since there may not be enough individuals interested in a story to
cover its initial costs of assembly and distribution.” The profit motive also
dictates that the type of news stories delivered will depend in part on con-
sumer tastes. This means that whether a story is covered or the way that it is
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described will depend ultimately on shared preferences, the degree that people
express a taste for a particular type of news. The spatial model reflects this by
dividing consumers into three separate groups depending on their preferences
for low, medium, or high levels of public affairs content. Shared preferences are
also important in explaining at least three effects in information markets:
externalities generated by consumption of news coverage; the bundling of
different types of information within the same news product; and the epi-
demic-like spread of interests, called “information cascades,” among readers
or viewers.

Whether a particular type of news is offered in a marketplace will depend on
the number of people who share an interest in the topic and their value, as
measured by their willingness to pay for the information good or the willing-
ness of advertisers to spend dollars to reach these consumers. In stark terms,
this means that the degree that my desire to learn about a news topic will be
fulfilled depends on who else cares about the topic. Newsworthiness will be a
function of numbers of consumers and their value in the marketplace. If hard
news information is desired by an educated group of consumers, a local news
print or broadcast outlet may provide it if the number of these consumers is
sufficiently large and the advertising or subscription fees are lucrative enough.
Once the public affairs information is produced, it is a public good available to
all. In this sense the presence of a core group of consumers large enough to
generate coverage can be thought of as generating a positive externality, since
other consumers may benefit from the coverage even if they were not the tar-
gets of advertisers and did not pay for the creation of the information. Hard
news generates an additional positive externality, since its consumption may
lead to more informed voting decisions that yield better public policies for a
community. How many educated consumers it takes to generate hard news
coverage in a local print or broadcast market is an open question. The Internet
offers a way to aggregate like-minded consumers across a broader area, so news
versions might be more likely to be offered through this aggregation. The sur-
vival of Internet news sites will still depend, however, on the ability to gain rev-
enues through advertising or subscription fees.

Shared preferences also affect the combination or bundling of information
in news goods. The nature of broadcast television means that stories proceed
one at a time, with the same number and type of stories provided to each con-
sumer of a broadcast. This means that story editors will choose news topics by
considering the effects on the likelihood that target consumers will stay with
the news program and not switch channels. This is a general aspect of televi-
sion markets, where programmers must consider the ability to retain con-
sumers to sell to advertisers rather than the intensity of preferences for viewers
for particular types of programs. Newspapers do not face the same constraint,
since the physical layout of the news allows readers to skip entire stories or sec-
tions while heading for their favorite types of news.
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In an Internet world, where stories could be consumed and priced individu-
ally, there are still incentives to bundle stories together as a single good rather
than to price them individually. Shapiro and Varian (1999) stress how bundling
goods together can narrow the dispersion of prices consumers are willing to
pay for a good, which can lead to higher revenues for producers since prices are
often set in relation to the lower willingness to pay for goods in an information
market. Though they make this point in reference to the bundling of software
components, the same argument can be modified (as it is below in table 1.1) to
apply to news products.”® Consider two consumers, Matthew and Jamie, who
vary in their willingness to pay for two types of information, domestic news
and foreign news. If the day’s domestic news and foreign news were each sold
separately for $1.20, then Matthew would buy the domestic news and Jamie
would buy the foreign news and the online service would earn $2.40. If each
product were priced at $1.00, Matthew and Jamie would buy both products
and the news provider would earn $4.00. If the domestic and foreign news were
combined into a single product and priced at $2.20, however, Matthew and
Jamie would each buy the bundle and the news outlet would earn $4.40.
Shapiro and Varian point out that bundling allows producers to charge higher
prices in some cases, since the willingness to pay for the combination of goods
is less dispersed than the willingness to pay for the individual goods. They note
that this explains outcomes in media markets, such as the combination of arti-
cles in a magazine and the combination of issues of a periodical into a unit of-
fered as a subscription.

The nature of news as an experience good also gives rise to shared prefer-
ences. Because it is at times difficult to assess the quality of an information
product without consuming it, readers or viewers will use the consumption of
others as information about the desirability of a given good. This phenomenon
can give rise to information cascades, in which the actions of a small initial
group of consumers can multiply or cascade through a market as later con-
sumers base their decisions on the actions of earlier readers or viewers.” When
a story initially is offered in the marketplace, readers or viewers may decide to
consume or ignore it. Their reactions can be visible to others, since individuals
often learn through conversation what programs, publications, or stories oth-
ers are following. To the extent that consumers base their decisions in part on

TABLE 1.1
Incentives for Bundling News Goods
Willingness to Pay For
Domestic News Foreign News
Matthew $1.20 $1.00

