Week 3, Lecture 1. April 16, 2002.

Motion Pictures

I. Major Studios: Big Businesses

Major studios are big business, usually part of conglomerates.

Major acquisition/concentration phase began in the late 1960s. The first company to change hands in the postwar business mergers was Paramount, which was sold to Gulf and Western in 1966. Paramount is now owned by Viacom. In 1967, Transamerica, an insurance and financial services company, bought United Arts, which in 1981 it merged with MGM. The largest mergers, however, have involved internationalization of American film business management. In 1985, Australian media conglomerate News Corp (headed by Rupert Murdoch) paid nearly $1 billion for 20th Century Fox. In 1989, Sony bought Columbia Pictures (which had been purchased by Coca Cola in 1980) for more than $4 billion. In the deal, Sony also acquired a library of 2700 films and 2300 TV episodes. In 1990, Matsushita paid $7 billion for MCA/Universal, but sold 80% of its holdings in 1995 to Seagram, the Canadian beverage company.

	PRIVATE
Studio
	Parent Company

	Warner Bros.
	Time Warner (USA)

	Walt Disney
	Disney  (USA)

	Columbia
	Sony (Japan)

	20th Century Fox
	News Corp. (Australia)

	Paramount
	Viacom (USA) 

	DreamWorks
	DreamWorks (USA) Spielberg, Katzenberg, Geffen; Paul Allen

	Vivendi/Universal
	Vivendi/Seagram (Can, Fr)


 II. Distribution

Many people call distribution -- getting the goods to the customer -- as the heart of the movie business. There are many other producers of movies, and numerous ways to exhibit them. But the real power comes from distribution.  Power of studios comes primarily from their tremendous control over distribution. 

Despite federal intervention (notably, the 1948 Paramount Decree, in which the major studios had to give up their theaters), movie studios are clearly back into the business of exhibition. TriStar (23% of which is owned by Columbia Pictures) bought the Loew’s movie theater chain in 1986, pushing other companies (such as Paramount, Warner and Universal) to buy movie theater chains either directly or through their corporate parents.

Block booking is basically back. Distribution companies, some owned by studios, sold movies to TV in batches, winners being available with clunkers. King World Entertainment, which distributes the immensely popular Wheel of Fortune TV program, has required stations to buy programs they might not have bothered with in order to get Wheel. Some stations do not even bother to air the lesser shows, even though they have to pay for them.

why do the studios dominate distribution?

The studios have had a real lock on this end of the business for decades. Three companies dominate distribution: Disney, Time Warner and Viacom They control distribution because:

1. They are good at it. They’ve been doing it for years.

2. They have a steady production of films: the can provide a steady supply of a lot of films (whereas independent producers or distributors usually just have one film at a time). Consequently, for most exhibitors, the big companies are the surest bet for a steady supply of popular films.

3. They are big businesses with a lot of capital -- and thus can afford distribution costs. Distribution can be very expensive. Good copies of a new film (for theater viewing) can cost $1500 each or more. If you want to show the movie at 3000 theaters, that’s $4.5 million just for the print of the film.

4. Infrastructure, ties to theaters. A movie going into wide release will go to about 3,000 screens around the country. You need to have a business relationship with all of these exhibitors.

 III. Operations

1. Costs

Costs have been steadily rising over the past 30 years.   2000: Average cost for producing a mainstream Hollywood movie: $60m to $70m with another $25m or more for marketing.  For a total of $85m to $95m .

Cost of movies that debuted in summer 2000:  Gladiator ($100m); Battlefield Earth ($75m), Mission Impossible 2 ($100m); Gone in 60 Seconds ($90m); Patriot ($100+m); Perfect Storm ($120m); X Men ($75m); What Lies Beneath ($80m); Hollow Man ($100m); Dinosaur ($150m); Chicken Run ($45m); Rocky and Bullwinkle ($80m); Pokemon 2 ($5m); Nutty Professor II ($90m); Legend of Bagger Vance ($60m); Space Cowboys ($65m).

Rule of thumb on breaking even: if the movie costs $75m, you need to have box office revenues of $150m.  Why? Studios don’t get all of the money from box office.  Of your $7 or $7.50: the studios don’t get it all.   Studios make deals with individual theaters/theater chains about the percentage of the ticket money (box office gross) that the theater gets to keep. The percentage that goes back to the distribution (for the film rental) will vary. On the first weekend of a big movie, the distributor usually gets about 90 percent of the box office gross (this links to issues of opening weekend). After the first weekend, there’s a sliding scale on sharing revenues. On the second weekend, the split might be 70% for the distributor and 30% for the exhibitor, and on until a 50-50 split occurs.


