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Foreword by João De Deus Pinheiro 
  
The European audiovisual industry is today undergoing extremely rapid and complex change. Many parameters converge in the process: the advent of innovative technologies, new market patterns, diversification of audiovisual products and the way they are consumed. 
  
The modernization and strengthening of the programme industry, with its immense cultural and economic value, must be based on correct perception and analysis of the state of play. In this context, every contribution to the transparency of the industry deserves to be met with gratitude and interest. Such is the case with this work completed by MEDIA Salles, an initiative of the European Union's MEDIA Programme. 
  
The "White Book of the European Exhibition Industry" is the fruit of research based on 1,500 exhibitors across Europe and represents a major contribution to improved understanding of this key area. Despite the significant developments in new media, the cinema remains a natural and preferential point of contact for film and audience. Cinema release is also a vital launching pad for continued exploitation of a film via other media. 
  
Several elements make up the current exhibition situation. Single cinemas are being replaced by multiplexes; independent exhibitors face stiff competition from major circuits; the geographical concentration of structures is increasingly intense. All this at a time when European films are fighting to hold on to a 24% market share on their home continent. The White Book looks at all these elements. 
  
As well as recording data, the authors of the study map out some interesting possible lines of intervention to strengthen the presence of European films in cinemas, one of our priority objectives. In this respect, they make a positive contribution to the debate provoked by the European Commission's Green Paper on the audiovisual sector and to raising awareness of professionals over the urgent need for action. 
  
Professor JOÃO DE DEUS PINHEIRO 
Member of the European Commission

Presentation 
  
While preparations are already under way for next year's centenary celebrations of the first public screening of a film, which took place on 28 December 1895, MEDIA Salles, the project addressing cinema theaters under the aegis of the European Union's MEDIA Programme with the support of the Italian Government, presents the White Book of the European Exhibition Industry, the first study specifically dedicated to the overall make-up of this essential part of the European audiovisual industry. 
  
Just as they have an essential, irreplaceable role to play as social centres and structures servicing the community, cinemas are also vital to the continued production of films, and therefore also of European films, as was recently highlighted by the Green Paper on the audiovisual industry published by the European Commission. This fundamental role relates to the still considerable share of receipts derived from the box-office and to the significance of the "importance of the screening in the cinema, where success can determine the fate of a production (the film must be seen in the cinema)". 
  
But what is the pattern of cinema exhibition in European countries today? What are the influences on the future of this form of entertainment and culture which in the first hundred years of its existence has become a crucial part of our individual and collective lives? What is the role played by cinemas in that special part of European industry, the audiovisual sector, where culture and business converge in fascinating, but far from conflict-free interaction? 
  
These are some of the questions that lead MEDIA Salles to include specific research on the topic in its programme of action. This has borne fruit in the shape of the European Cinema Yearbook and subsequently in that of the White Book. 
  
Performing in this fashion one of the tasks set at the moment of its institution by the Council of Ministers of the European Union, in the field of information on the cinema system, MEDIA Salles, with the European Cinema Yearbook, supplies an annually updated survey of key statistics on the industry. With the White Book, it now addresses the far more ambitious objective of providing an overview of the current state of European cinema exhibition, via an in-depth qualitative analysis, and of highlighting the phenomena shaping its future. 
  
The fulfilment of this objective, a priority purpose for the Executive Committee of MEDIA Salles, was made possible thanks to the knowhow of London Economics and BIPE Conseil, two highly qualified research institutes, which completed the survey that for the first time directly involved a large number of professionals in the industry, in concert with MEDIA Salles' member associations, representing cinema exhibitors at national and international level. 
  
With the aim of facilitating liaison between the researchers and the industry, MEDIA Salles set up a special task group. This kind of cooperation sets the White Book apart from other material on cinema operation, which all too often fails to reflect the problems faced by exhibitors. 
  
Although active in maintaining contacts between the research institutes and the actual operators of the European exhibition industry, MEDIA Salles gave absolute priority to the independent nature of the study. MEDIA Salles considered the impartiality of the researchers to be one of the essential conditions for drawing up the White Book. 
  
The researchers therefore were fully responsible for the content and approach of the White Book, while MEDIA Salles has set itself the task of stimulating comments and proposals from inside the industry, as also between the sector and public institutions at various levels. 
  
It may easily be imagined that not all the Book's observations and conclusions will meet with the same degree of agreement and approval; this in itself reflects the marked diversity of cinema exhibition from country to country, underscored precisely by the White Book. 
  
More specifically, the Research Committee notes that the econometric calculations in Volume 2 made by London Economics are based on data derived from a number of selected cinemas in the U.K. and have, therefore, no general significance. They also lead to conclusions that may seem obvious to insiders. The statements about different support measures in the Synthesis are apparently meant to be objective "pros and cons", which in itself deserves approval. However, in the case of the "pros and cons" regarding regulation of the release windows, which is a very important issue for the whole film industry, to the "pros" should have been added that these regulations are beneficial for film production because of their maximizing effect on total earnings from exploitation. On the other hand, the Research Committee judges the "cons", although objective, as being rather weak. 
  
The MEDIA Salles Research Committee hopes that the White Book will be used over the coming years both by the industry and by public authorities as a useful tool for defining policy and strategies and as a basis for further research. Finally, it is hoped that the White Book will give a more accurate and in-depth view of a set of subjects which until now have received only occasional and disjointed consideration. 
  
  

	Romano Fattorossi   
President of MEDIA Salles  
 
	Joachim Ph. Wolff   
Vice-President of MEDIA Salles  
Chairman of the Research Committee 


Preface 
  
The White Book of the European Exhibition Industry was commissioned by MEDIA Salles, an initiative of the MEDIA Programme of the European Union with the support of the Italian Government, and prepared by London Economics and BIPE Conseil. 
  
MEDIA Salles Cinema d'Europa 
  
MEDIA Salles Cinema d'Europa was set up by the MEDIA Programme at the beginning of 1992 to encourage cinema exhibition in Europe. It aims to promote the cinema as a service to local communities, and as a major means to disseminate film as well as a means to promulgate European films. Members of MEDIA Salles are the national and international associations representing the professionals of cinema exhibition in Europe. A full list of members is given at the end of each Volume of the White Book. 
  
The main areas of MEDIA Salles' activities are in Promotion, Information and Training. 
  
The White Book of the European Exhibition Industry is part of MEDIA Salles' information activity that began in 1992 with the publication of the European Cinema Yearbook, the most exhaustive collection ever available of essential information on the exhibition sector in Europe. 
  
The European Cinema Yearbook filled an information gap on the overall pattern of cinema exhibition in Europe, which was found to be one of the causes for the often mistaken assessment of the economic and social role played by the over 19,000 screens that constitute the European cinema system. 
  
It provides about 30 different types of information on each of the 19 West European countries examined: the 12 EU countries together with Austria, Finland, Hungary, Iceland, Norway, Sweden and Switzerland. 
  
Alongside figures on attendance, box office, average ticket price, the number and density of screens, the European Cinema Yearbook provides further information on such aspects as technical levels of screenings or taxation policies in the various countries, which give an accurate overview of the relative states of the cinema industry in general and exhibition in particular. 
  
The European Cinema Yearbook, which covers statistics since 1989, is published yearly and is distributed to professional operators, press sources and public institutions. 
  
Based on the quantitative data contained in the European Cinema Yearbook and on information collected on the field, the White Book of the European Exhibition Industry takes up where the Yearbook left off. Providing an in-depth analysis of cinema exhibition in Europe, the White Book highlights phenomena affecting the sector and outlines perspectives in years to come. 
  
Members of the MEDIA Salles Research Committee involved with the production of the White Book of the European Exhibition Industry are:       

J. Ph. Wolff (The Netherlands), chairman 
J. Rykaer (Denmark) 
W. D. von Verschuer (Germany) 
E. Brunella (General Secretary of MEDIA Salles)

  
For more information, please contact: 

Elisabetta Brunella 
MEDIA Salles 
Via Soperga, 2 
20127 Milan 
Italy 
Tel: (39 2) 6698 4405 
Fax: (39 2) 669 1574

  
London Economics 
  
Established in 1986, London Economics is Britain's leading independent economic consultancy. Its activities span the UK, Europe, Asia, Africa and Australia. Alongside extensive work in the organisation of utilities including energy policy, its portfolio embraces health, environment, media, competition policy and regulation. London Economics also provides macroeconomic advice. Its clients include international and government agencies, private and public corporations. It has played a key role in water and energy privatisation and regulation in the UK and internationally. 
  
Its work in the media sector includes extensive studies for the MEDIA Business School and other parts of the MEDIA Programme, research into employment in the film and television industries, into the supply of television programmes and the emergence of the television production market. It is involved in competition and regulation questions affecting the film, television and music industries. Work in telecommunications in Europe and the United States completes the media portfolio. 
  
London Economics brings together a team of 55 full-time staff covering the full range of economic techniques as well as numerous industry specialists. Its academic associates include many of the UK's leading economists. Senior management have backgrounds in industry, public policy, trade, finance and international agencies. 
  
For more information, please contact: 

Tom Hoehn or Jonathan Davis 
London Economics 
91 New Cavendish Street 
London W1M 7FS 
United Kingdom 
Tel: (44 71) 436 2991 
Fax: (44 71) 436 2638

 
BIPE Conseil 
  
Since 1958, BIPE Conseil is one of the leading European research and consulting groups. The 80 consultants at BIPE Conseil offer consulting and studies in various sectors: industry, telecommunications, environment, and also in cross sector specialisation, such as local development and human resources. 
  
In the communication sector, BIPE Conseil is, in France, the close partner of decision makers of the sector. The Communication Team developed analysis and forecasting for the French Government and strategy consulting for TV-broadcasters, producers, cable-operators, financiers, etc. 
  
For more information, please contact: 

Nathalie Coste-Cerdan or Marc Minon 
BIPE Conseil 
Axe Seine 21 
12, rue Rouget de Lisle 
92442 Issy-les-Moulineaux Cedex 
France 
Tel: (33 1) 46 62 33 00 
Fax: (33 1) 46 62 62 20 
 
Introduction 
  
The aim of the White Book of the European Exhibition Industry is to provide a comprehensive overview of the current state of the European cinema exhibition sector. The three papers that make up Volume 2 of the White Book focus on particular issues relevant for exhibitors and those national and supranational government authorities concerned with the development of the film industry in general, and of exhibition in particular. These issues include: 

· the economic impact of multiplexes on the exhibition industry in Europe; 

· the emerging vertical integration strategies of both European and non-European cinema chains; and 

· the role of European cinemas for the promotion of European films. 

The issue of multiplex cinemas has been a constant theme in the debate over the future of the exhibition sector ever since the purpose-built multi-screen complexes were first built in Europe after having been successfully introduced in the US. Their success, particularly in the UK, has stirred the debate about the need to introduce them on large scale in other countries which already have a more modernised exhibition sector than the UK had in the mid-eighties. And in those countries where they had been successfully introduced the discussion focuses on the dangers of over-investment in excessive capacity to the detriment of all exhibitors. A wide ranging analysis of the impact of multiplex cinemas in Europe that is based on the survey of over 1,000 screens as well as economic and econometric analysis is timely and serves to explain the success of multiplex cinemas from first principles as well as from a careful analysis of empirical evidence. 
  
The issue of vertical integration strategies by larger groups of both European and non-European cinema chains is foremost a description of a trend that is often discussed in the political debate. As in other industries that have been traditionally characterised by a highly fragmented structure of independently owned and operated enterprises, the strategies of larger groups with significant involvement in other parts of the entertainment industries, has raised the issue of whether the resulting concentration of businesses worked for or against independent exhibitors. It also raises the issue of the degree of control that integrated distribution and exhibition companies can exercise along the exploitation chain. Section 2 serves to focus this debate by demonstrating the current state of vertical integration in Europe and by profiling the main group of companies that have a major involvement in both exhibition and distribution. 
  
The third and last section deals with the role that exhibition plays in the promotion of European film, one of the aims of MEDIA Salles, an initiative of the MEDIA Programme of the European Union with the support of the Italian Government. It serves as a useful reminder of the specific situation of cinema as the retailing function in the exploitation chain of film. As general retailers of film cinemas try to attract a great number of customers and rely on attractive products on the one hand and the maintenance of well-equipped and modern outlets on the other hand. Unless they are dedicated to the showing of a particular genre of film they offer an open competitive structure for both European and non-European films. 
  
What the case studies in section 3 try to demonstrate is the crucial role of promotion at the distribution level rather than exhibition for the promotion of European film. 
  
With these three sections Volume 2 of the White Book contributes to a better understanding of the crucial issues that affect policy making at both the Community level and the national level. The analysis deepens the findings from the survey of exhibition in Volume 1, particularly as it relates to the diversity of the exhibition sector across European countries and the common trends of modernisation, concentration and integration. 
  

1 The Role of Multiplex Cinemas 

 1.1 Introduction 
  
The development in several European countries of multiplex cinemas, defined here as purpose-built multi-screen cinema complexes with at least 8 screens, has led to mixed reactions from the public on the one hand and from the exhibition sector on the other. Undoubtedly this development has been the most fundamental change in the exhibition sector for decades, and comes after a long period of decline in cinema-going in all European countries. Furthermore, the growth of multiplexes has been faster and more extensive in some countries then in others. For example, multiplex penetration in the UK is approximately five times that in Germany or Spain. 
  
For the European exhibition industry it is important to understand fully the phenomenon of multiplexes in all its implications. It is also crucial to realise how far the introduction of multiplexes is likely to go and whether they can be expected to be introduced on a more comprehensive scale throughout Europe. 
  
This paper draws on existing studies and original research on multiplexes to reach a comprehensive understanding of the phenomenon. 

Section 1.2 reviews the experience to date and reports findings from recent studies which have commented on the advent of multiplexes, the likely reasons for their success and their impact on the cinema sector. In addition it presents data from the MEDIA Salles European Cinema Yearbook 1993. This allows us to illustrate the development of the multiplex against a background which varies considerably between countries, ranging from the UK, the pioneering country(1), where multiplexes have been established as early as 1985, to Greece where 99% of the cinemas are single screens. 
(1) The first European multiplex was actually built in Sweden in 1980, but the UK was the first country to develop the concept on a large scale.
· In Section 1.3 we use the LE/BIPE survey to analyze the profile and characteristics of the European cinema sector with respect to a classification of cinemas by number of screens. The survey, which includes selected interviews with cinema operators and a quantitative questionnaire, is unique in its coverage of the phenomenon of multiplexes across Europe. For the first time a large data set of screens across Europe has been collected, which allows the role and impact of multiplexes to be evaluated. We also use the results from the LE/BIPE survey to test empirically what factors - other than simply the quality of the films being shown - explain the success of individual cinemas in attracting audiences. We test in the form of a regression analysis the utilisation levels of over 1,000 screens over a one week period in March 1993. We also test the factors influencing admission levels per seat (our preferred measure of success) on the basis of annual information on attendances in 1991 and 1992. These results confirm the positive impact of multiplexes on capacity utilisation. 

· Section 1.4 discusses the economics of multiplexes from a theoretical point of view. The aim is to reach an understanding of the key factors which are likely to make a multiplex more attractive for audiences and provide a more efficient operation for distributor and exhibitors alike. This analysis helps to clarify the issues and underlines the results from the empirical study of the impact of multiplexes. This section is theoretical in that it draws on simple models of the key features of cinemas and cinema-going. Illustrative calculations are presented which demonstrate the advantages of multiplex operations as against single screen operations. 

Main findings 

· Our unique survey of over 1,000 screens in Europe confirms that multi-screen cinemas exhibit a higher percentage of modern facilities and achieve more admissions per seat than cinemas with one or two screens. 

· Multiplexes, defined as cinemas with at least 8 screens, achieve the highest level of admissions per seat for the one week period surveyed in Spring 1993 with 7.7 admissions per seat, whereas average admissions per seat in our sample was 3.4 per week. 

· Admissions per seat for survey period in March 1993: 

 

  

	 
	Average
	1 screen
	2 screens
	3-5 screens
	6 & 7 screens
	8+ screens

	Seat utilisation
	3.4
	1.9
	2.0
	3.3
	4.9
	7.7


  

· The LE/BIPE survey also shows that performance of cinemas in terms of capacity utilisation per seat is significantly better in: 
 cinemas located in town centres of cities with a population of more than 1,000,000 
 cinemas with free or cheap parking 
 cinemas with restaurant or poster shops 
 recently modernised cinemas

· It is the combination of number of screens, site specific factors and location that explains superior performance of cinemas; it is therefore not only multiplexes that can achieve high capacity utilisation. 