Jamie $1.00 $1.20
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evidence of prior consumption by others, demand for particular news prod-
ucts may multiply in a cascading fashion. The social desirability of these cas-
cades is an open empirical question. If the early readers or viewers choose
wisely, then later consumers can save on search costs by taking into account the
fact that others have followed a given news program or account. If the early
choosers go down the wrong path, such as choosing a given version of a story
that neglects facts available at the time, then others may follow suit and express
a demand for a particular story or news version. These effects are variously
referred to as cascades, epidemics, buzz, or bandwagons, and will be explored
below in the section on the marketplace of ideas. The key point here is that the
nature of news as an experience good can lead individuals to use the consump-
tion of others as a factor in deciding what types of news to demand.*

Number of Competitors

“More news is better news” appears to be an axiom favored in discussions
about the news marketplace. A corollary is that more competitors will yield
better outcomes, as is often the case in the market for other goods. Yet the im-
pact of the number of competitors on the quantity and quality of reporting is
actually a question left open by economic theory. Models that explore how the
number of competitors can change the content of news focus on the trade-off
of breadth versus depth, the herding instincts in coverage among journalists,
the impact of ownership on program duplication, and the race to the bottom
in quality selections. The likely impact of each of these effects on a given media
market is an empirical question.

The spatial model of news location reveals how an increase in the number of
competitors can set up a trade-off between depth and breadth in coverage.
Consider the increase in the number of competitors allowed in a marketplace
that arises if the FCC were to expand the number of spectrum allocations in an
area. This increase in N could lead to an increase in the outlets offering news in
each of the news categories of low, moderate, and high public affairs content.
Consumers might be more likely to find a program closer to their ideal show,
since there will be more programs in each of the genres of news programming.
Suppose, however, that the costs of news programming with moderate amounts
of public affairs programming were to drop. This might occur if firms were able
to buy news from a wire or video service rather than make their own stories, or
if the firms simply reduced the hard news portion of their mix of stories be-
cause they no longer felt regulatory pressure or professional scrutiny of their
“public service” function. In this case more outlets would be attracted by the
temporary profits in moderate news programming, which would increase the
total number of options offered to viewers in this genre. The drop in cost here
can be viewed as a decrease in product quality, as it could result in less infor-
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mation being offered in the news product. Yet this decrease in depth is ac-
companied by an increase in breadth, if one sees more viewing options in
a given category as representing more choices for some consumers. This
shows that under some circumstances, the market for news locations can yield
more breadth of outlets at the same time that quality of coverage or depth is
declining.

A race to the bottom in news coverage is another way to model how com-
petitor numbers can influence news content. Suppose that there were only a
small number of viewing options in a broadcast market, a situation enjoyed by
the three major networks in the early decades of television. With a small num-
ber of firms, collusion about product quality or composition can be easily fa-
cilitated. One could view news directors from the broadcast networks in the
1960s as fairly confident that their competitors would provide nightly news
programming with high public affairs content. The FCC at the time required
local broadcast stations to report on their public affairs coverage, so regulatory
pressures reinforced the focus on hard news. The networks were owned by, or
identified with, individuals willing to trade-off some profits for the psychic
rewards of being identified as good corporate citizens. The industry trade
association, the National Association of Broadcasters, helped facilitate quality
restrictions through broadcaster codes. As cable technology and changes in
spectrum allocation generated more competitors in the television marketplace,
however, it became harder to maintain informal restrictions on the type of in-
formation products offered. Collusion about quality, even if it has positive ex-
ternalities for society, is harder to maintain as the number of potential stations
that might defect and offer a more popular programming genre increases. This
yields a version of a race to the bottom. As the number of competitors in-
creases, it becomes more likely a station will offer soft news as a programming
alternative. This will lead eventually to a model where competitors compete to
locate in all three programming genres rather than only two. The diversity of
viewing options has increased, which can translate into greater consumer hap-
piness. The decline in the number of outlets offering hard news programming,
however, can lead some to prefer the outcomes where competition was less
likely to yield soft news programming since this type of programming carries
fewer civic benefits (i.e., positive externalities).