Costs are high.  David Londoner, an independent economic consultant,  says that profitability is not easy to come by in the movie business.   “Profit margins run from negative 10 percent to only about 10 percent when a company is doing well.”  (New York Times, September 25, 2000).  Even animation costs have skyrocketed – and animation used to be the cheapest form of movie making.  The success of Disney’s Lion King in 1994 (with about $1 billion in profit) prompted several other studios to launch their own animation studios. A bidding war for talent raised animators’ salaries. That, combined with expensive new technologies for computer animation, drove costs in the business “through the roof,” according to the Wall Street Journal. The average Disney animated film was coming in at about $120m until recently; cutting costs has reduced that budget figure to below $100m.  Disney’s Emperor’s New Groove came in below $100m.


High costs puts an emphasis on making huge revenues from a movie.  All of this shapes the industry’s attitudes about film, and thus influences the kinds of films we see.

 a. Profits, Losses

Only about 1 in 20 movies make a profit in the United States from box office revenues. 1 in 5 movies is enormously popular -- which means that 4 out of 5 are not. One movie executive has compared making movies to betting at the roulette table: success is just a matter of luck.  Some years really good at the box office, other years not.  1999 a very good year;  summer of 2000 down about 8 percent, but Thanksgiving-Christmas 2000 up about 12 percent.   With more and more movies costing $100m or more, the emphasis on MAKING money is greater than ever.

Some winners and losers.

Some losers
	PRIVATE
Movie
	Cost
	U.S. Box office

	Postman
	$110m
	$20m

	Babe, Pig in the City
	$90m
	$22m

	Mars Attacks
	$110m
	$26m

	Avengers
	$110m
	$21m

	Lethal 4
	$180m
	$125m

	Beloved
	$73m
	$26

	Titan, A.E.
	$85m
	$27m

	Bulworth
	$75m
	$26m


 

Some winners

	PRIVATE
Movie
	Cost $m
	US box office $m

	Crying Game
	5
	50

	Full Monty
	6
	101

	Waiting/Exhale
	14
	67

	Mouse Hunt
	30
	121

	Something...Mary
	45
	180

	Pvt. Ryan
	125
	225

	Rush Hour
	30
	130

	Titanic
	200
	525/1.3b

	Rugrats/Paris
	30
	145

	Blair Witch
	.05
	140


 

b. Salaries

Perceived need for stars.  Lots of good movies don’t seem to do well without big name stars. Some of 1999’s best-reviewed movies (Topsy Tuvy, Straight Story, Election,  Being John Malkovich, Boys Don’t Cry to name a few) failed to ignite the box office.  Wall Street Journal: “Like  Almost Famous, these pictures, which had well written scripts but no marquee stars, are known in Hollywood as ‘review sensitive.’ The risk is that if even strong reviews can’t pull viewers in, studios may stop making these smaller-type films.”

Stars cost a lot of money, driving up costs and decreasing a studio’s willingness to take chances. Stars generally do well in a movie if the vehicle is right for them (e.g., Clint Eastwood always did well in his Dirty Harry movies in terms of box office revenues, although some of his other movies haven’t done as well. Similarly, Harrison Ford has done well in action/adventure movies, such as the Air Force 1, Hunt for Red October, etc. but not as well in romantic comedies such as Sabrina.)

Many actors can draw $20m salaries for movies. This include Jim Carrey, Mel Gibson,  Harrison Ford, Tom Cruise, John Travolta, Bruce Willis, Robin Williams, Julia Roberts.  Just below this level are actors such as  Kurt Russell, Whoopi Goldberg, Sandra Bullock, Meg Ryan and Michelle Pfeiffer.

Studios often feel compelled to have at least one big star in a movie, particularly during the key movie-going seasons (summer, Thanksgiving-Christmas period). Columbia Pictures was desperate for a hit a few years ago and consequently paid a huge amount ($20 million) to get Jim Carrey. Travolta’s career had slid greatly; he got just $150,000 for Pulp Fiction -- which was successful and gave his career a rebirth (and higher salaries, too). Alicia Silverstone got $250,000 for Clueless, which made her a star, and $5 million for Excess Baggage. Sandra Bullock got $600,000 for Speed, $1.2 million for While You Were Sleeping and, based on its success, $6 million for A Time to Kill.