 

Whilst our economic analysis leaves no doubt that the multiplex phenomenon will spread throughout Europe there are several voices of reason that point to more cautious conclusions. There can be no doubt, however, that multiplex cinemas will lead to a more modern exhibition sector in those countries where modernisation of cinemas has not yet happened. It is only through the offer of a high quality cinema experience that cinema-going in Europe can be revived. Multiplexes are key to that development, but they are a threat to many independent single screen cinemas who do not, or cannot, upgrade their facilities. 
  

1.2 Trends in the European exhibition industry 
  
All over Europe, the advent of television led to a dramatic fall in the number of cinema admissions, which fell from 2,900 million for the whole EU region in 1960 to 570 million in 1990. The main result of this fall was a drastic reduction in the number of screens in all countries: from over 37,000 in 1960 to 16,650 in 1990 (2). The fall in admissions outstripped the fall in capacity, and as more and more screens closed down, the average number of admissions per screen also kept falling. 
  
Not all countries reacted to the new situation with the same speed, nor with the same solutions. In some countries, like Italy and the United Kingdom, the main result was a reduction and decay of the cinema sector. In the UK, the 1980's saw a major restructuring of the industry with a large scale programme of construction of multiplex cinemas. In Italy, where the single screen cinemas are still the majority, the renovation process has been supported since 1980 by a state policy. In other countries, like Germany and France, many large cinema theatres were split into smaller units. In France cinemas were modernised in the 1970's with substantial help from a comprehensive system of levies and subsidies, whereas in Germany it was largely the initiative of cinema owners to update and modernise facilities. 
  
  
Charting the trends in the European exhibition industry 
  
Several studies have been undertaken which analyze the developments and discuss the role that multiplexes play in reversing that trend. The main studies which are worth discussing here are: 

1 Retailing European Films: the Case of the European Exhibition Industry, a Report by London Economics for the MEDIA Business School, 1993. 
  
2 Il cinema Italiano: Imprenditorialità, Efficienza, Innovazione, SDA-Bocconi, 1992, chapter 4 by Giuseppe Delmestri.(3) 
  
3 The Consequences of 2.5 Years of New Multi-screens in Germany", published in the Dutch trade journal, "Film", J.Ph. Wolff, June 1993, and On Multiplexes and Multi-screens, J.Ph. Wolff, November 1993.(3) 
  
4 Cinemas in Europe: Circuit building and Multiplexes, Screen Digest, July 1991. 
  
5 UK Multiplex Cinemas: Phase 1 nears maturity, Screen Digest, February 1994. 
  
  
The London Economics/MBS report: Retailing European Films: the Case of the European Exhibition Industry 
  
The London Economics/MBS report argues that the appearance of multi-screen facilities in the 1970's in Europe was mainly a response to the changes in consumer behaviour caused by the greater choice of audio-visual entertainment. It was also the most efficient way to maximise capacity utilisation, as exhibitors were no longer able to fill their large theatres. By reducing the number of seats for each screen and allowing for different screen capacities, the multi-screen cinemas could make a more efficient use of cinema seats, moving films to auditoria of appropriate size. 
  
These attempts were partly successful at containing the fall in admissions, although they did not manage to reverse the trend. Moreover, the decline in admissions throughout Europe did not result in lower average ticket prices. As discussed in the report, cinema became altogether a more up-market product, since the lower-price cinemas out of town centres were the first ones to close down, leaving cinemas to compete with all the other forms of entertainment available downtown. 
  
A more successful reaction to the changes in the sector appeared in the early 1980s with the multiplex. It is characterised by state of the art technology and greater comfort for the viewer. It re-establishes the supremacy of cinema over television by offering a degree of comfort and choice comparable to television, coupled with superior viewing technology. The report suggests that multiplexes have been successful because they offer: 

· increased choice: more people are able to find the film of their first choice and many can go to a second choice film if the first is not available; 

· ability to reduce risks by switching films to appropriate capacity levels; and 

· ability to offer an up-market product at a lower marginal cost. 
 

From this perspective, one can see that the multiplex constitutes the natural development of the multi-screen cinema, at least in some countries. On the other hand, in the countries which failed to respond earlier to the challenge posed by television, multiplexes are a totally new concept. The level of development of the cinema sector prior to the appearance of multiplexes and the characteristics of each country can interact to determine the extent to which multiplexes are likely to make a significant impact in each country. These two dimensions can also help understanding the specific forms that will be successful in the particular market. 
  
  
SDA-Bocconi Study: Il cinema Italiano: Imprenditorialità, Efficienza, Innovazione 
  
It has often been argued that multiplexes are more likely to increase audiences in areas where there are not many other screens. They are claimed to be more effective in attracting audiences where they offer a large number of screens in relation to the variety of different audiences (younger, older, more middle-class etc.). 
  
According to a study by the SDA-Bocconi on the Italian exhibition sector (4), in countries where there has been no response by exhibitors to change for a long time, multiplexes were able to boost admission levels over what would be expected from screen density. At present, since the demand for cinema has reached the stage of maturity, the exhibitors' strategy is that of catering for different segments of the market. This explains the simultaneous development of different types of multiplexes. Some complexes, mainly American style, are geared towards a very young audience, and offer fast and easy access to a good number of films whilst providing additional space for entertainment. Others seek to attract more adults, by emphasising the up-market, theatre-like feel and look of their auditoria (Germany) or are integrated in greater multi-media facilities (eg in France). More than one type of audience is now present and more than one type of cinema should be available within a given country. As a consequence, the ability to increase admissions is the ability to respond to tastes that were not previously catered for. 
  
The SDA-Bocconi study analyses three significant countries, France, Germany and the UK, in order to draw a life cycle of cinema as a product. The phases of the product cycle and corresponding cinema types are: 
  

	· tradition 
	cinema as a social and cheap vehicle to dreamland; typical cinema site: large theatrical sites 

	· first reaction 
	variety, offering as much choice as television; typical cinema site: cinemas split into a number of smaller units 

	· second reaction 
	comfort, re-establishing technological superiority of cinema over TV; typical cinema site: high tech and efficient, more expensive and comfortable 

	· development / segmentation 
	going to the movies as a social event; typical cinemasite: keeping the high technological standards, cinemas emphasise the importance of the look and feel of the site, its common space and ancillary services. Many types are possible. 


  
In a comment on the present situation in Germany the study states that the boost in admissions created by the multiplexes in the UK is considered with caution by Germans. German exhibitors believe that the success story in the UK cannot be replicated in a region where, unlike Britain before the advent of multiplexes, the density and quality of screen is already at high levels. 
  
  
The German debate: The Consequences of 2.5 Years of New Multi-screens in Germany 
  
Over the last two years the congress of HDF - the German Exhibitors' Association(5) has debated vigorously the impact of multiplexes. Between 1991 and the end of 1992, the number of screens in cinemas with more than nine screens - the definition adopted by Dr Bähr of the German Film support agency, the FFA - increased from 14 to 90. Seven multiplexes have opened in that time period. The great debate has been over: 

· the threat this new form of outlet poses to the established cinema sector; 

and 

· the impact of multiplexes on overall admissions. 

Nobody disputes the enormous impact that these very large projects have had in the towns where they opened. It appears that the argument is largely one about the extent of the impact on the exhibition sector and the degree to which multiplexes continue to attract more admissions, rather than a question of whether they had any impact at all. 
  
The paper by Dr Bähr deals with the analysis of the five regions in which multiplexes opened. It attempts to disentangle the effect of multiplexes on regional admissions and estimate the existence of multiplexes versus other cinemas. Table 1 below is an informative summary from a comment by Dr Wolff. It summarises the effects on admissions in index form. The crucial figures are the enormous increase in admissions in those regions which include multiplexes (plus 40-42% over 1989) against a significant decrease in the remaining regions of West Germany (minus 12%). This paper also demonstrates the drop in admissions for the existing cinemas in five regions with new multiplex cinemas (between 22% and 66%). 
  

	 Table 1 

Admissions in Germany

	
  
 
	West Germany
	The five regions with new multi-screens
	Remaining West Germany

	
	adm.
	index
	adm.
	Index
	Adm.
	index

	1989 
	101.55m
	100
	7.8m
	100
	93.74m
	100

	1991 
	106.96m
	105.3
	10.96m
	140.3
	96m
	102.4

	1992
	93.54m
	92.1
	11.15m
	142.7
	82.39m
	87.9

	SOURCE: J.Ph. Wolff - FFA 


  
Another significant picture emerges from the paper by Bähr, which shows the level of admissions per screen on a monthly basis. Firstly, multi-screen cinemas have a much higher admission level, almost double that of the average cinema. Secondly, there appears to be similar volatility in the admissions for multiplexes. Finally, the trend for multiplexes is upward, while the rest of the sector appears to be on a slightly downward trend. 
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Screen Digest Survey: Cinemas in Europe: Circuit building and Multiplexes 
  
The impact of multiplexes on admissions is also the focus of a survey on the most developed multiplex park in Europe, the UK, published in Screen Digest(6). Here it is argued that although multiplexes produced a positive net effect, a proportion of their admissions has clearly been diverted from surrounding conventional cinemas. The first impact of a new multiplex is likely to last around a year, during which the surrounding sites suffer most of the damage. But after the initial shock, business could well start to grow for both. In Britain independents have survived, and the number of screens not owned by major chains has actually increased by 11 units from 1989 to 1990, although there is no doubt that their share of total admissions is being progressively squeezed. 
  
  
Screen Digest Survey: UK Multiplex Cinemas 
  
The growth of UK multiplexes over recent years is the subject of a newly published Screen Digest Survey. This survey asserts that the peak years of UK multiplex growth were between 1989 and 1991, when more than 100 new screens were opened per year. As shown in Table 2 below, of the 604 screens opened in the UK since October 1985, 371 (approximately 60%) were built between 1989 and 1991. 
  

	 Table 2 

Growth of UK multiplex cinemas

	
	Number of screens
	Growth rate (year on year)

	1985
	10
	n/a

	1986
	18
	80%

	1987
	44
	144%

	1988
	139
	216%

	1989
	285
	105%

	1990
	387
	36%

	1991
	510
	32%

	1992
	548
	7%

	1993
	604
	10%

	SOURCE: Screen Digest


  
This rapid growth in multiplexes has been led by the aggressive expansion of large multinational companies such as United Cinemas International (UCI) and Warner Bros. MGM/Cannon, the current market leader in terms of screens in the UK, has also been moving away from its traditional single screen sites and is now a major player in the multiplex sector. The other traditionally very large player in the UK cinema industry, Rank Odeon, has been less active in the area of multiplexes, primarily due to the fact that it employs very tough criteria with respect to returns on investment (pay back within five years). This situation is reflected in the market shares of the multiplex operators as detailed in Table 3 overleaf. 
  

	Table 3 

Market shares of multiplex operators (measured by number of multiplex sites owned)

	 
	1989
	1993

	MGM/Cannon
	14%
	24%

	Rank Odeon
	3%
	14%

	Showcase
	24%
	14%

	UCI
	52%
	32%

	Warner Bros
	7%
	15%


SOURCE: Screen Digest

  
Although the rate of growth of multiplexes is now significantly lower than in these peak years, this does not imply that the UK multiplex sector is stagnating. On the contrary, Screen Digest estimate that 42 new screens will be added in 1994 and over 50 in 1995. Moreover, industry sources suggest that there are suitable sites in the UK for another 20 to 25 multiplexes (a suitable site is defined as one where 200,000 to 300,000 people live within a 20 minute drive). This would mean that there could be over 900 multiplex screens in the UK by the end of the decade. 
  
  
Multiplexes in the European exhibition sector 
  
There is a large degree of inconsistency in the way that multiplexes are defined in different studies and in different countries. Some believe that the key factor is the number of screens, but many others also believe that additional features must be present (eg parking facilities) for a multi-screen complex to be defined as a multiplex. In its survey of circuit-building in Europe, Screen Digest describes a multiplex as a "purpose built multiple screen cinema complex with five or more screens". However, developments of new screens adjoining or surrounding older ones were considered multiplexes, while sub-divisions of existing cinemas were not. Notwithstanding the difficulty of separating screens that are built as additions from those obtained by partitioning of the original one, in the analysis carried out in this paper a multiplex is defined as a purpose built multi-screen facility with eight or more screens. 
  
The following tables show the structure of the European cinema sector by number of screens and demonstrates the penetration of multiplexes in various countries in Europe. These tables illustrate a varying picture of the cinema sector in some of the main EU countries(7). 
  
Belgium (Table 4) and the UK (Table 5) have the highest share of multiplex screens in Europe, with roughly 25%. 
France (Table 6) has a high penetration of screens in cinemas with more than 5 screens. Denmark (Table 7), the Netherlands (Table 8), Germany (Table 9) and Spain (Table 10) have a relatively low penetration of multiplex cinemas with more then eight screens, with just under 5% of screen capacity. 
  

	 Table 4 

Belgium: screen profile

	 
	Sites
	Screens
	Share of total screens

	1 Screen
	75
	75
	17.4

	2 Screens
	25
	50
	11.6

	3-5 Screens
	42
	155
	35.9

	6-7 Screens
	7
	45
	10.4

	8+ Screens
	9
	106
	24.6

	Total multi-screens
	83
	356
	82.6

	TOTAL
	158
	431
	100


SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

  

	Table 5

The United Kingdom: screen profile

	 
	Sites
	Screens
	Share of total screens

	1 Screen
	329
	329
	18.7

	2 Screens
	108
	216
	12.3

	3-5 Screens
	170
	585
	33.3

	6-7 Screens
	31
	196
	11.2

	8+ Screens
	43
	431
	24.5

	Total multi-screens
	352
	1428
	81.4

	Total
	681
	1757
	100


SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

  

	Table 6 

France: screen profile

	 
	Sites
	Screens
	Share of total screens

	1 Screen
	1424
	1424
	32.3

	2 Screens
	295
	590
	13.4

	3 Screens
	211
	633
	14.4

	4 Screens
	117
	468
	10.6

	5-6 Screens
	153
	833
	18.9

	7+ Screens
	59
	454
	10.3

	Total multi-screens
	835
	2978
	67.7

	Total
	2259
	4402
	100


SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

  

	Table 7

Denmark: screen profile

	 
	Sites
	Screens
	Share of total screens

	1 Screen
	104
	104
	33.1

	2 Screens
	33
	66
	21.0

	3-5 Screens
	30
	115
	36.6

	6-7 Screens
	2
	12
	3.8

	8+ Screens
	1
	17
	5.4

	Total multi-screens
	66
	210
	66.9

	Total
	170
	314
	100


SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

  

	Table 8 

The Netherlands: screen profile

	 
	Sites
	Screens
	Share of total screens

	1 Screen
	55
	55
	13.2

	2 Screens
	45
	90
	21.6

	3-5 Screens
	68
	251
	60.3

	6-7 Screens
	3
	20
	4.8

	8+ Screens
	0
	0
	0

	Total multi-screens
	116
	361
	86.8

	Total
	171
	416
	100


SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

  

	Table 9 

Germany: screen profile

	 
	Sites
	Screens
	Share of Total Screens

	1 Screen
	1176
	1176
	32.4

	2 Screens
	364
	728
	20.1

	3-5 Screens
	373
	1304
	35.9

	6-7 Screens
	38
	255
	7.0

	8+ Screens
	14
	167
	4.6

	Total Multi-Screens
	789
	2454
	67.6

	Total
	1965
	3630
	100


SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

  

	Table 10:

Spain: screen profile

	 
	Sites
	Screens
	Share of total screens

	1 Screen
	1042
	1042
	57.7

	2 Screens
	72
	144
	8.0

	3-5 Screens
	116
	429
	23.7

	6-7 Screens
	20
	125
	6.9

	8+ Screens
	8
	67
	3.7

	Total multi-screens
	216
	765
	42.3

	Total
	1258
	1807
	100


SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

As mentioned earlier, the ability of a multiplex to create new admissions depends to some extent on screen density, i.e. the average number of screens in a given area of population. The number of inhabitants per screen is reported in Table 11. 
  