These examples from the spatial model show how an increase in the num-
ber of competitors may increase diversity but may decrease quality, as meas-
ured by depth of coverage or type of news programming offered. Models also
exist that show how an increase in the number of competitors can actually de-
crease diversity, as measured by the number of unique perspectives or story
selections offered in a marketplace. If an increase in competitors increases the
number of journalists covering a given story, this can ultimately lead to a
herding phenomenon that reduces the number of original takes on a story. As
the number of journalists covering a story grows, an individual reporter may
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be more likely to simply go with the angle and events developed by previous
reporters. The individual journalist faces the decision of whether to incur the
costs of creating a story from scratch or taking the path pursued by other re-
porters. In this situation an increase in the number of journalists who have
covered a story in a particular way increases the signal to a subsequent re-
porter that this is the best way to pursue a story. In addition, journalists may
face greater penalties within their news organizations for going against a per-
ceived wisdom in coverage the greater the consensus is among journalists cov-
ering a story. This herding reduces the likelihood that each journalist will
investigate and write a unique story. In one sense this is efficient, since fewer
resources overall are devoted to the fixed costs of building the details of a
story. Herding can also lead to errors of fact and interpretation, however. If
the early reporters investigating a story get it wrong, herding by later reporters
can magnify the problem.”

Competition can also decrease diversity in situations where separate owner-
ship of outlets leads to the duplication of news offerings. This result was first
developed in a model of television programming developed by Steiner (1952),
who contrasted programming outcomes when channels were owned by a mo-
nopoly versus separate competitors. To see how a monopoly might lead to
more diverse news products, consider a market with the following characteris-
tics.” There are three types of news programming (soft news, mixed news, and
hard news) and three television channels. Consumers only view their most pre-
ferred type of programming; if it is not offered, they do not view news pro-
gramming. Assume there are 5,000 viewers who prefer a moderate amount of
public affairs coverage, 2,500 who prefer soft news, and 1,250 who prefer hard
news. If the three channels are controlled by a single entity, then this monopo-
list will choose to broadcast each type of news. This strategy will garner 8,750
viewers that the monopolist can sell to advertisers, since each type of viewer
will prefer watching their favorite type of news over nonviewing. Consider
what happens, however, if each channel is owned independently so that there
are three competitors in the marketplace. In this situation two channels would
show programs with moderate amounts of public affairs programming and
split the market for these viewers, so that each channel got 2,500 viewers. The
third channel would offer soft news programming and gain 2,500 viewers.
Overall, 7,500 consumers would choose to view television and 1,250 would not
view news programming. With each of the outlets owned separately, no chan-
nel has an incentive to provide hard news programming. The monopolist cares
about total audiences for the three channels and thus ends up offering pro-
gramming that may only appeal to a small segment of the audience. Each out-
let in the competitive market cares not about the total audience viewing but
about the number of viewers attracted to its show. This logic leads to program
duplication, since it is more profitable for two channels to show the same genre
of moderate public affairs and split the audience for this type of information
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than for one of the channels to offer moderate and another offer hard news.
Under these assumptions, increased competition leads to decreased diversity in
news offerings.”

Ownership

Owners vary in the degree that they seek profits, public goods, or partisan
ends. The spatial model assumes that profit-maximizing news media outlets
value audiences based on consumers’ willingness to pay for information or
marketability to advertisers. Since many print, broadcast, and online news or-
ganizations are owned by publicly traded stock companies, taking profit maxi-
mization as the prime motive for news firm managers has credence. The spatial
model makes clear that the pursuit of profits does not mean that all outlets will
choose soft news or that none will offer hard news. The variations in consumer
tastes and differences in production costs will generate an array of news offer-
ings. Some companies or programs will develop brand positions that signal a
low amount of public affairs coverage while others will develop a reputation
for high public affairs content. In both cases the pursuit of profit drives the
brand location and decision about a day’s news content and style.

When ownership control resides in a family or individual, additional mo-
tives may come into play with the operation of a news outlet. The theory of ra-
tional ignorance clearly demonstrates that there is a divergence between what
people want to know and what they should know. If a newspaper or television
station covered topics only with an eye toward revenues and ratings, then in-
formation important to civic decisions might not reach readers and viewers.
When ownership is concentrated in an individual or family, then these people
may take pleasure in sacrificing some profits for the sake of the public good (as
they perceive it). These owners may identify with the communities their outlets
are published in and try to encourage civic participation through information
provision. This is one of the ideas behind public policies that encourage local
control of media outlets. The owners may also enjoy the recognition that goes
with public service actions. Here the provision of news about public affairs
may earn an owner a reputation for altruism. The very fact that ownership of
media outlets provides the chance for public recognition means that these
companies, like sports franchises, may be more likely than other firms to have
control concentrated in families or individual investors.” Ownership by pub-
licly traded stock companies, however, is increasingly the dominant form of
control in media industries.”