These huge costs for stars has a real impact on a film’s bottom line, often raising the amount of revenue needed for  success. Me, Myself and Irene brought in $86 million, which seems like a substantial amount of money. Still, the movie did far less than most expected; costs were high, starting with the $20 million paid to Jim Carrey. Over-all, the movie cost about $90 m.  

c. Control over salaries/perks

Beginning in 1997, some studios began to try to limit salaries. Universal Studios and Warner Brothers removed two high profile projects (one with Arnold Schwarzenegger and the other with Harrison Ford) from fast track production.  But that cost control effort regarding salaries may have been short lived; there’s little evidence that it has remained a key goal in 2000 or 2001.  There has been an effort to control other perks for stars, including so-called production deals in which studios provide offices and staffs to stars, buy scripts, etc.

d. Production outside of U.S.

Movement of production to Canada, as a way to control costs.

Why Canada?

· Good exchange rate on the dollar (One Canadian dollar = about $.69 US)   

· General financial incentives (rebate offers equal to 22% of a film’s sending on Canadian labor) in Vancouver and Toronto. 

· Proximity to U.S. (easy to get back and forth; some complain but most don’t mind. Toronto near NYC, Vancouver not far from LA).

Wall Street Journal: “With one Canadian dollar currently equivalent to about 69 U.S. cents, producers can make a movie costing $10 million in Oregon for $6.9m in Vancouver.  Combine that with a tax rebate equal to 22% of a film’s spending on Canadian labor – labor typically accounts for roughly 40% of a movie’s total cost – and you’ve got a package producers say is impossible to pass up.”

About 55 per cent of 1998-9 TV season’s made-for-TV movies and mini series were filmed outside the US (and mostly in Canada). 10 of the 14 original movies shown on Showtime cable network in 1998-99 were made in Canada. Of 23 films made for USA Network that year, 14 not made in US and most of those made in Canada.  Recent feature films made in Canada include Jumanji, Legends of the Fall, Good Will Hunting, Down in the Delta and Murder at 1600.

The move to Canada has severely hurt the movie industry in states close to the Canadian border. In 1993, for instance, the state of Washington received $40 in revenue from movie making; in 1999: $17m.  Montana, $20m in 1993, and $8.6m in 1999; Oregon $28m in 1993 and $22m in 1999; Idaho $1m in 1993, $2.9m in 1999. (from the Wall Street Journal, April 5, 2000).  Meanwhile, British Columbia has been booming. The province raked in more than $1 billion on 198 productions in 1999, up from $402m in 85 productions in 1994 (according to the province’s film bureau).

Overseas production can save money. Warner Brothers estimated it saved $20 million making The Matrix in Australia -- and for that reason, made Mission Impossible 2 in Australia. The next two Star Wars movies will also be made in Australia.

2. Revenues

a. Box Office. Theatrical release. $7.5 billion in 1999; about $8.2b in 2000.

The dollars generated by ticket sales represent an important part of the total revenue earned by a particular film. On opening weekends, amid a flurry of marketing, the studio takes about 90 per cent of the net box office receipts (that is, revenues after expenses of operating the theater). Thus a lot of attention is paid in the movie industry to opening weekends. After opening weekend, the studio’s take decreases to the point where it is taking just 50 percent of the box office receipts. (All of this is negotiable, however. The recent Star Wars sequel, Phantom Menace, was such a desired movie that the studio was able to get a more favorable return rate from exhibitors/theater owners).

Some theater chains are happy to give studios/distributors a fair amount of revenue for a blockbuster. A blockbuster will bring in huge crowds. So the goal is: get the film, then get crowds into the theater where they will generate sales at the refreshment center (where profit margins are huge.

However, the importance of US box office derives from the larger impression about a movie based on its theater run.  Most movies do not even break even in the United States based solely on box office grosses. They are dependent on overseas sales and other source of revenue (such as ancillary products, DVD, etc.).   The Wall Street Journal noted (August 11, 2000): “Today, most movies don’t make money at the box office because their production and marketing costs far exceed the revenue generated by the theatergoing public. As a result, Hollywood studios have come to rely upon the ancillary markets – international theaters, video, DVD, television – to make a profit.   Indeed, increasingly the release of a movie into U.S. theaters is simply to stoke the marketing machine for the movie’s eventual home: video release or licensing to cable TV.”

Consequently, there’s a huge emphasis on opening weekends for movies. How a movie does on its opening weekend can be absolutely crucial to its reputation and thus to its earnings. Good word of mouth can lead to more film goers; bad word of mouth can destroy a movie quickly. This type of reputation also influences foreign film goers, too; they like American culture but don’t want our rejects.

How are movies released?

· Wide release: 1600-3000 screens around the country. When a movie is in wide release, the marketing effort is huge, beginning on Wednesday and Thursday of the day the movie opens -- most will open on a Friday. National marketing includes ads on network news shows, interviews on the morning news/talk shows, and on the prime time entertainment shows (such as Entertainment Tonight). 