	Table 11: 

Density of Population

	COUNTRY
	000s of inhabitants per screen

	 
	1989
	1992

	BELGIUM
	21.7
	23.3

	DENMARK
	14.4
	16.4

	FRANCE
	12.0
	13.0

	GERMANY
	19.2 (1)
	22.1

	GREECE
	16.0
	25.4

	IRELAND
	22.0
	18.7

	ITALY
	16.0
	19.1

	THE NETHERLANDS
	34.8
	36.4

	PORTUGAL
	36.8
	42.4

	SPAIN
	21.6
	21.8

	UK
	37.6
	33.5

	(1) Refers to West Germany only

	SOURCE: MEDIA Salles: European Cinema Yearbook, 1993


  
As Dr Wolff(8) has pointed out, there is a strong correlation between population density and screen density throughout Europe (more than 0.8); this certainly explains why the Netherlands has one of the lowest screen densities: more people tend to live closer to a screen. Portugal, on the other hand, has a low screen density because it is underscreened. The UK lies somewhere between these two extremes. 
  
Two contrasting trends emerge from the data: as some countries are reducing the density of screens, others are increasing it. Portugal, Greece and Italy show the most dramatic reduction in the number of screens per inhabitant. At the opposite end of the spectrum are the UK and Ireland, which have greatly increased their screen density. Despite the improvement, the UK still shows among the highest number of inhabitants per screen in the EU, after Portugal and Holland. 
  
France has by far the highest number of screens per inhabitant. Denmark comes second, then Ireland and Italy. 
  

	Table 12: 

Annual Cinema Visits per Capita

	 
	1989
	1991
	1992

	BELGIUM
	1.6
	1.7
	1.6

	DENMARK
	2
	1.8
	1.7

	FRANCE
	2.2
	2.1
	2.1

	GERMANY
	1.7
	1.5
	1.3

	GREECE
	1.7
	1.0
	-

	IRELAND*
	2.0
	2.1
	2.2

	ITALY
	1.6
	1.5
	1.4

	THE NETHERLANDS
	1.1
	1.0
	0.9

	PORTUGAL
	1.2
	1.1
	1.2

	SPAIN
	2.0
	2.0
	2.1

	UK
	1.7
	1.8
	1.8


* figures for Ireland provided by the Irish Film Institute

SOURCE: MEDIA Salles: European Cinema Yearbook, 1993

The average number of visits to the cinema per person per year has decreased for most countries from 1989 to 1992. Ireland, Spain and the UK are the only exceptions. Greece shows a sharp fall in 1989-91. Portugal and Belgium have maintained their per capita annual frequency. 
  
Generally speaking, we expect a greater number of screens per capita to generate, on average, a greater number of visits to the cinema. This is simply because, other things being equal, more people are going to go to the cinema if it is easily accessible and if the choice of films is large. However, the level of cinema visits in the UK and Ireland is higher than the level which is implied by screen density figures - screen density is clearly not the only factor affecting the frequency with which people visit the cinema. 
  
Notes: 
(2) See MBS-London Economics, "Retailing European Films: The Case of the European Exhibition Industry", 1993 

(3) A French and an English version of G. Delmestri's paper is to be published by UNIC as well as a French translation of J. Ph. Wolff's paper of November 1993. 

(4) SDA- Bocconi, "Il cinema Italiano: Imprenditorialità, Efficienza, Innovazione", 1992 - chapter 4. See also "On Multiplexes and Multi-screens: a Critical Commentary on Giuseppe Delmestri's Paper" by J. Ph. Wolff, November 1993, which criticizes some aspects of the above mentioned study by SDA- Bocconi. 

(5) We draw here on the paper presented at the 1993 congress: R.Bähr, "Cinemaxe, Multiplexe und die Folgen -Nackte Zahlen 21/2" published in Filmecho/Filmwoche 17/93, (the full version published by the FFA) and the response to this paper by J.Ph. Wolff "The Consequences of 2.5 Years of New Multi-screens in Germany" translated by the author from the Dutch version published in the Dutch trade journal, "Film", June 1993. 

(6) See Screen Digest, July 1991. "Cinemas in Europe: Circuit Building and Multiplexes" 

(7) The tables report on all European countries for which complete data on their screen profile was available. 

(8) J.Ph. Wolff, "In de luwte, uit de luwte. Een economische visie op de bioscoop en de Europese film" ("In the lee, out of the lee. An economic vision on cinema and European film"), Amsterdam, December 1993, pages 189-190. 
  

1.3 The impact of multiplexes: survey evidence 
  
In this section we review the evidence from the research into the characteristics of multiplex cinemas and the determination of their success. The LE/BIPE survey of over 1,000 screens provides essential information about individual cinemas in Europe and manages to convey the characteristic features of the cinema sector with respect to different categories: single screen, multi-screen and multiplex. The analysis includes the results of a set of interviews with European multiplex operators. It also includes econometric analysis of the success of multiplex, with success defined as higher seat utilisation, and a breakdown of the costs of building a multiplex. 
  
  
Characteristics of multiplexes in Europe 
  
Table 13 shows the distribution of screens in all EU countries (with the exception of Luxembourg), produced from the LE/BIPE survey. Results from the survey have been corrected for the total number of screens in all countries and are therefore representative of the population. The data confirms the profile of cinema screens obtained from other sources. There are some inconsistencies, however, for Germany and Spain, largely due to changes in the exhibition sector in those countries(9). The different sources refer to different years (1992 for the MEDIA Salles Yearbook and 1993 for the survey). 
  

	Table 13 

Number of Screens per Cinema: Share of total screens

	Country
	1 Screen
	2 Screens
	3-5 Screens
	6-7 Screens
	8 + Screens

	Belgium
	22.1%
	10.8%
	36.6%
	8.8%
	21.7%

	Denmark
	34.9%
	21.8%
	36.7%
	4%
	2.5%

	France
	32%
	13.5%
	36%
	13.5%
	5%

	Germany
	36.8%
	20.8%
	37.3%
	0.8%
	4.6%

	Greece
	99%
	1%
	-
	-
	-

	Ireland
	17.2%
	25.8%
	36.5%
	3.2%
	17.2%

	Italy
	96.5%
	2%
	1.5%
	-
	- (1)

	Netherlands
	14.9%
	21%
	59.4%
	4.6%
	-

	Portugal
	76%
	9.5%
	8.5%
	-
	6%

	Spain
	56.4%
	8.2%
	22.4%
	8.2%
	4.8%

	UK
	18.2%
	12.4%
	33%
	11.4%
	25%

	Total
	51%
	11.8%
	25.9%
	5.3%
	6.1%


(1) In Italy the only cinema totalling more than 8 screens is Odeon in Milano (10 screens)

SOURCE: MEDIA Salles/LE/BIPE Conseil

 

The countries of Southern Europe (Spain, Portugal, Italy and Greece) are all characterised by a much higher number of single screen cinemas. Greece, in particular, has only single screen cinemas, with the exception of one two-screen site. In addition, most of the Greek cinemas are only open for a limited number of months in the year (either summer or winter). Also in Italy the majority of cinemas are single-screen. There is only one cinema totalling more than 8 screens: Odeon, in Milano (10 screens). 
  
Table 14 shows the number of seats in screens belonging to five different types of cinema: the single screen, double screen, small and medium sized complexes (3-5 and 6-7 screens, respectively) and multiplexes. 
  
The table shows that the average number of seats per screen is highest for single screen cinemas and progressively decreases with multi-screen cinemas. Multiplexes are characterised by a higher average number of seats than seven-screens (or less) complexes. As the more detailed distribution in the table shows, this is mainly because three to five screen complexes have more screens in the smallest classes. Multiplex cinemas also show a high share of screens with 150-249 seats. 
  

	Table 14 

Number of Seats per Screen

	Type of cinema
	<100
	101-149
	150-249
	250-499
	500 - 999
	1,000+
	Average

	1 Screen
	3.0
	6.5
	13.8
	27.6
	41.5
	7.6
	528.5

	2 Screens
	17.4
	17.0
	27.4
	25.4
	11.6
	1.2
	263.2

	3 - 5 Screens
	18.4
	21.0
	30.3
	23.2
	5.6
	1.5
	236.5

	6 - 7 Screens
	14.0
	14.0
	28.8
	30.2
	11.3
	1.6
	288.0

	8 Screens +
	10.6
	18.2
	38.0
	23.2
	4.8
	5.2
	316.3

	Total
	11.7
	14.9
	26.1
	25.5
	17.7
	4.0
	348.7

	SOURCE: MEDIA Salles/LE/BIPE Conseil 


  
Table 15 shows the range of ancillary services available in cinemas across Europe. Sales of snacks or ice creams, be it in the auditorium or via automatic machines, is a common feature of all types of cinemas, particularly for small and medium sized complexes. Differences between the five types of cinemas become far more important with restaurants and other services. Over 30% of the multiplexes in the sample offer videos for sale and 33% have a poster shop. A similar proportion of multiplexes offer other types of services on top of this basic range. Also, the percentage of cinemas with restaurants is far higher among multiplexes. This trend is broadly confirmed when the range of services available in cinemas is analyzed on a country by country basis. Cinemas in Portugal offer the richest range of services: all cinemas have a bar or cafe counter and over 40% of the sites are also equipped with a restaurant (the highest percentage in the study) or bookshop, poster shop or video shop. The UK and Belgium also offer a range of services that tends to be above average. On the opposite end of the spectrum are Greece, where cinemas always have a bar counter but little else, and Italy, where the level of each ancillary service is below the all country average. 
  

	Table 15 

Ancillary Services Offered at the Cinema 

Percentage of Total Number of Sites

	Type of cinema
	Single Screen
	2 
Screens
	3 - 5 Screens
	6-7 Screens
	8 + Screens 
	Average

	Automatic drinks/snacks dispenser
	10.7
	19.3
	31.5
	59.4
	22.9
	24.6

	Sales of ice creams, drinks in theatre
	34.8
	65.1
	79.8
	82.9
	66.1
	62.2

	Bar, counter or cafe
	69.6
	61.1
	66.3
	61.0
	73.7
	67.8

	Restaurant
	3.4
	6.6
	5
	-
	17.3
	6.7

	Bookshop
	5.3
	10.8
	5.8
	0.2
	16.1
	7.7

	Poster shop
	9.7
	14.7
	10.1
	5.4
	33.0
	14.5

	Video shop
	2.5
	4.6
	8.2
	21.7
	32.1
	11.9

	Other
	6
	8.3
	5
	1.2
	30.9
	10.4

	SOURCE: MEDIA Salles/LE/BIPE Conseil


  

	Table 16: 

Cinemas with computerised ticket counters

	Type of cinema
	1 Screen
	2 Screens
	3-5 Screens
	6-7 Screens
	8+ Screens
	Total

	% of total screens
	7.1
	30.8
	50.4
	62.3
	90
	42.5

	SOURCE: MEDIA Salles/LE/BIPE Conseil


  

	Table 17: 

Parking arrangements

	Type of cinema
	1
Screen
	2 Screens
	3-5 Screens
	6-7 Screens
	8+ screens
	Total

	No parking arrangements
	75.3
	55.8
	71.3
	65.0
	15.3
	60

	Cinema's own parking
	12.5
	23.6
	11.6
	27.6
	40.6
	19.8

	Free or reduced fare at nearby parking managed by others 
	 

12.2
	 

20.6
	 

17.1
	 

7.4
	 

44.1
	 

20.1

	SOURCE: MEDIA Salles/LE/BIPE Conseil


  

While slightly more than half the small complexes have a computerised ticket counter, the proportion of multiplexes with such facilities is 90%. Clearly, for single screen cinemas it is not imperative to install expensive computer equipment, while for the multiplex it becomes almost essential. Also, over two thirds of the multiplexes have some sort of parking facility, as opposed to only a quarter of the single screens and a third of multi-screens. 
  
The tables below show the main technical characteristics of cinema screens. More than one type of projection and sound equipment is possible for each screen, and therefore the totals add up to more than 100%. 
  
Table 18 groups the five types of cinemas according to the size of their screens. The pattern is broadly similar to that of Table 14, as bigger screens command a higher number of seats. 
  

	Table 18: 

Screen Size

	Type of cinema
	< 15 m2
	15 - 24 m2 
	25 - 49 m2
	50 - 99 m2
	100 m2 and over
	Average screen area

	1 Screen
	5.3
	15.3
	24.6
	49.9
	4.9
	54.8

	2 Screens
	19
	34
	24.7
	17.1
	5.1
	34.1

	3 - 5 Screens
	21.6
	35
	23.7
	15.3
	4.4
	36.7

	6 - 7 Screens
	14.1
	27.2
	25.9
	20.6
	12.2
	55.4

	8 + Screens
	18.1
	16.6
	39.1
	20.4
	5.8
	40.6

	TOTAL
	14.8
	24.4
	27.2
	28
	5.6
	44.8


SOURCE: MEDIA Salles/LE/BIPE Conseil

  

	Table 19: 

Projection Equipment

	Type of cinema
	16 mm
	35 mm
	70 mm
	VIDEO
	OTHER

	1 Screen
	12.2
	98.5
	8.6
	4.7
	0.9

	2 Screens
	15.9
	99.3
	5
	4.4
	-

	3 - 5 Screens
	9.6
	98.4
	4.9
	2.1
	3.3

	6 - 7 Screens
	0.8
	100
	3.3
	-
	-

	8 + Screens
	3.8
	100
	4.4
	2.7
	-

	TOTAL
	9.1
	99
	5.8
	3
	1.3


SOURCE: MEDIA Salles/LE/BIPE Conseil

 

	Table 20 

Sound Equipment

	Type of cinema
	DOLBY
	THX
	SR
	OTHER

	1 Screen
	69.1
	1.7
	16
	27.6

	2 Screens
	68.4
	-
	17.9
	29

	3 - 5 Screens
	73.6
	0.6
	29.6
	23.6

	6 - 7 Screens
	92.7
	3.3
	35.5
	7.0

	8 + Screens
	78.2
	6.4
	49.1
	17.7

	TOTAL
	74.6
	2.3
	28.7
	22.5


SOURCE: MEDIA Salles/LE/BIPE Conseil

  

	Table 21 

Air Conditioning

	Type of cinema
	Air conditioning
	No air conditioning
	Intermediate system

	1 Screen
	34
	49.1
	16.9

	2 Screens
	48.8
	37.6
	13.6

	3 - 5 Screens
	54.1
	30.3
	15.7

	6 - 7 Screens
	74.5
	5.9
	19.5

	8 + Screens
	87.7
	12.3
	-

	TOTAL
	55.3
	31.1
	13.6


SOURCE: MEDIA Salles/LE/BIPE Conseil

 

Multiplexes and medium sized multi-screen complexes have superior technological features in both projection and sound equipment. Whereas 6-7 screen cinemas are also more likely than any other cinema type to have a very large screen in the site, multiplexes show superiority over other types of cinema in sound equipment, by offering more THX, SR and other sound systems. 
Nearly 90% of multiplex screens have the comfort of air conditioning, compared to 54% of three to five screen complexes. 
  
In general, there is clear evidence that multiplexes offer a range of facilities unmatched by the other types of cinemas. They have better technology standards than either the smaller complex or the single screens. Access to most multiplexes is made easier by parking arrangements and computerised ticketing systems. In a multiplex, viewers have a greater choice of shopping and catering facilities. 
  
The main feature of multiplexes, however, is the fact that the more expensive and up-market overheads can be shared among a greater number of screens. Lower costs per screen combine with a more flexible use of screen capacity to increase the profitability of the cinema. However, the survey did not pick up sufficient financial information to provide evidence for this well-known proposition. 
  
Since the price of admissions varies significantly between countries, irrespective of the number of screens, capacity utilisation is a better measure of the performance of the cinema. Table 22 shows the number of admissions per seat in each of the five type of cinemas hitherto discussed. The figures in the table are based on the admissions reported for each screen during the week of the survey. 
  