While it may not always be profitable to supply public affairs information,
the impact of news about government and politics creates a third motive for
news outlet owners—a desire to influence the outcome of elections. This is
most evident in the early evolution of the popular press in the United States. In
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the eighteenth and nineteenth centuries, political parties provided newspapers
in the United States with direct and indirect support. Some outlets were pub-
lished by the parties. Other newspapers were supported through the awarding
of public printing contracts. Parties also provided sympathetic papers with
payments in election years. Newspapers were clearly identified with particular
parties in the same way that news outlets today have brand reputations for
their mix of hard and soft news. In the late nineteenth century the rise of ad-
vertising, innovations in printing technology that increased the importance of
scale economies, and demographic changes in the size of the reading public
made it more profitable for newspapers to adopt “objective” or nonpartisan
approaches to public affairs. Chapter 2 explores how objectivity evolved in the
market as a commercial product, as publishers frequently found it more prof-
itable to remove partisan coverage in order to attract more readers.

Charges that press outlets are biased toward a particular party continue to
this day.” Ownership theory offers three explanations that would be consistent
with charges of partisan bias. The spatial model indicates that news outlets will
choose brand locations in part with an eye toward audience tastes and the lo-
cation of competitors. To the extent that it is profitable to cover public affairs
from a Democratic or Republican perspective, news outlets may stake out
niches with these brand identifications. This may be particularly true in arenas
where there are multiple news outlets contending for attention, such as cable
news channels or Internet websites. A second explanation would be that in
firms controlled by a family or individual, the owners are willing to trade off
profits for political ideology. In these situations a family might pursue a parti-
san agenda in the press even if this came at the expense of some advertising or
subscription revenues. The final explanation for partisan bias lies in the diffi-
culties of owner control in large companies. Publicly traded stock companies
are often large entities that involve the delegation of decision-making authority
among hundreds if not thousands of workers. Even if a firm’s board of direc-
tors is out to maximize profits and its managers adopt this goal, the difficulties
of monitoring employee performance because of hidden information or action
means that journalists may have some freedom to inject bias. The degree to
which partisan ends are still consciously pursued in media industries is pur-
sued further in chapters 3 and 6.

As ownership of news outlets passes to companies in multiple business lines,
a separate set of ownership influences may affect media content. If high public
affairs content is chosen as a profit-maximizing brand location, then transfer
of ultimate ownership to a nonmedia company may not affect the mix of news
stories offered. If hard news is offered by a firm because of ideological or per-
sonal satisfaction by workers or owners, however, the transfer of a news outlet
to a nonmedia company could bring a change in news coverage. Self-coverage,
self-promotion, and self-dealing are three additional worries associated with
ownership of media properties by conglomerates. News workers may be reluc-
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tant to provide unfavorable news coverage of the parent company. Allegations
of this nature have been made about ABC’s treatment of stories about Disney
World and NBC’s handling of information about the nuclear power industry, a
sector important to its parent company General Electric. Companies that pro-
vide entertainment programming as well as news may be tempted toward self-
promotion. As soft news becomes prevalent in many news venues, companies
may prefer to promote their own entertainment products during news pro-
gram coverage of television, music, and movies. Self-dealing may also arise
from the increasing trend toward vertical integration in information indus-
tries. When a company controls both information conduits and content
providers, there are circumstances under which the firm may favor internally
produced news programming over news content offered by a third party. The
conflict between Time Warner—which owned cable systems and CNN—and
Fox over the inclusion of the Fox News Channel in New York City cable pack-
ages highlights the potential for these problems.

Technology

If costs can drive content in media markets, the prime determinant of costs is
the technology of information production and distribution. The creation of a
news story involves large first copy costs and often negligible additional costs for
more copies of the story. Producing a story entails the costs involved in assem-
bling the facts of an event, paying for the expertise of a reporter with valuable
experience and contacts, and hiring editors who can help make sense of what
information belongs in the news product. Once the version of the story is pro-
duced to be sold to the first viewer or consumer, the marginal cost of producing
another copy is relatively small in newspaper markets and near zero in televi-
sion, radio, and Internet markets. When news outlets are deciding whether to
make their own versions of a story or buy a version in the market, the large fixed
costs involved in creating a story mean that news organizations will often simply
buy information on the market rather than make their own version. This pat-
tern has held from the time of printed inserts in nineteenth-century papers, to
the use of wire service stories by local newspapers and use of news service
footage in local television broadcasts, to the use of wire service stories on Inter-
net sites today. Local outlets can carry national and international stories without
developing their own expertise in this coverage.” Since news service stories will
end up being offered in local markets across the country, the news services de-
sign the content to fit across markets. The technologies, such as the telegraph or
Internet, that make buying stories easier can also lead to more homogeneous
coverage. News services may be less likely to inject partisan coverage, for exam-
ple, since their products are designed to sell in markets where partisan alle-
giances may vary greatly.

