· Platforming. Release a movie in a few cities, with 200 or fewer screens. The goal here is to build good word of mouth for a movie that might be more artistic or harder to sell than some mainstream movies. Snow Falling on Cedars opened in limited release before the New Year (so it would qualify for Academy Award nominations) and went into wide release a few weeks later.   Almost Famous began this way, opening in September 2000 on just 131 screens. It took in $2.3 million -- $17,600 per screen (which is extraordinarily high).  Still, when it expanded to a larger number of screens, it did not do well.  You Can Count On Me also was shown in this way.

Opening weekends.

Most movies are in wide release, with a huge marketing push (with heavy ads on TV, particularly on Thursday evenings). Attendance on Friday is measured and used to predict how the movie is doing -- which may influence attendance on Saturday and Sunday.  Hollywood bets almost everything on opening weekends. As costs of films rise, they thus have less and less time to find an audience. There has been an increase in the number of movies being released (210 in 1980, up to nearly 540 in 1999), with more screens (15,000 in 1980, 39,000 today), with costs rising both for production and marketing and box office revenues rising (but rising slowly).

Opening weekend mania.  Ed Zwick, director of Glory, Legends of the Fall, Courage Under Fire, has talked about the pressure to open big. He worries that this commercial pressure will hurt movies . He argues that a big opening doesn’t necessarily mean the movie is a good one, and that a modest opening doesn’t mean that a movie isn’t a great movie. He notes that as a director, he’s played the game frequently: "Doing well guarantees doing more, and like every film maker all I really want to do is keep making them."   But he notes that the emphasis on success on the opening weekend puts an emphasis on several things: getting a big star, having a best selling movie - which means you have to have a simple story that is upbeat and happy.   Zwick also notes: "When each film is a $50 million start up business that can fail in a single weekend, it’s not what you make that matters; it’s how much."

Estimates on openings. Most studios rely upon a handful of private consulting firms (such as National Research Group) to give them estimates on how a movie will do on opening weekend.  That estimate helps determine the marketing budget for a movie. If the movie is expected to do modestly, studios may not spend heavily on marketing. If the movie is thought to have the potential for a big opening and/or continued popularity at the box office, marketing will be more intensive (and thus more expensive).  This is a major issue, given that the average expenditure on marketing a film is $25 million.   The problem has been that estimates are often wrong.  NRG underestimated how X-Men would do when it opened in summer 2000 (estimating it would bring in $28 to $31m; it reached $54.5 m. in its opening weekend) and The Perfect Storm (estimate: $20 to $23m; actual: $41.7m). Other errors included The Patriot (estimated at $24 to $26m; actual of $22.4m), Chicken Run (estimated $8 to $10m; actual $17.1m) and Titan AE (estimated $11 to $14m; actual $9.4).  Some studios are no longer issuing estimates on what they expect a movie to earn in its opening weekend -- because such estimates can harm a movie if it doesn’t quite make them. Fox estimated that Fight Club would open at $13-16 million; instead, it opened at $11 million -- which was not bad but not great. But the opening, based on expectations, thus seemed to be a failure.
Universal’s The Story of Us (Bruce Willis, Michelle Pfeiffer) had estimates of an opening at $16 to $20; it came it at $9.7 and was quickly (probably much too quickly) judged a disappointment. Attendance dropped off fast.

Ratings.  Opening weekend mania also puts an emphasis on the rating.  Only 65 out of about 200 R rated movies have broken the $100m barrier; so emphasis is on getting a better rating than that —such as PG 13. (MI2 went from R down to PG 13); reduced violence.

Some opening weekend successes:  Waterboy ($39m); Pokemon 1 ($20.1m); Mummy ($44.7m); Star Wars Episode One: Phantom Menace ($61.8); Saving Private Ryan ($30m); Grinch ($55m); Charlie’s Angels ($40m); Toy Story 2 ($80m – Thanksgiving weekend 1999); Mission: Impossible 2 ($71.8m, Memorial Day Weekend, 2000).

 Word of mouth on opening weekend can hurt or help a movie.

	PRIVATE
Title
	Open
	2nd 
	Gross

	Avengers
	$10m
	-65 %
	$23m

	Sphere
	$16m
	-54%
	$37m

	Mary
	$14m
	-9%
	$136m

	Wed. Singer
	$19m
	-23%
	$80m


 Not all movies have to open big to do well. Sometimes word of mouth can make a movie -- or help propel it. The Blair Witch Project started in only 27 theaters, but it drew about $58,000 per screen in its first three days. In Seattle, the Neptune set a house record (topping the opening of the Star Wars Episode 1, Phantom Menace, in May 1999 at that theater). Blair Witch earned nearly $70,000 at the Neptune in its first three days. 