	Table 22 

Number of Admissions per Seat per Week

	Type of cinema
	<1 admission per seat
	1 - 2.99 admissions per seat
	3 - 4.99 admissions per seat
	5 - 9.99 admissions per seat
	Over 10 admissions per seat
	Average admission per seat

	1 Screen
	48.9
	32.2
	11.1
	6.4
	1.4
	1.9

	2 Screens
	43.8
	32.6
	15.8
	6.7
	1.2
	2.0

	3 - 5 Screens
	34.3
	31.3
	16.4
	12.7
	5.3
	3.3

	6 - 7 Screens
	13.6
	39.9
	14.9
	19.1
	12.6
	4.87

	8 + Screens
	11.1
	19.3
	19.2
	22.8
	27.6
	7.73

	TOTAL
	34.7
	31.3
	14.9
	12
	7.1
	3.4


SOURCE: MEDIA Salles/LE/BIPE Conseil

  
Nearly half the single screen cinemas recorded less than one admission per seat during the week of the survey, and the proportion of cinemas with this level of capacity utilisation decreases when the number of screens increases. More significantly, the average level of capacity utilisation for multiplexes is over three times as high as that for single screens and significantly higher than that of smaller complexes. 
  
Overall, the survey illustrates the differences between single screen cinemas, multi-screen cinemas and multiplexes. The differences in terms of facilities and equipment are fairly marked between these types. The number of seats and the size of screens is generally smaller for the multiplexes which have a large proportion of their screens in the 150-200 seat category with a 25-49m² screen. Multi-screen cinemas with 6-7 screens do not appear to differ very markedly in terms of facilities and equipment from the category of multiplex cinemas which are defined here as cinemas with more than 8 screens. 
  
  
Multiplexes in Europe: the views of the UK industry 
  
London Economics undertook a small number of interviews with companies in the exhibition and distribution sectors in the UK to seek their views on the impact of multiplexes on the industry, and the likely development of multiplexes in other countries in Europe. London Economics spoke to representatives of Warner Brothers, MGM Cinemas, Mayfair (a company which distributes what it calls "specialist" films), and UCI. This section presents a synthesis of the discussion in these interviews, highlighting the main issues raised. 
  
  
Defining "Multiplex" 
  
There was approximate consensus regarding the optimal formula for a multiplex cinema. One view was 8 screens and 2,400 seats (average of 300 seats per screen); 6 screens in less densely populated areas was another. With 5 screens, a cinema was said to face problems with the distributors, because it cannot keep films on for long enough. A site with 7 screens or more is more attractive to distributors. Another view was that the 14- and 18-plexes which were built in Germany are too big. The latest German multiplexes have 10 screens. In a 14-plex, 60% of revenue comes from 3 screens; the other 11 add little. 
  
On the subject of screen size, one view was that it is preferable to have one very large screen (say 500-600 seats) than two or three large ones (say 300-400 seats), given the formula for the "nut" component of rental charges, which is based on the number of seats in the screen. The nut is the level of box office revenue that goes to the exhibitor before revenue is shared with the distributor. 
  
The smallest screen should have not less than 125 seats according to one view. Any fewer seats, and it is not possible to generate an atmosphere of excitement for the film. Another view is that small screens should have 75-90 seats. This is helpful to distributors, especially independents. 
  
  
The impact of multiplexes in the UK 
  
The general view was that multiplexes had helped to reverse the decline in cinema-going in the UK, but that they were by no means the main agent of change. The demographic change had been a factor, with an increase in the number of 15-24 year olds. Multiplexes appeal to older members of the public, because, with their guaranteed parking, they cater for people who drive a car. Improved quality of facilities in general, and an increased interest in film, following the rapid growth in the video market, and more coverage on television, had also contributed to the increase in admissions. 
  
However, the view of the UK chains in general is that attendance in the UK will not reach 200 million per annum, which would be the total figure if the average person went to the cinema as often as citizens of the US. There are a number of reasons why this might be the case: the cinema-going culture is less strong in the UK than in the US; cars, the transport for which multiplexes are well suited, are more widely used in the US; land is more expensive and it is difficult to find sites in the more densely populated UK; and it is more difficult to obtain planning permission for development outside the city centre in the UK than in the US. 
  
On the cost side, multiplexes provide economies of scale. A purpose built multiplex has usually only one projection room, in the centre of the screens. This means fewer projection staff. Also, multiplexes can take advantage of showing one print in more than one screen. A big release is often shown in more than one screen in a multiplex. In the UK, for example, Jurassic Park was shown in as many as four screens in some locations. 
  
  
Multiplexes in Europe 
  
There was a view that multiplexes would not be as successful in the rest of Europe as they have been in the UK. One of the large chains expressed the view that expansion into Italy and France would be little short of disastrous, and that companies that were following this strategy were only following some dogmatic, short-sighted policy. This is not, however, a view which is shared throughout the industry. The reason the American chains had targeted the UK for multiplex development is the common language, and relative similarity in business cultures. Progress elsewhere in Europe was seen as fraught with the difficulties both of language and of breaking into the existing tightly knit exhibition sectors. However, one of the major multiplex operators is proposing to go ahead with multiplex development in France and Italy. 
  
Another problem with the northern countries in Europe is that many, for instance Holland, Germany and France, have firm policies regarding development of their cities. Authorities are opposed to the building of multiplexes on the outskirts of cities, on the grounds that this would attract people to the suburbs, thereby increasing the ongoing economic deterioration of the city centres. This is both an economic and a social policy. 
  
Expensive film hire is another straightforward economic factor which dampens the enthusiasm of the US chains for expanding in Europe. The UK has the lowest hire rates in Europe, due to the bargaining power of the exhibition duopoly, albeit diminished in recent years by the arrival of greater competition. In Germany, competition between the five circuits enables distributors to charge more. Film rental is about 42% in Germany, compared to less than 40% in the UK - a significant difference. Why should a US company, already doing well as a distributor in Germany, with high rentals, expand into the unprofitable exhibition sector? In France, the three largest French exhibition chains, Gaumont, UGC and Pathé, were said to have an inherent advantage over any potential US or other foreign competitors in the form of the political leverage which they enjoy. 
The other basic economic factor making the rest of Europe less attractive is cost, both of building and operating multiplexes. In mainland Europe, legal requirements on new buildings are more stringent than in the UK. Salaries are also higher in continental Europe than in the UK. 
  
  
Specialist films 
  
The UK chains' view of specialist, or art-house, films is that where they are a commercial possibility they will be exploited. One chain has what it calls a "Director's Chair" evening show in a few selected screens where specialist films are shown. From the point of view of a distributor of this type of film, multiplexes help to expand this market segment, by increasing the number of small screens which are potential outlets for films where the audience is likely to be smaller than average. However, the US distributors have large numbers of films which they want released. Where they are vertically integrated in exhibition they will usually prefer to keep their own films on rather than show an independent specialist film on which they earn a lower margin. 
  
  
Econometric analysis of the success of multiplex cinemas 
  
The discussion of the typical characteristics of cinemas of different screen sizes suggest that multiplexes are on average built to a much higher standard and offer more facilities for customers. Table 22 also suggests that multiplexes achieve far higher utilisation levels. Average admissions per seat in a two weekly period was much higher in cinemas with six or more screens than in single screen cinemas. The same appears to be true for cinemas with 2, or even 3-5 screens. 
  
To test the empirical significance of these findings we undertook an econometric analysis of the survey data. We created a sample of screens which contained all the information which could be considered relevant in determining utilisation levels in cinemas. These include location specific factors, and site specific factors as well as information about the films that a cinema typically shows. 
  
The variables analyzed are outlined in Table 23 below. A full description of the variables and the modelling can be found in section 2.5 on methodology. 
  
A word of caution is required before looking at regression analysis such as the one presented in section 2.5 and reported here. For a one week period when exhibitors are largely committed to showing a particular film, it is largely the success of that film which will secure high capacity utilisation levels. Other factors come into play as a secondary influence on admissions. There is, however, no measure of the quality or appeal of the programme included in our regression. This does not invalidate our analysis but serves as a warning that it is the pipeline of good and bad films which is responsible for the commercial success of an exhibitor. And this should not be forgotten when discussing the role and impact of multiplexes. 
  
The dependent variable is the logarithm of Admissions Per Seat (APS), and this is regressed on a number of country dummy variables and screen and site characteristics. 
  
  

	Table 23 

Variables used in regression to explain admissions per seat.

	Number of Screens
	This is to capture the effect of multi-screen and multiplexes, which may inherently have higher admissions per seat than single screen cinemas.

	Number of Performances
	This is the number of weekly performances in a particular screen of all movies shown in that screen.

	Country Dummy 
	There are 10 country dummy variables included. Germany is the base case.

	Population Dummy 
	There are 8 population categories ranging from catchment areas of less than 25,000 to catchment areas of more than 1 million, distinguishing between town centres and suburban areas.

	Ancillary Services
	There are 7 dummy variables for ancillary variables ranging from the availability of a coffee bar to a video shop.

	Share of Domestic/US Films in Programme
	There are two variables, one the percentage of domestic films, the second the percentage of US films in the screen's programme.

	Parking 
	There are two dummy variables, the first for the availability of reserved parking for the cinema's customers, the second for the availability of free or cheap parking.

	Booking Facilities
	There is a dummy variable for the availability of an advance booking facility.

	Years Since Modernisation
	This is the number of years since the cinema was modernised.


  
  
Results 
  
The results from our preferred specification are shown in Table 24. 
  

	Table 24 

Preferred Specification of Model of Admissions per Seat

	Variable
	Co-efficient
	T-statistic

	Base
	-1.309
	-9.331

	Ln(Screens)
	.204
	5.065

	Ln(Performance)
	.790
	16.526

	Spain
	.337
	4.461

	France
	-.193
	-2.306

	Ireland
	.643
	3.883

	Italy
	-.198
	-2.153

	Town Centre, Pop. 1m plus
	.325
	4.653

	Restaurant
	.333
	2.183

	Poster Shop
	.238
	2.606

	Free/Cheap Parking
	.130
	2.457

	Ln(Years since Modernisation)
	-.093
	-2.903

	R2= .404
	Adjusted R2=.397
	Standard Error = .728


  
Taking Germany as the base, the presence of the other variables will then increase or decrease admissions per seat, relative to Germany, depending on the sign of the co-efficient. 
  
From Table 24 we can infer: 

· The number of screens per cinema has a significant impact on admissions per seat. 

· The number of weekly performances has a strong and significant effect but is less than unity. This implies that there is a decreasing return to putting on more performances. 

· The country dummies for Ireland and Spain show up as positive and significant, as we would expect given the higher frequency of attendance in these countries than Germany, and the not substantially different density of screens. 

· The country dummies for France and Italy are negative and significant. This is probably a consequence of overscreening. The utilisation rate is significantly lower in France and in Italy than in other EU countries. 

· The population variable clearly indicates that higher catchment populations will increase the capacity utilisation. 

· The availability of free/cheap parking will increase capacity utilisation. 

· More recently modernised sites increase the capacity utilisation of screens. 

What emerges from this preliminary analysis is that those features traditionally associated with multiplexes do indeed appear to affect capacity utilisation levels. However, as the simple tables shown in the previous section indicated, these facilities are by no means unique to a multiplex. The fact that the origin of films did not show up as being significant tells us either that exhibitors follow a completely rational policy when choosing their programme or that the origin of film did indeed not matter. Much more likely is that it is the quality of films that matters when it comes to filling cinemas. 
  
  
Multiplex versus multi-screen cinemas 
  
We also tested whether it was possible to distinguish between the success of multi-screen cinemas and multiplex cinemas. The survey did not allow for a precise definition of multiplex cinemas because it did not ask whether the cinemas was purpose built with more than 8 screens. Short of this precise definition we have to use a definition which is based solely on the number of screens (8+). A second regression was undertaken which, instead of the number of screens, used an indicator that distinguished between single screens (base case), multi-screen (3+) and multiplex (8+). This second regression (detailed in section 1.5) confirms the success of multiplex cinemas. 
  
A number of other variants of these models were used, but the same variable remained significant. From the results we can infer that there is clear evidence for the beneficial effects of multiple screens, and the "multiplex" effect for cinemas with 8 or more screens. The 3+ dummy says that capacity utilisation is significantly higher in cinemas with 3 or more screens. The 8+ dummy says that there is a benefit from having 8 or more screens, over and above the benefit of having more than 2 screens. 
  
  
The profitability of multiplexes 
  
The interviews with key people in the exhibition industry highlighted a lack of consensus over the issue of costs and profitability of multiplex cinemas. The total investment required varies with the building costs, price of land and regulation requirements in each country, thus making a general assessment of multiplex profitability a more difficult task. 
  
Nevertheless, we estimated the costs of a "typical" ten screen multiplex in the UK, by using indicative data on building costs and requirements obtained from one of the UK's multiplex operators and data on average costs and admission levels from both the MEDIA Salles' Yearbook and the LE/BIPE survey. All values are expressed using 1992 prices and exchange rates. 
  
The capital costs per seat include: 

· average size of a 10 screen multiplex (4,121.6 square meters); 

· average number of seats in a 10 screen multiplex (2,284 seats); 

· furnishing and equipment cost per multiplex (2,446,260 ECUs); 

· fit out costs per square meter (1,144.2 ECUs); 

· price of land for commercial use in three locations: central London, other town centre and out of town(10). 

The capital costs per seat are then annualized (spread) over 12 years, assuming an economic rate of return of 9%. 
  
The operating costs are: 

· distributors' rental as percentage of gross box office (GBO); 

· VAT as a percentage of gross box office (MEDIA Salles' Yearbook); 

· labour costs as a percentage of gross box office (Industry Sources); 

· overhead costs as a percentage of gross box office. 

Table 25 below shows the profitability of UK multiplexes under various assumptions. 
  
Three types of multiplexes were looked at: type one in a central location in the capital, type two in a central location in another town and type three in an out-of-town location. 
  

	 Table 25: 

Typical 10 screen multiplex (UK)

	 
	Type 1
(Capital)
	Type 2
(Other town centre)
	Type 3
(Out of town)

	Capital cost per seat (ECUs)
	674
	427
	417

	Film rental  
(as a % of GBO)
	40%
	40%
	40%

	Labour costs (1)  
(as a % of GBO)
	9%
	9%
	9%

	VAT  
(as a % of GBO)
	17.5%
	17.5%
	17.5%

	Overhead costs  
(as a % of GBO)
	5%
	5%
	5%

	Total operating costs  
(as a % of GBO)
	72%
	72%
	72%

	Break even point assuming average admission price of 4 ECUs   

(expressed in admissions per seat per annum)
	591
	374
	366


(1) These costs are exclusive of the labour costs for concession stands.

  
According to the BIPE survey, the average number of admissions per seat per year for a ten screen multiplex was 367. Therefore, given the average European admission price of 4 ECUs, cinemas in most town centres are making small losses and cinemas in out of town locations would just break even at average admission levels. However, due to the extremely high price of land in Central London, multiplexes located in the capital would be making a substantial loss if they charged, on average, only 4 ECUs. Multiplexes located in London need to charge a significantly higher price given the number of admissions in order to become profitable or earn additional revenues from concessions and advertising. 
  
In Table 26 below, we have analyzed the profitability of these three types of multiplexes under various assumptions about ticket price. Profitability was examined by comparing the number of admissions per seat per year needed to break even with the average number of admissions of 367. The level of profitability for each scenario is indicated by the number of pluses or minuses (see key below table). 
  

	Table 26: 

Profitability of multiplexes

	Ticket price
	Type 1
(Capital)
	Type 2
(Other town centre)
	Type 3
(Out of town)

	5 ECUs
	- -
	+
	+

	4 ECUs
	- -
	-
	+/-

	3 ECUs
	- -
	- -
	- -


++ = profitable (break even point more than 20 admissions below average)

+ = marginally profitable (break even point just below average)

- = marginal loss (break even point just above average)

- - = loss making (break even point more than 20 admissions above average)

  
Table 26 emphasises the point that multiplexes located in the capital need to price tickets at a level which is substantially higher than the European average in order to remain profitable. Multiplexes in out of town locations, on the other hand, can afford to set prices at the average admission price observed in Europe. 
  
Alternatively, assuming an average ticket price of 4 ECUs, Table 27 shows profitability levels at varying levels of admissions. 
  

	Table 27: 

Profitability of multiplexes (admission price: 4 ECUs)

	 
	Type 1
(Capital)
	Type 2
(Other town centre)
	Type 3
(Out of town)

	300 admissions per seat per annum
	- -
	- -
	- -

	400 admissions per seat per annum
	- -
	+ +
	++


Key as in Table 26

  
Clearly, if ticket prices are fixed at the European average of 4 ECUs, multiplexes located in London would need to attract a far greater than average number of customers in order to remain profitable. In fact, Central London multiplexes would need to attract nearly 600 customers per seat per year in order to make a profit on ticket sales. 
  
However, it is important to note that revenue from ticket sales is far from being the sole source of income for a multiplex. Ancillary activities, such as advertising, tend to generate substantial revenue for multiplexes. A multiplex who appears to be making losses when one looks solely at its primary activity (that is selling tickets for films), may, in fact, be making very healthy profits when revenue from all operations is taken into account. 

(9) In its survey of European multiplexes in 1991, Screen Digest reported plans for 5 new multiplexes in Spain for 1992, and six more in Germany. 
  
(10) In Central London we used a figure of 2,099 ECUs per square meter to represent the capital value of land (including building cost and fit out cost). For other town centres and out of town locations we used figures of 159.3 ECUs per square meter and 108.4 per square meter respectively to represent the land price only. 
  

1.4 The economics of multiplexes 
  
The previous sections surveyed the existing state of knowledge on the multiplexes and their impact in the European exhibition sector. The empirical evidence from the LE/BIPE survey has confirmed the importance of numerous issues, such as the impact of screen density, discussed in Section 1. In this section, we consider some strategic aspects of multiplex operations from an economic point of view. 
  
There are a number of features of demand for cinema which are important in understanding the advantages associated with multi-screen cinemas. We focus on three features, using economic models. 

· Films have a relatively short life: demand for a film is built during the first days of release, and then declines rapidly through time. We see how multiplexes capitalise on this feature using the Dynamic Demand model. 

· The level of demand itself is also unpredictable, so that cinema exhibition is characterised by risk. Multiplexes help the exhibitor to deal with unpredictable demand. We illustrate this in the Random Demand model. 

· Personal tastes and preference have a large influence of the demand for films. Multiplexes enable a single exhibitor to show films of different genres in one cinema. We investigate this aspect in the Dispersion of Taste model. 

The three models are treated independently of one another, so as to focus on one issue at a time. All three models focus on the effect of having many screens, in terms of capturing existing demand for films and cost economies. The models do not go into the possibility that multiplexes generate new demand, for example by providing free parking, or by giving customers a second choice if their first choice film is sold out. The following sections present each model, the dynamic demand model is discussed in greater detail (see Model 1), while the other two models are summarised very briefly (see Models 2 and 3). 
  
  
Model 1: Dynamic Demand for Films 
  
New films are released at different dates and at any one time there will be many films shown in cinemas. A number of them will be in their first week of release; others will be well through their release. Films also differ by type: there are blockbusters, less popular mainstream films, art-house films and repertory films. By having more than one screen on the same site, the cinema can show more than one film at a time, thereby attracting larger audiences. The other possibility is to build other cinemas, but there are clearly economies of scale in building them on the same site: these economies are exploited fully in a purpose-built multiplex where the screens are set out so that a single projection room can serve all the screens. 
  
If a cinema with more than one screen is being built, or if an existing single screen cinema is to be refurbished to include more screens, two questions naturally arise: what is the optimum number of screens to build, and how many people should each one hold? 
  
In order to investigate these questions, we begin with a simple model of demand and supply of exhibition of in a small town. An entrepreneur is considering building one or more cinemas in a town where there are currently none. The hopeful exhibitor has three main choices which we investigate below using the Dynamic Demand model: 

· how many sites to build on; 

· how many screens there should be in each cinema; and 

· how many seats to have in each screen. 

In this model, we assume that films are released at regular intervals, and the frequency of release lies outside the control of the exhibitor. The demand for each film is greatest when the film is released, and then decreases as time passes. When each subsequent film is released, demand for the first film drops suddenly, and then continues to fall at the original rate. The first drop is greatest; the following releases have less effect. A film's audience is usually built up during the first week of release, either as a result of distributors' marketing strategy or because of audience demand leading the supply. We concentrate on the audience of a single screen, assuming that the film in question is neither arriving nor leaving a screen nearby. Figure 3 presents the resulting shape of the demand function for an individual film over time. The demand is the average number of people who wish to attend a single screening of the film. We assume that this pattern of demand is the same for all films(11). 
  
  
The effect of release frequency on demand 
  
We are interested in exploring the effect in the model of changing the assumed time between releases. In order to do this, we must make some assumptions about the effect that changing this parameter has on demand. 
  
In our model, as release frequency increases, total demand at any time will increase. In other words, we assume that demand is to some extent driven by supply. However, this effect is not without limit: in the model, as the frequency increases, the reduction in demand for a film when the following films are released increases. Figures 4 and 5 show the demand for films, and total demand, with four and eight days between releases respectively. 
  
Increasing the frequency of releases also decreases the length of time for which there is positive demand for any given film. If there are more films coming out per unit time, then interest in each film is sustained for a shorter period. Table 28 shows the duration of demand for different values of T, the time between releases. 
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	Table 28 

Duration of demand for films

	Time between releases (days)
	Demand period for each film (days)

	1
	21

	3
	29

	5
	33

	10
	41

	30
	51


SOURCE: MEDIA Salles/London Economics

 

 

The cost of screens 
  
We assume that there is a fixed cost of building screens, and that the marginal cost of an extra seat falls in the capacity range we are interested in. 
  
There are economies of scale in building screens together on one site. Less land is needed, and less staff. Staff can be saved in administration, in selling confectionery, and in manning projectors, if the cinema is purpose-built so that all screens are served by a single projection room. While we assume that the costs per seat for any particular screen is the same, different assumptions have been used regarding fixed costs per screen. In this way we can analyze the effect on the number of screens built of the exhibitor exploiting the economies of scales by building a multiplex on one site. 
  
We do this by assuming a different pattern of fixed costs-per-screen in three cases: 

· when screens are built on separate sites, fixed costs are constant across all screens; 

· a multi-screen establishment would have costs exploiting traditional economies of scale, so that the fixed costs of extra screens falls gradually; and 

· a purpose-built multiplex, which exploits all the potential advantages of this type of establishments, such that the fixed costs of an extra screen are substantially lower than the initial investment level, and constant. 

These three patterns for fixed costs for additional screens are shown in Figure 6. 
  
By reducing the fixed cost element of the smaller screens, building on one site makes more screens profitable, and so more screens are built. This in turn means that overall attendance will be greater in the catchment area: the extra small screens will cater for the "tail" of the demand curve, those people who want to see the film towards the end of its release. 
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Results of the model 
  
So far, our model has established that as more films are released per unit of time, the demand period associated with each film becomes shorter. We have also established that additional capacity has different costs in the three types of cinema analyzed. 
  
Consider first the case of building only one screen. If extra capacity came at no cost, the best choice would be to build a screen large enough to hold the entire potential first night audience. The capacity utilisation of the screen would then decrease as interest in the film fell away, until a new film is released, attracting new demand. However, since there is a cost to building extra capacity, there is a trade-off between being able to accommodate the potential first night audience and the cost of empty seats during the latter period of the release. At the optimum capacity, the cinema will be full for a period at the beginning of the release, and will then empty gradually. 
  
Given the characteristics of demand, the model calculates the optimal capacity for each screen, and the optimal number of screens. The latter is determined by adding screens until the smallest screen is not profitable. For example, if a sixth screen would not be profitable, the optimal number is 5. 
  
At optimal capacity level, with this number of screens, there are two sources of excess demand: in the first period of release, because screen sizes are below the level of demand at the time of each new release; and in the tail of the demand curve, where it is not profitable to build a screen of any size to accommodate so few customers. 
  
We now consider the effect of varying the demand and supply parameters of the model. 
  
  
The effect of more frequent releases 
  
Tables 29 and 30 show the effect of varying the frequency of releases. As releases become more frequent, more screens are built. This is because the "lifetime" (i.e. days of positive demand) of each given film decreases as more films are released in a period of time and demand is concentrated in the first days. 
  
When there are 30 days between each new release (bottom row), only one screen is built, with a capacity of 640 seats. Demand for the film continues for a total of 51 days (see Table 28). However, it is not profitable to build a second screen to capture demand over the 20 days from day 31 to day 51 when demand drops from around 300 to 0. For 10 days, this second screen would be completely empty; the average level of attendance over 30 days would not justify a second screen. When there is a release every day, (row 1) seven screens are built. The capacity of the biggest (747) is higher because each new release is transferred to the next screen before demand has dropped significantly. 
  

	Table 29 

The Effect of Varying Release Frequency on the Optimal Number of Screens and Screen Capacities

	  

Screen No: 
	Optimal seat capacity by Screen

	
	1
	2
	3
	4
	5
	6
	7

	Time  
Between Releases   

(days) 
	1
	747
	355
	304
	269
	239
	216
	201

	
	2
	744
	359
	309
	268
	228
	0
	0

	
	3
	741
	364
	313
	267
	216
	0
	0

	
	4
	738
	369
	307
	246
	0
	0
	0

	
	5
	735
	374
	296
	219
	0
	0
	0

	
	10
	718
	399
	239
	0
	0
	0
	0

	
	15
	701
	426
	0
	0
	0
	0
	0

	
	20
	682
	341
	0
	0
	0
	0
	0

	
	25
	662
	0
	0
	0
	0
	0
	0

	
	30
	640
	0
	0
	0
	0
	0
	0


SOURCE: MEDIA Salles/London Economics

 

We can now show the effect on profits of building many screens compared to only one screen. If the exhibitor is constrained to build a maximum of only one screen then the optimal capacity is the capacity of the first screen in Table 29. In the second period the new release comes into this screen. By building only one screen the exhibitor therefore loses out on the profits from all the other screens which are profitable to build. There is a corresponding loss in attendances, since only the first part of the temporal demand curve is catered for. If the time between releases is 25 days or less, it is better to build more than one screen. 
  

	 Table 30 

Release Frequency and Screen Profit per Screening (£)

	  
Screen No:
	Profit by screen

	
	1
	2
	3
	4
	5
	6
	7

	   

   

Time Between Releases  

(days)  

  

  

 
	1
	1,902
	497
	339
	231
	141
	73
	29

	
	2
	1,866
	496
	338
	215
	95
	0
	0

	
	3
	1,830
	496
	337
	198
	49
	0
	0

	
	4
	1,794
	495
	305
	122
	0
	0
	0

	
	5
	1,758
	495
	257
	31
	0
	0
	0

	
	10
	1,578
	493
	23
	0
	0
	0
	0

	
	15
	1,400
	493
	0
	0
	0
	0
	0

	
	20
	1,222
	165
	0
	0
	0
	0
	0

	
	25
	1,044
	0
	0
	0
	0
	0
	0

	
	30
	867
	0
	0
	0
	0
	0
	0


SOURCE: MEDIA Salles/London Economics

 

 

 The effect of building screens on one site 
  
One of the main purposes of the modelling exercise is to see what difference it makes to the number of screens built if all screens are built on one site, as against individual sites for each screen. We do this by varying our assumptions about the nature of the fixed cost of screens. 
  
Table 31 shows the results for different release frequencies and different fixed screen- costs in the multiplex model. By building a multiplex instead of separate screens, more small screens become profitable. The number of screens built is therefore greater. There is little difference between the two formulations of multiplex fixed costs, since the cost for marginal screens is similar. 
  

	Table 31 

How the Optimal Number of Screens Varies with the Cost of Screens and Release Frequency

	  

 
	Screen fixed cost

	
	High
	Medium
	Low

	(a) Release period 10 days
	 
	 
	 

	Separate sites
	3
	3
	3

	Multiplex, falling fixed costs
	3
	3
	3

	Multiplex, low fixed costs
	3
	4
	4

	(b) Release period 5 days
	 
	 
	 

	Separate sites
	4
	4
	4

	Multiplex, falling fixed costs
	6
	6
	6

	Multiplex, low fixed costs
	6
	6
	6

	(c) Release period 3 days
	 
	 
	 

	Separate sites
	5
	5
	5

	Multiplex, falling fixed costs
	8
	8
	8

	Multiplex, low fixed costs
	8
	8
	9


SOURCE: MEDIA Salles/London Economics

 

However, the difference is greater, the greater the frequency of releases. When there are frequent releases, a significant reduction in fixed screen costs means that many more screens become profitable. If releases are less frequent, then only a few screens become profitable. 
  
The increased number of screens means that more people come to see each film. The main source of excess demand, discussed above, lies in the tail of the demand curve. This excess demand is partly catered for by the extra small screens which become profitable if a multiplex is built. 
  
  
Model 2: Random Demand for Films 
  
Cinema attendances are hard to predict. For US films shown in the UK, the US success gives an indication of the likely success in the UK. In general, however, and even for US films, attendance is impossible to predict accurately before the film is released. 

Let us assume that an existing cinema has a given number of seats. There are two films the cinema could take, a potential blockbuster, and a second film, which is expected to be less popular. The important questions for this hypothetical cinema are: 

· Would it be profitable to split the cinema into two screens? 

· If splitting the cinema is profitable, what should be the relative size of the two screens, given that overall capacity remains unchanged? 

In this model, there is a minimum and maximum level of demand for each film which are known before the film is released. However, the actual level of demand for the film when it is released could be anywhere between these two extremes. The blockbuster is expected to have higher demand than the second film - the minimum and maximum are both higher for the blockbuster. We also assume there is some fixed cost to splitting the existing screen into two. Of course, if instead we consider building a cinema from scratch, then there may be less difference in cost between building one or two screens than if we imagine converting an existing single screen into a 2-screen. Even so, it will probably be more expensive to build a 300-seat screen and a 200-seat screen than a single 500-seat screen. 
  
The profitability of splitting a single screen into two separate ones depends on a number of factors: 

· the overall capacity of the cinema; 

· the level of demand for the two films; and 

· the degree of uncertainty over actual demand. 

In general terms, splitting a screen is profitable if it increases the rate of capacity utilisation of the cinema. 
  
Capacity utilisation will increase, for example, if the overall capacity of the cinema is greater than the minimum level of demand for the blockbuster film. In this case there will be occasions in which a single screen would not be full. Splitting the screen would enable the cinema to show both films, attracting customers with different tastes and effectively increasing the demand facing the cinema. 
  
However, taking an extreme case, if the overall capacity of the cinema is lower than the minimum demand of the blockbuster film, the cinema with a single screen would always have a full house by showing the blockbuster film, and there is therefore no incentive to split it into two. 
  
Such a model shows that revenues can increase from splitting the screen for different levels of overall capacity. Gross profits increase up to the point where the combined minimum demand is large enough to fill always cinema capacity. Beyond this point, gross profits are constant. 
  
Furthermore, gross profits from splitting the screen are larger the greater the overall capacity of the cinema. A larger capacity would in fact allow the cinema to take full advantage of the increase in demand generated by splitting the screen and showing two films. 
  
Uncertainty in demand, however, has different effects on the relative profitability of cinemas of different sizes. This is because greater levels of uncertainty mean lower minimum values of demand, for a given average value. The final results depend on the relative size of demand with respect to overall cinema capacity. 

  
Model 3: The Dispersion of Taste for Films 
  
There are many films on release at any one time, and different films may appeal to different tastes; by having many screens, the multiplex can show more of the films which are on release at any one time. 
  
Let us consider a cinema which has a local monopoly in a small town. There are a variety of films produced of different genres: action, horror, romantic, specialist etc. Different consumers prefer different types of film. In the model, this is represented by consumers tastes being distributed on a circle, with films at different points on the circle. A consumer then has to 'travel' to the film which most closely matches his or her preference. The total "cost" to the consumer of going to a film comprises two elements: how different the film is to the consumer's preferred type of film and the cost of admission. 
  
There is a cost to showing additional films in the cinema: this is the cost of building and running more screens. The price of admission is the same for each screen. The cinema has to decide how many screens to build, and how much to charge for admission. The model then predicts, given the demand for films, and the cost of extra screens, how many screens should be built to maximise profit. 
  
The model demonstrates that one benefit of multi-screen cinemas is the capacity to show films of different genres on one site, thereby capturing more demand than a single screen cinema. This applies in a small town, or in the suburbs of a city, where the overall level of demand is not sufficient to sustain more than one or two cinemas. In a city centre, however, it may not be this reason that drives the development of multi-screen cinemas, since there are usually individual cinemas that show films of a particular genre. The level of demand is high enough in the city centre to make these specialist cinemas economically viable. 
  