 Movie theaters.  The emphasis on opening weekend has also led to improvements in theaters: improvements in seating, the arrival of "love seats" which allow a couple to sit together, better sound systems, more food -- including personal pizzas -- nicer lobbies and premium seats (for $15 or more) that include valet parking, separate entrances, better chairs and waiters.

US film box office receipts for Nov. 16-18, 2001

	Rank
	Film  (Studio)
	Total 
	# Screens
	Per Screen
	Total to date
	% change

	1
	Harry Potter and Sorcerer’s Stone                (Warner)
	$93.5m
	3672
	$25.4K
	93.5m
	--

	2.
	Monsters, Inc. (Buena Vista)
	$23m
	3461
	$6.6K
	$156.7m
	-49

	3.
	Shallow Hal  (Fox)
	$12.7m
	2803
	$4.5K
	$41.3
	-44

	4.
	Domestic Disturbance

(Paramount)
	$5.6m
	2881
	$1.9K
	$33.9
	-35

	5.
	Heist  (Warner)
	$4.7m
	1891
	$2.5K
	$14.9m
	-40

	6
	The One    (Sony)
	$4.2m
	2433
	$1.7K
	$38.4m
	-54

	7
	K-PAX   (Universal)
	$3.3m
	2325
	$1.4K
	$45.5m
	-49

	8
	The Wash       (Lions Gate)
	$3m
	749
	$4K
	$3.8m
	--

	9.
	Life as a House  (New Line)
	$2.7m
	1288
	$2.2K
	$9.1m
	-28

	10.
	13 Ghosts  (Warner)
	$2.2m
	1627
	$1.3K
	$37.8m
	-51


US box office for March 29-31, 2002

	Rank
	Movie
	Weeks 

in release
	Weekend gross
	Total gross

	1
	Panic Room
	1
	$30.2m
	$30.2m

	2
	Ice Age
	3
	$18.6m
	$117.3m

	3
	The Rookie
	1
	$15.8m
	$15.8m

	4
	Blade 2
	2
	$13.2m
	$54.9m

	5
	Clockstoppers
	1
	$10.1m
	$10.1m

	6
	ET
	2
	$6.1m
	$24.3m

	7
	Death to Smoochy
	1
	$4.3m
	$4.3m

	8
	Beautiful Mind
	15
	$4m
	$161m

	9 tie
	We Were Soldiers
	5
	$3.5m
	$67.4m

	9 tie
	Showtime
	3
	$3.5m
	$33.3m


 b. Foreign box office.

In 1975, most U.S. films earned revenue primarily in the United States. Since then, the foreign market for U.S. films has grown enormously. In 1996, it was $2.6 billion; in 1998, it was $3.3 billion. U.S. movies used to premiere in the US and only go into foreign markets after 4 to 6 months; now simultaneous (or nearly simultaneous) release is common.   Foreign box office revenues can exceed U.S. box office revenues in some instances. Independence Day, for example, earned about $222 million in the United States and a bit over $300 million overseas.

Some examples of the  importance of foreign box office:

	Movie
	US gross (millions)
	Foreign gross (millions)

	Titanic, 1997
	$600.8
	$1.3

	Star Wars 1,  Phantom Menace, 1999
	$431.1
	$491.4

	Jurassic Park, 1993
	$357.1
	$563.0

	Independence Day, 1996
	$306.2
	$506.2

	Star Wars, 1977
	$324.7
	$312.9

	Lion King, 1994
	$312.9
	$453.1

	Armageddon, 1998
	$201.6
	$352.2

	Terminator 2, 1991
	$204.8
	$312.0


In 1999, 16 U.S. films surpassed $100m (as did only one European movie, Asterix & Obelix v. Caesar). No foreign production released in 2000 has reached the $100m mark. In 2000, 18US films surpassed the $100m mark overseas.  In 2000, the biggest overseas box office gross went to Mission: Impossible 2, with $323m in box office revenues (combined with $215 domestic). Gladiator brought in $187m domestic and $258 foreign (non US).  

In 1999: The seven largest film studios earned 43 per cent of their total box office revenues overseas, notably in Japan, Canada and Western Europe. In 2000 and 2001, about 50 percent of all film revenues came from foreign box office.

This influences the kinds of movies that get made today.  Geraldine Fabricant in the New York Times: "Before going ahead with a project, studios are increasingly considering how movie scripts and the actors they envision for the main roles will play not only in Peoria but also in Pisa, Perth and now, Prague." One example of this: Armageddon. In order to increase the foreign box office, short segments were inserted in the movie showing monitoring stations around the world (monitoring the efforts of the rescue team to stop the impending disaster).