In our model, the number optimal of screens increases as consumers become more fussy, or if demand for films in general increases, or if the cost of building additional screens falls. 
  
  
Summary 
  
The three models discussed in this section show that cinemas with many screens profit over single screen cinemas in many ways: 

· Small screens make it economic to show films towards the end of the release when demand is low. 

· Many screens can be more profitable in the face of the unpredictable demand for films. 

· The scale economies of a multiplex make costs lower than for several single screen cinemas. 

· Building multiplexes or multi-screens should also increase total admissions within a region, since a greater variety of films is on offer, and the end-of-release demand, which was not catered for with single screens, is now offered with small screens. 

· Building a multi-screen cinema instead of separate screens makes marginal small screens profitable, and increases the total number of screens built. 

· This has an additional effect of increasing total attendance, since more of the "tail" of the demand curve is catered for. This is a cost-side impact on attendance, not a demand effect. 

· The above two effects are more noticeable the higher the frequency of new releases. 

If many screens are built, rather than just one, the exhibitor makes more profits, and more people see each film. If the many screens are on one site, this effect is increased.
(11) In practice, demand for different films will be nowhere near the same, nor is it actually predictable in advance. This could be incorporated in a more sophisticated model by seeing what happens if we assume that initial demand is a random variable, with an expected value and a probability distribution. Uncertainty in demand is considered, even though within a static framework, in Section 3.2. 
  
1.5 Methodology: the econometrics of cinema capacity utilisation 
  
The efficiency of a cinema site can be measured by seat utilisation rate. We define seat utilisation rate as the number of admissions per seat. 
  
We can divide the explanatory variables into three major blocks: 

· country specific factors; 

· location specific factors; and 

· site specific factors. 

  
Country specific factors 
  
Table 32 displays the annual average cinema visit per person in 1992. The frequency varies considerably across countries, ranging from 0.9 in the Netherlands to 2.2 in Ireland. 
  

	Table 32 

Frequency of Cinema Visits and Density of Screens, 1992

	Country
	Annual Average Number of Visits per Person
	Density of Screens 000s of inhabitants per screen
	Density of Population (number of inhabitants per km²)

	Belgium
	1.6
	23.3
	327

	Denmark
	1.7
	16.4
	122

	France
	2.1
	13.0
	104

	Germany
	1.3
	22.1
	237

	Greece
	-
	25.4
	78

	Ireland
	2.2
	18.7
	51

	Italy
	1.4
	19.1
	192

	The Netherlands
	0.9
	36.4
	444

	Portugal
	1.2
	42.4
	106

	Spain
	2.1
	21.8
	77

	UK
	1.8
	33.0
	236


SOURCE: MEDIA Salles, European Cinema Yearbook, 1993

 

As the frequency of cinema visits rises, the number of admissions per seat should increase. An increase in screen density should also lead to a higher seat utilisation rate. Both screen density and frequency of cinema visits vary across the 11 countries sampled, as illustrated in Table 32. We need to control for these different factors using dummy variables. We created 11 dummy variables - C1 to C11 - with each variable representing a different country. 
  
  
Location specific factors 
  
Location should play an important part in the popularity of a cinema. The larger the catchment area, the higher the utilisation rate is likely to be. For larger towns, it is important to distinguish between screens in town centres and screen in suburban areas; we might expect centre of town locations to be more popular than those in suburban locations. 
  
We created 8 dummy variables that control for location effects. These are: 
  

	PP1
	
	Population less than 25,000 

	PP2
	
	Population between 25,000 and 50,000

	PP3
	
	Population between 50,000 and 100,000

	PP4
	
	Population between 100,000 and 250,000 

	PP5
	
	Population between 250,000 and 1 million;  
cinema in town centre 

	PP6
	
	Population more than 1 million;  
cinema in town centre 

	PP7
	
	Population between 250,000 and 1 million;  
cinema in suburbs 

	PP8
	
	Population more than 1 million;  
cinema in suburbs 


  
Site specific factors 
  
We have identified six categories of site specific factors that may affect the seat utilisation rate at a cinema. 
  
  
Ancillary services 
  
Ancillary services are those services provided by the cinema that do not directly affect the screen but may make the cinema more attractive to customers. We have defined seven dummy variables: 
  

	PR1
	
	Vending machine for drinks/confectionery 

	PR2
	
	Drinks/confectionery for sale in the auditorium 

	PR3
	
	Coffee bar 

	PR4
	
	Restaurant 

	PR5
	
	Bookshop 

	PR6
	
	Poster shop 

	PR7
	
	Video shop 


  
Share of domestic films 
  
A cinema programme generally contains films that belong to one of three categories: domestic films, US films and films from the rest of the world. In general, we might expect a high share of US films to enhance the popularity and thus seat utilisation in a cinema. We have therefore defined two variables: FD and FU. FD represents the percentage of domestic films in the film programme, and FU represents the percentage of US films. 
  
  
Parking availability 
  
Availability of parking adjacent to a cinema will enhance the popularity of a cinema vis-à-vis cinemas without parking facilities. We include two dummy variables: 
  

	PK1  
	
	Availability of a reserved car park for cinema customers

	PK2
	
	Availability of a free car park or a car park with preferential rates for cinema customers 


This is against the base case of no parking facilities. 
  
  
Number of screens 
  
The variable SC tells us whether the film is shown in a single or multi-screen cinema. There are no strong a priori assumptions about this variable. 
  
  
Advance booking facility 
  
An advanced booking facility may increase seat utilisation rates in two ways. Firstly, it removes the uncertainty experienced by the customer when visiting the cinema. Customers may be more reluctant to visit the cinema if they think that they may not be able to view their preferred film. Hence the availability of advanced booking facilities may make the cinema a more popular choice. Secondly, an advance booking facility gives the cinema the ability to assess the popularity of various films. This may lead to an increase in efficiency: the cinema will be better placed to match films screened to customers' preferences. A dummy variable, AB, was used to capture this effect. 
  
  
Years since modernisation 
  
We might expect a recently modernised cinema to be more popular, other things being equal, and so to have higher seat utilisation rates. The variable MOD was used to capture this effect. It must be noted, however, that this variable will not show the impact of a brand new cinema, since no recent improvement is recorded in this case. 
  
  
A Two Week Sample 
  
The data set 
  
We have data on a variety of screen and cinema characteristics, as described above, from 11 European countries, taken from a one week sample period. 
  
Some of the observations were inconsistent and were dropped from the sample. A further number of observations has weekly performance figures that did not seem realistic. We reduced the sample further to include those observations with a weekly performance figure of 35 performances per week. The sample size was 928. 
  
We dealt with the effect of the number of screens in two ways. The first was to simply include the logarithm of the number of screens. The coefficient gives us an elasticity, but as the variable is bound between 1 and 14 we ought to be careful in interpreting that coefficient. The second method was to treat 1-2 screens as a base and include two dummies, MD1 for 3 or more screens and MD2 for 8 screens or more. 
  
  
Results 
  
Using admissions per screen as the dependent variable, we obtained the results shown below. The LM test for functional form was passed but the test for heteroscedasticity failed. The t-statistics were then corrected using Whites heteroscedasticity consistent standard errors. Table 33 is based on 928 observations and uses the logarithm of screens. 
  

	Table 33: 

Results of Small Sample Using Ln of Screens 

	Variable
	Co-efficient
	T-statistic

	Constant
	-1.309
	-9.331

	Ln (Sc)
	.204
	5.065

	Ln (Performance)
	.790
	16.526

	C4
	.337
	4.461

	C5
	-.193
	-2.306

	C8
	.643
	3.883

	C11
	-.198
	-2.153

	PP6
	.325
	4.653

	PR4
	.333
	2.183

	PR7
	.238
	2.606

	PK2
	.130
	2.457

	Ln (MOD)
	-.093
	-2.903

	R2=.404 Adjusted R2= .397 Standard Error= .728


  

· The number of weekly performances has a strong and significant effect but is less than unity. This implies that there are decreasing returns to putting on more performances. 

· The country dummy for Ireland and Spain shows up as positive and significant, as we would expect since these two countries have higher frequency per capita than Germany, which was used as the base case in the regression. 

· The population variable clearly indicates that higher catchment population will increase seat capacity utilisation. 

· More recently modernised sites increase the capacity utilisation of screens. 

· Of the ancillary services, the poster shop and restaurant are the only services that seem to affect capacity utilisation.  

  

	Table 34: 

Results of the Regression with larger sample, and Multiplex Dummy 

	Variable
	Coefficient
	T-statistic

	Constant
	-1.303
	-9.434

	3+ screens
	0.190
	3.076

	6+ screens
	-0.90
	-0.827

	8+ screens
	0.692
	3.565

	Ln(performances)
	0.821
	17.281

	C4
	0.239
	3.232

	C5
	-0.189
	-2.392

	C8
	0.619
	3.829

	C11
	-0.283
	-3.049

	PP6
	0.273
	3.911

	PR6
	0.216
	2.480

	PK2
	0.122
	1.500

	Ln(modernisation)
	-0.094
	-2.995

	R2 = .413
	Adjusted R2 = .405
	Standard Error = .726


  
Table 34 shows the results of using the larger sample with a cut off of 45 weekly performances and uses the multiplex dummy variables instead of the logarithm for screens. 
  
The coefficients for the 3+ and 8+ screen dummies are clear evidence for the beneficial effects of multiple screens, and the "multiplex" effect for cinemas with 8 or more screens. The 3+ dummy says that capacity utilisation is significantly higher in cinemas with 3 or more screens. The 8+ dummy says that there is a benefit from having 8 or more screens, over and above the benefit of having more than 2 screens. The 6+ dummy is, however, not significant. The "multiplex" effect kicks in only with 8 or more screens, not with 6 or 7. 
  

 2 Vertical Integration Movements Within the European Cinema Exhibition Industry 
  
 2.1 Introduction 
  
Since the 1950s, various theoretical writings dealing with industrial strategy have shown the importance, for an economic actor, of being present at the different levels of the sector in which he exercises his core business, upstream activities (production, and even production of raw materials) and downstream commercialisation. 
  
This situation, known as vertical integration, can therefore be defined as the presence of the same group, or the same enterprise, in the activities of production, commercialisation and sales of a given product or service. They are a result of the decision of a firm not to use market transactions but rather to use its own resources to achieve its objectives, as this latter solution is considered less risky, less costly and/or easier than the former. 
  
In the film industry, one can talk about situations of complete vertical integration when describing cases where enterprises or groups take part in the activities of production, distribution and exhibition. For our purposes, we will also be considering as integrated structures which "only" combine the activities of distribution and exhibition. 
  
From this point of view, we consider that the film constitutes the principal "input" of exhibition activity. However, even if it is the essential element for this activity, it is not the only one: exhibition activity also has recourse to other goods and services which can also be the object of vertical integration initiatives. The Kinepolis group, for example, alongside its exhibition activities, also has at its disposal a department specialising in the distribution and maintenance of cinema equipment (projectors, etc.) and an engineering and consultancy subsidiary. These strategic practices remind us that, at the beginning of the century, cinema throughout the world was dominated by integrated structures, controlling even the production of materials. Such practices are marginal today. Although they are interesting, it is beyond the scope of this analysis to consider them in depth, insofar as they represent instances of diversification, rather than of a shift to integration. 
  
On the other hand, we will look in some detail at downstream integration - along the value chain upstream is the sector which sells, downstream is that which buys - and at upstream integration, that is, exhibitors who move up the chain in order to get a footing in the distribution market. 
  
  
The dangers of vertical integration movements 
  
Whatever sector one is dealing with, vertical integration strategies are frequently vigilantly watched by the public authorities, who fear the appearance of discriminatory practices - and therefore not optimal behaviour - between the players within the sector. In cases of "complete" vertical integration, the totality of "production" of the upstream company is absorbed by the downstream firm, and it does not sell any output on the "open market", while the downstream firm deals with the upstream company, and it alone. Both companies then renounce the "open market" for the supply and sale of their production. 
  
In the cinema sector, the equivalent of this is that a company owns or controls a cinema circuit and a distribution structure, and that the group programmes the cinemas exclusively with films which are distributed by the distribution unit of the group, and in which the latter unit only offers prints to the cinemas belonging to the parent group. 
  
This seems unlikely: this situation requires that the distributor has at his disposal a cinema in each local market, which does not occur: it seems limited in practice to a few alternative structures, in the art-house and experimental sector, where the market potential is limited, in each country, to the capital and a few important towns. It is therefore more relevant to consider cases of "incomplete" or "compartmented" integration. The principle of reciprocal exclusivity is then no longer applied. 
  
However, in the cinema sector, such situations of "incomplete" integration can still be sufficient to complicate, in one market or another, independent (non-integrated) exhibitors' access to films. 
  
In the United States, the authorities are - or rather have been - particularly concerned to limit vertical integration strategies. Since the Consent Degree of 1948 and according to the anti-trust legislation, the Majors are not allowed to intervene in the exhibition sector(12). This prohibition, reinforced by anti-trust legislation, is, however, only applicable within the American internal market, and does not concern any of the majors' foreign activity - particularly that in Europe. 
  
  
Objectives 
  
Throughout Europe, there is not one example of a country which has imposed comparable regulatory obstacles to those existing in the United States. This is, undoubtedly, one of the reasons for the presence of the leading US groups as exhibitors in the Old World. 
  
This report aims therefore to identify trends towards vertical integration in the European exhibition sector, to assess their significance and to evaluate their repercussions. 
  
It also seeks to show a dozen players whom it does not seem exaggerated to describe as "integrated structures". 
  

(12) These regulations are weakening at present: the shareholders of several studios also have interests in exhibition. Thus Sony, owner of Columbia, also owns the Loews network, with over 1,000 screens already. Another example is Viacom, who are in the process of bidding for control of Paramount, in a friendly takeover, and who also own a cinema circuit. 
  

 2.2 Vertical integration movements in Europe 
  
The significance of trends towards vertical integration 
  
The significance of trends towards vertical integration is limited: in the majority of countries, the major distributors who control a cinema circuit only possess a very small share of the exhibition market. In every case, the scale is too limited for the existence of the circuit to pose a major film supply problem for other exhibitors, except perhaps in specific local markets. 
  
Nevertheless, in various European countries, certain leading players in the exhibition sector control or own a distribution structure. But, up till now, the significance of these distribution structures is very limited: in Belgium, for example, Kinepolis distribution distributes less than five films a year, which is obviously too little to supply, in any real way, the group's cinemas. 
  
It is also worth noting here that scarcely a dozen structures can risk being classified as integrated, if we define this as holding a market share of more than 5% in both exhibition and distribution, in at least one European country. 
  
Most of these companies carry out their activities within only one national market. UGC is, however, present in both France and Belgium (where it controls the country's second biggest network). And Lusomundo, the market leader in Portugal in both exhibition and distribution, intends to extend its activities in Spain. But, in both these cases, these structures cannot be truly described as integrated except in one national market: in Belgium, UGC has been present as a distributor for no longer than 10 years, and the Lusomundo projects in Spain will be limited to the exhibition sector alone. 
  
It is true to say, in this context, that the only integrated structures at international level are the US companies. And even here, their specific national significance is limited: Warner, MGM and UCI are all present in the UK, and in three other European markets. Despite the spectacular progress they have made within the exhibition sector, and their power in the distribution sector - UIP and Warner are the principal distributors in almost all European markets - the Majors have, up till now, only succeeded in developing a network of cinemas in a minority of EU countries. And Warner still does not hold more than 3% market share in any European national exhibition market, with the exception of Denmark, where it is associated with a local group. 
  
Moreover, one must be very careful when describing United Cinemas International (UCI) as part of an integrated structure. Certainly, it is the result of a joint venture between the two "majors", Paramount and MCA/Universal, and one cannot help being tempted to see its close links with the UIP distribution structure. But that does not alter the fact that UCI constitutes an autonomous legal entity, with part of its shareholding body different from UIP's (which also includes MGM(13)) and exercises a certain autonomy when it comes to programming. 
  
Despite these reservations, this report is still inclined to consider that the two companies' economic reasoning makes them behave like a vertically integrated structure. 
  