Some kinds of movies do far better overseas than in the United States. Action movies and disaster movies "travel" well. Comedies (where language barriers create more problems) don’t travel as well. Action actors (such as Schwarzenegger, Stallone or Gibson) doe well overseas; actors such as Tom Hanks or Woody Allen don’t do well.  DreamWorks’ action movie Peacemaker (with George Clooney and Nicole Kidman -- saving NYC) cost $45 million and drew only a disappointing $42 million at the U.S. box office. But overseas, it pulled in over $100 million.  Lethal Weapon 4 did not break even in U.S. box office but did extraordinarily well overseas. Rambo III earned twice as much overseas as in the U.S.  Arnold Schwarzenegger unquestionably propelled End of Days (released in late 1999) to a handsome $135.4m overseas, dwarfing domestic revenue of $66.9m.

Major under achievers in 2000 (that did NOT do well overseas) include Big Momma’s House and  Nutty Professor 2: The Klumps.  Both fell short of their domestic box office draw.  The general sense is that black-themed comedies do not do well overseas.

What does well?  One industry insider, “With big star-driven and event films, you are almost guaranteed they will perform better overseas. For those films, there is definitely a growing gap between the US and international market.”

One country does not yet produce substantial revenues for Hollywood, in large part because it tolerates widespread copyright violations.  For example, within a week of the release of Titanic in the US,  videodisc copies of the film were selling on China’s streets for about $1.20 each.  About 20-25m “pirate” copies of Titanic were sold in China; legitimate sales of the movie there were $300k.

c. Video. Videotape, DVD.

$5 billion in sales 2000, $15 billion in rentals.

About six months after a movie is released in theaters, the second revenue window is opened: films on videocassette (or, now, DVD). The six month delay is standard but not universal. (Some films are expected to fail at the box office, and thus go immediately to videocassette where the audience is expected to be less discriminating and the cost is $3 or so rather than $7 or $7.50).

Revenue from cassette sales is quite important to film makers/studios. VCR penetration reached 80 per cent (of U.S. homes) by the early 1990s.

Some producers will employ Video Advisers who work on the set with the director. Showing a film on video is different than showing a film in a theater: the video adviser will remind the director about lighting (a dark scene may show up fine in a darkened auditorium but will disappear in a lighted living room when the film is shown on a home TV set). Video advisers also remind directors to keep the action in the center of the screen (Theater screens are rectangular. TV screens usually are square. Action on the edges of the frame, perceivable on a theater screen, can disappear on a TV screen.) Letterbox Format. [Some directors resist this, insisting that their films be released on video in the letterbox format, which retains the full rectangular picture by using black borders along the bottom and top of the picture.]

The video market has been changing in the last 5 or 6 years:

· Small video dealers are being pressed heavily by big video chains such as Blockbuster (owned by Viacom/Paramount) and West Coast Video. 

· Newsweek reported in 1992 that video rental chains controlled about 77 per cent of the total market. That has risen since then, probably closer to 85% now. 

· There were 25,000 video dealers in 1990, dropping to 16,000 in 1998 and down to 13,500 in 2000.. Who’s disappearing? The mom and pop stores that are at a distinct disadvantage at buying and renting videos when confronted by competition from a chain store which may stock 80 or 90 copies of a popular film and stock several thousand movies as opposed to a few hundred. 

· The film industry is squeezing video retailers, too, trying to get them to buy larger numbers of popular new releases (so that customers who want to see the film can find a copy). Pressure is applied by discounting multiple copy sales, selling cassettes in two packs -- a deal must buy two copies to get one -- and by TV blitz advertising which will drive customers to the video store to look for new films. This again helps the large chains and can hurt the small independents.

Two independent rental stores in Seattle are Reckless Video (in the Maple Leaf neighborhood) and Scarecrow Video (on Roosevelt Way N.E., near 50th).

The advent of video has helped studios enormously by giving them another chance (beyond box office) of making money from films. When Steven Spielberg’s The Color Purple was released on videocassette, for example, it had already made about $10 million at the box office. It sold more than 275,000 videocassettes at $89 each to video rental outlets, providing an additional $25 million in revenue.  Shawshank Redemption, which opened in 1994, didn’t do very well at the box office -- making just $18 million. It was quickly pulled. It then got 7 Academy Award nominations, so was re-released and made another $10 million. But not big box office. On video rentals, though, it has consistently been one of the top rental choices every year since 1995. About a dozen web sites have cropped up solely devoted to it. All of this has lifted the movie to break even status. (It is also just a very good movie).

What’s ahead? Look for vending machines that dispense videocassettes for rent. Video Corporation of America is considering Vidirobots for placement in apartment building lobbies, convenience stories and workplaces. The machines will hold up to 100 tapes and when the proper amount of money is inserted, will dispense a video to the viewer.  Expansion of companies such as Kozmo.com (even though Kozmo itself failed).

 Video trivia. Some people have been concerned about the sex scenes/drawing scenes in Titanic. The owners of Sunrise Family Video (American Fork, Utah) will edit out sex scenes and nude drawing from the film for $5.

d. Product placement

Why the concern over this?

· Really: advertising in movies 

· Advertisers concerned with how their product will appear, and thus with the overall message of the movie. 

· Therefore: need to pitch the entire movie to advertisers 

· Only movies amenable to advertising will have product placement 

· Growth of product development deals. (Tommy Hilfiger, The Faculty, Brown and Williamson Tobacco Co., on Bond, Rocky and Superman).

 When the movie Jerry Maguire was shown on Showtime in January 1998 (a year after its theater release), it was 47 seconds longer than the version people saw in movie theaters in late 1997 or early 1998. The ending of the movie, as shown on Showtime, included a fictional Reebok commercial. Reebok had a production deal with the movie studio (Sony Tri Star Pictures) for Reebok products. The movie included Reebok brand clothes (jackets, shoes), real athletes (in the football scenes, to train the actors). The deal also included a payment of $200,000 for a fictional commercial in which Rod Tidwell (played by Cuba Gooding Jr.) would finally get a product endorsement ad. Director/writer Cameron Crowe edited the commercial out of the film because it did poorly in test screenings. Reebok sued, and the commercial went back in later (for Showtime).

American Eagle had a product placement deal with Dawson’s Creek (the WB TV show). WB has promised to include plugs for the retailer in pseudo news features that the WB network will produce to promote Dawson’s Creek. The promotional segments are intended to air during local newscasts on WB affiliated stations. American Eagle will also outfit Dawson and his crew, and feature all of them in its catalogs. This is part of a soft sell; perception that younger consumers don’t like hard sell. Wall Street Journal, June 22, 1999: "The Dawson’s Creek deal illustrates how TV is quickly shaping up as a battleground for retailers vying for the attention and spending of fickle teenagers. These consumers, who walk around with a surprising amount of disposable income in their pockets, are a particularly important target audience for apparel retailers. Teen oriented TV shows make especially attractive advertising vehicles."

Recent examples:  Keeping the Faith, Ben Stiller and Jenna Elfman go to a movie and run into friends, all of whom are holding Pepsi cups.  (The Pepsi shots are repeated in a romantic montage and again during the film’s closing credits).  Perfect Storm.  Local bar the Crow’s Nest features three neon Bud Light signs,  a Budweiser metal sing and a big Bud Light sticker on the pool lamp , while the customers are seen drinking only one kind of beer. The kids, however, are drinking Pepsi.  Nutty Professor II: The Klumps.  In various scenes, Eddie Murphy drinks Diet coke, pauses by a Coca Cola machine, passes a hot dog cart featuring plenty of Coke cans and hides his fountain of youth formula in the fridge, ,between cans of Classic coke and Diet coke.

NBC and Guiding Light.  
CBS began to feature a particular bracelet on its Guiding Light soap opera in 1999, and then sold replicas of it for $29.95.  According to CBS executives, this is a pilot program that will grow if it succeeds. Other products could include clothes (such as the blazers worn by Don Johnson on Nash Bridges, or uniforms such as those worn on JAG). CBS has done some merchandising before -- with a Touched by an Angel CD and cassettes of the Joan of Arc mini series. Other networks are following suit. Check web pages for various networks to see merchandise offers.

Michael Jacobson, co-founder for the Center for the Study of Commercialism: "Companies are discovering that people are getting tired of traditional advertising. So they’re sticking their advertising in places where people don’t think there’s advertising. Audiences aren’t being told they’re being advertised to. They assume, naively, that Budweiser Beer or a Nikon camera is in a movie because Burt Reynolds likes the product."

e. Pay Per view

1999: $750 million.  Usually about 2-3 weeks after a film goes into video release, it is made available for showing on pay-per-view TV systems, where customers pay a specific fee to see the telecast of a recent movie. Pay per view revenues are small but growing.