	Table 35 

Major vertically-integrated companies in the European Union (1990-92)

	 Country
	Companies
	Share of exhibition 
(% admissions)
	Share of distribution
(% admissions)

	Belgium
	-
	 
	 

	Denmark
	MGM/Nordisk Film Biografer AS

Dagmar Scala
	36%

 

9.5%
	40% (Nordisk Group)

22% (Warner & Metronome)

	France
	UGC

Gaumont

Pathé/AMLF
	14.8%

11.4%

7.3%
	8.5%

7%

15% (AMLF)

	Germany
	-
	 
	 

	Greece
	-
	 
	 

	Ireland
	Ward Anderson

UCI/UIP

MGM
	47%

22%

11%
	12% (Abbey Films)

n.a. (UIP)

n.a. (UIP)

	Italy
	Penta Films/ Cinema 5
	4%
	37%

	Netherlands
	MGM
	26%
	n.a. (UIP)

	Portugal
	Lusomundo
	55%
	60%

	Spain
	Cinesa (UCI)
	9.5%
	17% (UIP)

	UK
	MGM

UCI/UIP

Rank/Odeon
	29%

18%

21%
	 

26% (UIP)

9% (Rank)

	All EU
	 
	25%
	24%


  
  
Analysis of national markets 
  
Germany 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	Warner
	25%
	1%

	UIP (1)
	17% (UIP)
	3% (UCI)

	Neue Constantin
	6%
	1%

	(1) See, however, the comments made on p. 51


  
In Germany, vertical integration phenomena are currently weak: the most important exhibitors are hardly present in the distribution sector. Thus, for example, the Riech group, which owns more than 400 screens located in the most important urban areas, has limited it activities, since its creation in 1945, to the exhibition market alone. If one of its subsidiaries is known as UFA Theatre AG - the name of a subsidiary of the multi-media group Bertelsmann - this is due to the origin of the company, which was acquired over 20 years ago from Bertelsmann. Riech therefore carries out no production or distribution activity. The same applies to the second biggest network, Flebbe, even if one of its shareholders, Scriba (20%) also hold shares in Tobis (30%), which is a medium-sized distribution structure. 
  
On the other hand, the major distributors, who are either American (Warner, UIP, etc.) or German (Neue Constantin) do not as yet possess anything more than a symbolic share of the exhibition market. Warner and Neue Constantin only own one complex each to date (respectively 9 and 13 screens). UCI, even if it is seen as linked with UIP, owns three complexes (42 screens), and its market share in terms of admissions still is no more than 3%. 
  
Moreover, as far as we can see, these vertical integration mechanisms have hardly any influence on cinema programming practice: the screens which the distributors possess are not used as privileged channels for the programming of their films, and, in the case of these groups, the different units are constituted as autonomous bodies, whose internal invoicing is always at market prices. 
  
Nevertheless, these vertical integration trends can be expected to accelerate with the opening of multiplexes. The companies which are opening such complexes are often in practice also distributors. This is true for Neue Constantin, but particularly so for the subsidiaries of the US majors. Already, UCI is the most important foreign exhibitor in Germany, even if, out of the 14 multiplexes which UCI proposes to open, only 3 have seen the light of day, and even if there currently appears to be a pause in the construction of these establishments. 
  
However, the fact that these multiplexes, as a result of the number of screens, have developed an "all products" strategy seems effectively to limit the effect of these trends and their consequences for the other players in the sector. 
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Belgium 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	Belga (Hemelaer)
	6%
	3%

	Independent Films
	13%
	1%

	Cinélibre
	5% 
	1%

	Excelsior (Heylen)*
	1%
	7%

	(*) Heylen ceased trading in September 1993.


  
In Belgium, the horizontal integration of the sector undoubtedly has important consequences for any vertical integration. Therefore, although one can ask about the repercussions in the medium term of the growing power of the Kinepolis group - which accounted for well over half the admissions at the end of 1993 - it seems obvious that access to films is not rendered particularly difficult by the presence of vertically integrated players. One sees here a fairly clear separation between exhibition and distribution functions: the most important distributors are not present in exhibition, and the principal exhibitors only marginally exercise a distribution function. 
  
The distribution structure of the Kinepolis group (Kinepolis Group Distribution) is in fact - certainly to date - relatively inactive (2 films distributed in 1992). On the other hand, Baron Heylen, an historic player in the sector, who had at his disposal a distribution structure (Excelsior Films) and a collection of cinemas in the big Flemish towns (Antwerp and Bruges) was made bankrupt in September 1993. 
  
The strategies of the foreign players do not provide more dramatic examples of vertical integration trends: undoubtedly as a result of the power of the Kinepolis group, the US majors do not own a single Belgian cinema. UGC, present as an exhibitor in Brussels, does not carry out distribution 
activities in Belgium, as it does in France. And Gaumont shut down it Belgian subsidiary - which did not own a single cinema - in 1992. 
  
Two "independent" structures are by contrast present in the two different channels: the Hemelaer Brothers, who own a complex at Namur and several cinemas in the smaller Walloon towns, also control a distribution structure (Belga Films), which has a share of just over 5% of the Belgian market. And Independent Films, a distribution structure which is growing fast, specialising essentially in independent American films (Basic Instinct etc.) also owns two cinemas. Both cases are, however, only regional circuits, and this obviously limits the possible consequences of vertical integration for any competitors within the confines of their local markets. Also, given the limited number of films distributed by their companies, their cinemas cannot content themselves with supply only from their groups' distribution structures; they do have to trade with the principal distributors, alongside the other exhibitors. 
  
Lastly, and paradoxically, the only real case of vertical integration is to be found in the arthouse sector. 
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Cinélibre, an alternative distribution structure, specialising in more demanding films, effectively manages a cinema in the centre of Brussels, whose programming is made up of works distributed by this company. Their type of programming corresponds so little to that of the major circuits, that little conflict seems to arise from this, particularly as, if they did hold the rights on a film which received wide media attention, their structure would not make it impossible - in fact, would make it easy to release the film in parallel, in their own complex and a multiplex (UGC De Brouckère and/or Kinepolis). 
  

Denmark 
  
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	Nordisk via Nordisk Group
	38%
	36% (MGM/Nordisk Film Biografer)

	Warner & Metronome
	22%
	9.5% (Dagmar/Scala)


  
  
The vertically integrated companies - either directly or indirectly - represent over 45% of admissions in Denmark. This figure is even higher if we consider that Denmark’s exhibition industry is still highly fragmented; three quarters of screens are in the hands of independent exhibitors. But the two principal networks are present, in their different forms, in the other levels of the film sector. 
  
MGM/Nordisk Film Biografer AS, the most important Danish network, has eight cinemas - three of which it also uniquely programmes - accounting together for fifty screens, and 15% of the country's screens. The cinemas are situated in Copenhagen (3), in its suburbs (1) or in the big towns (Odense, Esbjerg). The flag-ship of this network is undoubtedly the Palads, in Copenhagen, a multiplex with 17 screens, which realises on its own 40% of admissions within the capital. 

As a result, MGM/Nordisk can largely dominate the Copenhagen market, even if its influence has declined in recent years: 75% of admissions in 1989, 67% in 1992. 
  
MGM/Nordisk is held in equal parts by Nordisk Film AS, a national holding company in the communications sector which is in turn held by Egmont International Holding, and by MGM Holding, whose products are distributed by UIP (cinema market) and Metronome Video AS (video market). By contrast, Nordisk has the profile of a vertically integrated group, present in different levels of the sector: exhibition, distribution (Columbia Tri-Star, Orion, 20th Century Fox via Constantin, Disney since 1993), audio-visual production and film production, a domain of activity which is far from negligible in Denmark, as national films represent, depending on the year, somewhere between a fifth and a quarter of cinema admissions. 
  
Beyond argument, Nordisk is therefore the principal player in the Danish cinema market as producer, distributor and exhibitor all at the same time. But Dagmar/Scala also has, to a lesser extent, a vertically integrated structure. This company owns two complexes with 4 and 5 screens in Copenhagen, which gives it nearly a quarter of all admissions in the capital (9.5% of the national market). And its shareholders - Warner, and Metronome Holding AS - also hold in common a distribution house - Warner & Metronome. 
  
In addition to this, Metronome Holding has interests in production companies, and in record distribution companies, and controls Metronome Video AS, the video distribution company which distributes Warner and MGM films. 
There is also a cinema in Copenhagen, the Grand, which owns a small distributor, Camera. 
  
The power of the integrated structures where US majors are present is particularly visible and significant in Copenhagen. Together, their cinemas, which essentially programme mainstream family films, account for nine-tenths of the admissions in the capital, a situation which effectively bars the entry into the market by a new player. All the more so since, in Denmark, the relationships between the distribution and exhibition branches of integrated structures are especially strong, as a study of Copenhagen's programming in 1992 shows. Amongst the films programmed in the MGM/Nordisk cinemas - the Palads, the Imperial and the Palladium - respectively 69, 65 and 79% of productions were distributed by Nordisk or by its related companies. These films only represented 20-25% of films shown in the other cinemas in the capital. On the other hand, 73% of films distributed by UIP were programmed in the MGM/Nordisk cinemas. Conversely, films distributed by Warner and Metronome represented 60% of the productions programmed by Scala and 68% of those programmed by Dagmar, the two complexes in which Warner has shares. 
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Spain 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	UIP
	17%
	9.5%

	Lauren Films
	8% 
	3% 

	Warner Española
	24% 

(Warner Española)
	-

(joint venture with Lusomundo)


  
  
In the Spanish market, Cinesa is the clearest case of a vertically integrated structure. This circuit, the leading player in the exhibition sector with 73 theatres, influences 10% of the market. Its significance will grow in the next few years, as a significant investment plan is in progress (1.8 million Ptas in 1993) which will consolidate its position by the opening of another 50 theatres between now and 1995. 
  
Cinesa is a subsidiary owned 100% by United Cinema International (UCI), which is itself owned by MCA/Universal and Paramount, whose films are distributed, as well as those of MGM and Iberoamerica, by UIP-Spain (17% of the market). 
  
Incidences of vertical integration do not stop there: a hundred screens are controlled by small distribution houses like Lauren Films, Alta Films (Cinés Renoir) and Izaro Films (Empresa Reyzabal). But above all, Warner Bros, absent until now from the Spanish exhibition sector, has become associated with the Portuguese firm Lusomundo, with the aim of opening 50 screens in the next three years in the big towns in the country, in the form of important multi-screen complexes or multiplexes. A first complex, with 8 screens, will open in the outskirts of Madrid during 1994. 
  
With the arrival of this new major in the exhibition sector, and the development of Cinesa, more than 10% of the screens (155 screens which are open all the year round) are controlled by US-based integrated companies. 
  
The repercussions of these integration trends are however, very varied. It is recognised that distributors can, once they are in a position of strength in the market, insist that exhibitors grant privileged access for their films to their cinemas. These direct lines between distributors and exhibitors can obviously be found in practice in integrated structures, but to different degrees. The Lauren Films cinemas programme virtually nothing except the works which their parent company distributes; however, UIP only supplies Cinesa with about 30% of its programming, which is certainly more than its market share as a distributor, but too little to conclude that there are exclusive ties between these two structures. 
  
Anyway, the existence of integrated structures does not seem to be a necessary condition for assuring distributors of the loyalty of exhibitors: 80% of the programming of the Bautista Soler network is supplied by Warner Española, even though the only links between these two structures are commercial ones. 
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France 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	UGC
	8.5%
	14.8%

	Gaumont
	7%
	11.4%

	AMLF
	15% 
	7.3% 

(Pathé)

	MK2
	1%
	1.5%


  
At first glance, the French market seems to be characterised by significant vertical integration. The three principal circuits, who between them account for nearly 33% of admissions (from cinemas they own) are each part of a larger structure which controls, amongst other things, an important distribution house. 
  
UGC, the first of the six main circuits, holds sway over about 9% of the distribution market and 14.8% of admissions. Gaumont (11.4% of admissions) accounts for 7% of the distribution market by admissions. Pathé, the third French network, is a part of the Chargeurs group, which controls amongst other things AMLF, the second largest distribution company in France after Warners. The integrated character of these structures is even more dramatic, as they all three exercise some production functions, either directly (Gaumont) or indirectly (UGC and Pathé). 
  
The power of the national circuits, reinforced by the attitude on the public authorities, has, until now, dissuaded the US majors from trying to intervene. This is even more so as the circuits already occupy extremely strong positions within the most profitable markets: between them, they control 90% of admissions in the large provincial towns, and 62% of the Parisian market. Besides, each of them is in the middle of modernisation programmes, and intends to open various multi-screen complexes with more than 8 screens in the next few years, like the one opened in 1993 by Pathé in Toulon. 
  
Yet various factors seem to work to limit the repercussions of this vertical integration. The three leading integrated structures between them only control a third of the French distribution market, which is still dominated by the US majors, Warner (17%), Columbia Tristar (12%), UIP (10%), Fox (3%). Independents are also present: Bac Films (6%), AFMD (4%) and Paneuropéenne (2%). 
  
The competition between the circuits is only relative: in most provincial towns, and in the majority of the ten catchment areas within Paris, current trends of successive agreements and swaps of screens have brought changes in market share. In Lille, Strasbourg, Lyon, and Marseille, for example, only two of the three circuits are present. And in Nancy and Caen, the situation is quasi-monopolistic. In these cases, the cinemas follow an "all products" supply policy, and, conversely, the distribution structures are constrained to trade with the complexes within each of these markets, even in they are not cinemas under the auspices of their group. 
  
The effects of vertical integration are therefore only significant when the various circuits are effectively in competition - a situation which is increasingly rare - and, above all - something which is frequently the case in the provinces - when the circuits are in competition with cinemas which are members of a regional group or alliance, or are still independents. 
  
In addition: officially, distribution and exhibition activities are constituted, according to their structures, as autonomous profit centres. This does not exclude the existence, in a competitive situation, of privileged links between the cinemas and distribution structures of the same group. Examples here amongst recent films are Beaucoup de bruit pour rien, distributed by UGC, and released, in Paris, essentially through the UGC complexes, and Fanfan, distributed by Gaumont, released through Gaumont cinemas. 

These situations are, however, far from systematic. They only exceptionally require the intervention of the Médiateur, who is more active in conflicts linked to exclusivity agreements. 
  
Moreover, Gaumont, UGC and Pathé are not the only integrated structures within the sector. In Paris, the films distributed by MK2, the distribution house of Marin Karmitz, which specialises in auteur films, are primarily released in 14 Juillet cinemas which belong to the same company. And several other exhibitors who specialise in Art and Experimental films have also developed their own distribution activities - like Acacias. 
  
In 1993, it is important to note that, whilst the balance of power in exhibition did not change, there were substantial changes in distribution: 

· Gaumont, thanks to Les Visiteurs, and its agreement with Buena Vista, moved to the top of the distributors league, with a market share of 20%. 

· AMLF, by contrast, whose films were less successful than in previous years (they had only one success, Germinal) lost market share: by the end of December 1993, they were the fifth player in the Paris region. 

[image: image11.png]Market share of the principal distributors in France,
average 1990 - 1992

igure 11

Wamer

AMLF

Columbia / Tristar

uP

uee

Gaumont

0% 4% 8% 12% 16% 20%

B pistributors who do not take part in exhibition activities
Distributors who are directly or indirectly involved in exhibition activities

Source: MEDIA Salles / Cine Finances / BIPE





 

 

Greece 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	Elke
	NA
	9%

(Assos Odeon)

	Spentzos
	NA
	2.5% 

	Prooptiki
	NA
	1.5%


  
In the Greek market, vertical integration movements in the strict sense, as a union within the same enterprise or the same group of the activities of distribution and exhibition, are in fact quite limited. 
  
The American majors are effectively absent from the exhibition sector. Most of them are even absent from the distribution sector, as Warner, Fox, Disney and Columbia are all represented by Greek companies. Only UIP has a Greek subsidiary, of the same name, in Athens; it nevertheless remains absent from the exhibition sector. 
  
On the other hand, the exhibition sector is to date fragmented - the three leading networks between them represent less than 15% of admissions - so that the size of any vertical integration movements is, by definition, limited. 
  
Nevertheless, since 1985, three out of the five leading distributors have taken control of some cinemas, either through acquisitions, or by taking out a several-year lease. Elke (Warner, Carolco, etc.) also manages, through its subsidiary Home Video Hellas, 14 screens mainly located in Athens and Salonica, which have been renovated with sponsorship from Assos cigarettes, whose name and colours they now carry. 
  