 

f. Premium Cable

A year, or so, after theatrical release, and six months after video store release, films begin to appear on premium cable TV channels (such as HBO, Showtime, Cinemax and the Movie Channel). The networks pay the film producers a flat fee for the right to show the film a certain number of times. Frequently, the films are bought in packages; the cable channels buy the rights to popular films and also get some not-as-popular movies as well (block booking).  

g. Network TV

The sale of movies to over-the-air television was once a lucrative market for the film industry. Before a movie gets to over-the-air TV, however, most people who want to see it have already seen it in a theater, on video or on premium cable. Blockbuster movies no longer draw vast audiences on network TV; made for TV movies usually do better -- and cost much less, too.

h. Soundtracks

Titanic, Saving Pvt. Ryan, Mask of Zorro, Polish Wedding, Avengers, How Stella Got Back Her Groove, World is Not Enough, Dance With Me, There’s Something....About Mary, Dead Man on Campus, etc.

i. Merchandising

Two types of merchandising: Direct, Indirect.  Direct merchandising: Toys, plastic figures (at fast food restaurants);  Indirect: not something from the movie itself; instead, logos on sheets, drinking glasses, jackets, etc. There’s about a five year window on merchandising; it can bring in as much money as box office revenues. Toy Story had a 4 year run on selling merchandise before the advent of Toy Story 2.


Movies with merchandise tie ins include Star Wars, Batman, Dick Tracy (with nearly 600 different products, including Tracy hats, towels, jackets, coffee mugs, pins and key chains. Disney engineered a major tie in with McDonald’s featuring a game with $40 million in prizes. About half of the McDonald ads during the period of top marketing for the movie promoted not only burgers and fries but also the Tracy movie.) and most of the Disney animated movies aimed at kids (101 Dalmatians, Lion King, etc.).Consequently, some parents report "toy fatigue" from all of the merchandise offers.  
A Bug’s Life (Disney) relied heavily on a promotional tie in with McDonald’s. The movie also came out at Thanksgiving (again to generate demand for merchandise for Christmas). McDonald’s offered digital clips on watches to older kids and adults with purchases of combination meals. Star Wars, with its debut in 1985, earned over $2 billion in merchandise revenues over a 7 year period: dolls, R2D2 posters, Star Wars bed sheets, pillow cases, toys, playing cards, books (25 in all), comics, Christmas ornaments, etc.


In summer 2000, New Line Cinema Corp.  awarded the master toy license for its Lord of the Rings movie series to Marvel Enterprsies Inc.’s Toy Biz unit, with hopes of creating a merchandising bonanza when action figures based on the film’s characters hit stores in 2001. The movie itself did not come out until late 2001, but given the film’s estimated cost of $180m for just the first of 3 project movies (to be released at Christmas in 2001, 2002 and 2003), the studio needs to spend energy on generating other sources of revenue.  According to the Wall Street Journal, “licensing and merchandising have become an increasingly important factor in the financial performance of big-budget films.  Sales of everything from pajamas to Halloween costumes help offset production and marketing costs – and, in some cases, deliver huge additional profit.” Other recent merchandising deals  included the phenomenal array of products for the Warner Bros’ Harry Potter movie (2001).  


Children’s movies, many of which open around Thanksgiving, are geared toward creating a Christmas-related market for toys. Toy Story and Toy Story II both opened on or near Thanksgiving weekend -- thus generating a huge demand for Toy Story merchandise for Christmas.


Content impact? You need a "feel good" product.

Stores.  The Disney stores have been struggling the past few years, but seem to be rebounding now.  Disney has had about 740 stores in 11 countries (including USA, Britain, Australia and Japan; 250 million visitors a year).   As part of a re organization, Disney will phase out about  300 of the stores and revamp the rest.  (Wall Street Journal).  Annual retail sales of Disney products around the world are about $13 billion; current retail executives for Disney want to raise that substantially and so will cut the number of products down from about 3400 to 1800. The company will try to capitalize more on some products (such as Winnie the Pooh) that most people don’t link directly to Disney.

Videogames. Other merchandise comes from videogames.  Videogames are a huge industry, with revenues of about $8 billion in 2000. (Variety, Dec 18-31, 2000).  Hollywood has gotten involved in videogames, too.  Toy store shelves at Christmas 2000 were filled with videogames spawned from familiar film titles and franchises, including Star Wars, James Bond, Universal’s Grinch, Fox’s X-Men and Disney’s 102 Dalmations.  Variety:  “The result is guaranteed to funnel millions in extra coin from vidgame licenses into Hollywood coffers.” According to Variety, sales for the Star Wars: Racer game have exceeded $20m; for various James Bond games, $15m, and Star Trek, $9m.

 

j. Movie sales/DVD.

Lucrative market selling video and DVDs to audiences.  Behind the push to re-released older films (such as Exorcist, This is Spinal Tap).  These re-releases don’t do necessarily very well in the theaters when re –released (e.g., Bertolucci’s The Last Emperor from 1997 did only $200K in box office but it sold 175K units of video and DVD). (Wall  Street Journal August 11, 2000).

PAGE  
1