Spentzos, (Fox, Sovereign, etc.) for its part manages 4 screens in Athens and therefore has at its disposal a market share in exhibition of about 2.5%. And Prooptiki (Columbia, Orion, Touchstone, Disney, Buena Vista, Hollywood Pictures, etc.) owns two cinemas in Athens. 
  
The low number of cinemas concerned - only a score in total - obviously limit the effect of vertical integration phenomena. However, these will increase in the next few years. Distributors certainly figure amongst the rare players who will form the foundations of an eventual integration movement and/or one to modernise the Greek cinema industry. 
  
Moreover, the links between the cinemas and the distributors who control them are undoubtedly more direct than in integrated structures in other European countries. Relationships between distributors and exhibitors in Greece are generally in the form of exclusive affiliation contracts. This obviously applies just as much to the cinemas which are owned directly or controlled by a distributor. Taking over a cinema in one way or another, for a distributor, is also the easiest way to secure a network of "affiliated" cinemas, whatever the performance of the titles in its library. 
  
  
Ireland 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	Abbey Films
	12%
	47% (Ward Anderson)

	UIP1
	NA
	22% (UCI)

11% (MGM)

	1 See, however, the comments made on p. 51


  
With Portugal, Ireland is definitely the European country where vertical integration phenomena are most clear and most evident. 
  
The leading player in the sector, Ward Anderson, owns more than 40% of the country's cinemas, and also possesses a distribution structure - which has at its disposal a more modest market share, somewhere between 10 and 14 % - and mostly deals with independent US companies, or English ones. 
  
The US majors are also present as exhibitors in Ireland, but only in and around Dublin. UCI, controlled by Universal and Paramount, in fact owns two multiplexes, one with ten and the other with a dozen screens, in the Dublin suburbs. MGM, (formerly Cannon) controls the Adelphi-Carlton group, and has until now only two complexes, each with four screens, in Dublin; but the number of screens owned by this company will double in 1994, after the opening of a multiplex with 8 screens in Parnell Street, right in the centre of the capital. 
  
More than 80% of admissions are therefore recorded by cinemas held by a distribution house or linked to one. This situation does not, however, seem to have any major repercussions in terms of access to films, at least to date. 
  
Independent exhibitors only hold a marginal position in the market. Even if they represent 40% of installed sites, in the majority of cases they are single-screen establishments, located in the very small provincial towns, and therefore of little interest to the main circuits. In these markets, they are, in almost all cases, in a monopoly situation, and this allows them access to films without (many) problems, even if they are distributed by the integrated structures. 
  
In Dublin, competition is lively between the three main circuits, and "alignments" are prevalent, as in the United Kingdom - these are exclusive agreements between US distributors and the circuits. Ward Anderson is thus benefitting from an agreement with Fox, Columbia and Buena Vista, just as MGM is linked to UIP, even though it is a competitor in exhibition with UCI. On the other hand, the suburban multiplexes, whether the complexes belong to Ward Anderson or to UCI, are following an "all products" policy, because of their size. 
  
Even if, as part of the Ward Anderson group, Abbey Films has a reputation of giving priority treatment to establishments within its group, the integrated structures seem to separate their distribution and exhibition activities. It is not certain if that situation can continue: the opening of the next multiplex in the centre of Dublin may well upset all the current practices. 
  
  
Italy 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	Penta
	31%
	3.3% (Cinema 5)

	Istituto Luce
	0.4%
	NA


  
  
Despite the movements towards integration observed since 1980, the Italian market is still very fragmented. The effects of any vertical integration are therefore necessarily limited. 
  
The most obvious case of an integrated strategy is undoubtedly the Penta/Cinema 5 ensemble. Penta is the mother society of Cinema 5, the leading circuit in the country, and is effectively also itself the market leader in distribution. As well as this, the activities of its two shareholder companies, Cecchi Gori and Silvio Berlusconi Communications (Fininvest) are not limited to distribution and the management of cinemas, but are also concerned with other levels in the chain (production) and, for Fininvest, other methods of exhibition (TV, video distribution, foreign rights, etc.). 
  
The links between production and exhibition activities are also more clear in Italy as programming agreements have now existed there for several years, at least in the big towns, between cinemas and distribution houses. These privileged relationships between the players in different levels of the industry also obviously exist in the case of integrated structures. The cinemas of Cinema 5 state that they thus earn 60% of their box office from films which are distributed by Penta, whose average market share at the national level in the 1990-1992 period was about 31%. 
  
But Penta/Cinema 5 is not the only player in this situation: Istituto Luce, a public circuit of a dozen screens, essentially programmes works which the structure also helped produce. 
  
As yet, there have been no judicial decisions relating to these practices; indeed they are, by contrast, judged much more positively, and sometimes even encouraged. The Emilia Romagna region has, for example, adopted a law which seeks to promote and aid the co-operation between cinemas, or the forming of consortia. Elsewhere, the creation of common structures between distributors and (groups of) exhibitors is encouraged, so that they can manage various services together. 
  
Whatever their cause, the financial difficulties in which Penta/Cinema 5 finds itself make the selling-off of its cinemas a credible hypothesis, and this would open up the possibility of US companies like UCI or Warner finding a foothold in the Italian market. 
  
  
The Netherlands 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	UIP (1)
	NA
	26% (MGM) (2)

	(1) See, however, the comments made on p. 51  
(2) Which represents about 30% of the box office.


  
In the exhibition market, MGM directly controls 66 screens. This circuit was previously owned by Cannon, who in turn first acquired an important part from another foreign operator, Rank, and then bought the circuit of two of its competitors. MGM circuit captures about a third of box office in the Netherlands. Moreover, the position of this circuit is reinforced by the monopoly or quasi-monopoly situations from which it benefits in the large towns in the west of the country, in Amsterdam, Rotterdam and The Hague. 
  
The prospects for development of this circuit are, however, uncertain: officially, MGM's strategy consists in progressively closing some of its cinemas, in order to invest massively in the creation of multiplexes, as in the United Kingdom. But various experts have shed doubt on the viability of such a policy in the Netherlands. 
  
Except for MGM, true vertical integration is marginal: the other important distributors are not present in the exhibition market, and the other major circuits (Jogchem's Theatres, Wolff and Minerva) are not linked, in any significant way, to any distribution house, even if they do keep to the spirit of the many exclusivity agreements between groups of exhibitors and distributors which are characteristic of the current situation in the Netherlands. 
  

Portugal 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	Lusomundo
	60%
	55%

	Castelo Lopes
	-
	10%

	Warner
	NA
	3.5% 

(with Lusomundo)

	Atalanta/Medeia
	NA
	NA


  
Alongside Ireland, Portugal is undoubtedly where vertical integration is most obvious. Lusomundo, the most important film company in Portugal, is effectively leader both in distribution and in exhibition. Its position is particularly dominant in the majority of important towns, and above all in Lisbon, where it controls more than two thirds of all screens. 
  
These phenomena are not limited to Lusomundo. Castelo Lopes, another distributor (Fox, Gaumont, UGC, Renn Productions, etc.) owns 14 screens (and a complex of 5 screens under construction at Porto) and currently has a 10% market share. 
  
In the absence of effective regulation, all the independent players are weakened by this situation. Independent distributors may experience difficulties in acquiring profitable leader titles - the rights are generally held by Lusomundo as the privileged access channel for films in the Portuguese market - or of finding obstacles to their products in certain local markets. And, above all, numerous independent exhibitors emphasized the difficulties they encounter in getting an adequate supply, wherever their cinemas are in direct competition with the integrated structures. This is why, for example, in Aveiro, where independent exhibitors, who account for half the screens, complain about their inability to get access to Lusomundo's films (which owns the other screens in the town) or to Warner films, to which the integrated structure is given priority treatment. 
  
Whatever the cause, in order to obtain prints, the independent exhibitors frequently depend on their competitors, and above all on the principal one (Lusomundo) or its associates (Warner) or even other distribution houses vis-à-vis whom Lusomundo is in a position of power (Columbia). Their margin for manoeuvre is therefore extremely reduced, and one cannot, in the medium term, exclude the possibility of the entire cinema exhibition sector being a monopoly or quasi-monopoly. 
  
Already, at present, the independent exhibitors seem to be forced to propose programmes which only contain second-run films (move-over), or to limit themselves to B films, or to opt for a niche strategy. Carrying out the latter policy may well in turn result in the development of alternative integrated structures, like Atalanta/Medeia, a specialist distribution company which owns 16 screens and show an alternative programme based on quality films and European productions. 
  
  
United Kingdom 
  

	 Leading distributors present in exhibition
	Market share of distribution (% of admissions, 1990-1992)
	Market share of exhibition
(% of admissions, 1990-1992)

	UIP (1)
	26%
	29% (MGM)

18% (UCI)

	Warner
	27%
	3%

	Rank
	9% (1991)
	21%

	Artificial Eye
	1%
	<1%

	(1) See, however, the comments made on p.51


  
Amongst the five big European markets, the United Kingdom is undoubtedly not only the most concentrated, but also that where vertical integration situations are most clear. 
  
The leading circuit is MGM, controlled by the French publicly-owned bank Crédit Lyonnais, which also owns, since it disentangled itself from Giancarlo Paretti, the GM studio, whose products are distributed throughout Europe by UIP. 
  
The second operator, Odeon Cinemas (with 21% of admissions) is part of the British group Rank Organisation, which also controls a distribution house (Rank), production facility (Pinewood Studios) and film and video processing (Rank Laboratories). After Rank Screen Advertising was sold off in 1992, rumour spread that the group was also intending to divest itself of its cinemas, which currently number 73 sites (314 screens). 
  
UCI, the third United Kingdom circuit, is a consortium formed by the two majors, Paramount and MCA/Universal, who both distribute their films in Europe through UIP. The configuration of its sites is however, very different from those of the other leading circuits, as, with the exception of two cinemas in London, all its establishments are multiplexes. UCI was the first major to develop multiplexes, having taken over AMC. 
  
The direct competitor of UCI in the UK, National Amusements, which also is characterised by the homogeneity of its cinemas (9 multiplexes with at least 11 screens each) controls between 6 and 7% of the British market. Amongst the principal circuits, it is the only one which one hesitates to describe as operating within an integrated structure. Its links with its production and distribution activities are in fact very slack, and, until now, very indirect(14). 

Finally, of the various American companies controlling a circuit in the UK, Warner is undoubtedly the least active in the exhibition market. Although its distribution house dominates the English market (27% of admissions in 1992), the circuits belonging to Time Warner Inc, only owns 7 cinemas in the UK, representing 64 screens. At this level, its market share scarcely exceeds 3%. 
  
Two of these circuits - UCI and Warner - possess a cinema in the centre of London which programme essentially - but not exclusively - films distributed by the group, thus playing, for their products, the role of "showcase" cinemas. This is perhaps the only exception to the general rule that relationships between distribution and exhibition activities in the integrated companies are tenuous. All the companies concerned insist on the fact that these activities are carried out at arm's length. This is a long way from the time when Cannon used its cinemas (formerly the ABC and the Classics) to programme films produced by Golan Globus, which were not released via other cinemas. 
  
The most direct lines between exhibition and distribution activities are instead those made by small integrated structures, specialising particularly in European films. Three groups, Artificial Eye, Curzon/Mayfair and Mainline show films essentially in their own cinemas (Cinemas Ltd., GCT, etc.). Mayfair, for example, guarantees its "flag-ship", the Curzon, exclusivity for Greater London. The reasoning advanced is that this type of integration is the only policy capable of rendering specialist films commercially viable. But it might well be thought that such a policy results in too limited a number of prints of films which, in other countries, would benefit from a wider showing. 
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(13) In certain countries, like Ireland and the United Kingdom, two of the shareholders of UIP (Paramount and Universal) on one hand and MGM, the third shareholder, on the other hand, find themselves in competition in the exhibition sector. 

(14) The shareholders of National Amusements are also present in Viacom, a company well-known throughout the UK for its television and cable activities; but above all, this group launched a friendly take-over bid for Paramount in September 1993. 
  

 2.3 The foundations of vertical integration strategies 
  
Anyone seeking to identify objective reasons for the various different vertical integration situations experienced within the film and cinema sector, will find the task proves to be very difficult. In certain cases, these situations have not even in fact been the object of specific strategic decisions on behalf of the relevant group. Their origin, sometimes very old, can be linked to mergers or acquisition resulting in the enterprises owning, amongst their other activities, a circuit, even if this was not originally the motivation or determinant of its operations. 
  
Improving the profitability of investments 
  
Moreover, the motives on which financial integration strategies are based may surely also relate to purely financial logic, even before commercial and industrial considerations. For a firm, integration is no more than one of many strategic options, which include diversifying or entering a new sector of activity. In this case, the enterprise simply judges that the practical investment in the downstream activity (in the case of downstream integration) or in the upstream activity (in the case of upstream integration) is likely to offer a higher return than the capital venture cost. 
  
One would be wrong to believe that the fall in the number of admissions had a negative effect on the results of the principal exhibitors. The very fact that a sector is "in decline" makes the appearance of new opportunities for the more dynamic and powerful players more likely. 
  
Exhibition activity, in a certain number of cases, can in fact prove very attractive: the profit margins obtained by the most dynamic players are high: the Kinepolis group, for example, announced that the pay-back of its investments relative to the multiplex located in the outskirts of Brussels is less than 7 years. But it must be stressed that the property and construction costs relating to that enterprise were very favourable, and that a return on investment could only be expected in the long term, in Antwerp, say, or in Germany generally, where investment per seat is three times that required the figure possible in Brussels. This financial motivation can also be reinforced if the players present reckon that staying within the same sector gives them a distinctive advantage given the operational knowledge that they have already gained in that domain, or given their image or public profile. 
  
It is thus incontestable having a record company with a high public profile amongst young people considerably facilitated the opening by Virgin of its Megastores in the UK and France. Everybody already knows at least the name of Metro Goldwyn Mayer and Warners. At a lower level, French and Italian spectators have grown accustomed to the names Gaumont or Fininvest. The significance of these "brands" is nevertheless still a minor factor in the film market. And, to the extent that it exists, it undoubtedly is less relevant - with the exception of Disney - than the name of the director or his principal artistic collaborators (the actors). It is far from certain that a cinema belonging to the same group as a distribution structure really counts when spectators are choosing which cinema to go to. Conversely, it is difficult to see how links with a cinema circuit helps to raise the public profile or image of a distribution structure. 
  
This brings us to the conclusion that the "transfer of brand" effect, which is in practice the source of numerous integration movements in various different sectors of activity, only plays a very marginal role in the film business. 
  
By contrast, financial motivation is accentuated in this sector by the complementary character of investment in distribution and exhibition. Investments in distribution - and, a fortiori, in production - are generally considered as high risk operations - a recent study by BIPE showed that in France, the costs of release (prints and promotion) are not covered by returns from theatrical except for a very small minority of films - but have to be viewed in a short or medium term perspective. On the other hand, investment in exhibition, if only because of the property component, is less risky and more long term. 

Trends towards integration can therefore be considered, in the first analysis, as simple diversification operations, dictated purely by financial considerations. In the United Kingdom, for example, the mere fact that a distributor like Rank could think of selling its circuit of cinemas shows that the shift to vertical integration is very far from being the "natural" pattern for the cinema industry. 
  
However, it is not just financial considerations which should be taken into account. The basis of vertical integration situations can also appear to be linked to the characteristics which are specific to the sector considered - here the film business - and its configuration. These reasons are, however, very rarely unique. On the contrary, they are usually multiple; besides, they interact, between themselves and with financial motives. For the purposes of this analysis, it is, however, possible to distinguish them as follows: 
  
  
Lower costs 
  
In a general way, integration strategies can be explained by the economies they engender: savings, linked to one of the following phenomena: 

· an integrated structure, by uniting distinct technological processes, may be able to gain in efficiency; 

· it might also reduce transaction costs which market negotiations entail; 

· finally, the stability of the relationship between the upstream and downstream unities might also lead to increased efficiency.  

These explanations are only, however, relevant in an industrial sector or situation where one encounters "complete" integration, that is when an integrated structure exists that unites both upstream and downstream activities sufficiently for there to be no recourse to the market. If we have seen this situation in the film industry, it has been exceptional, and only applied to specialist enterprises concerned with auteur films. 
  
In the case of "incomplete" or "modulated" integration, cost economies can be revealed when the upstream unit - the distribution structure - fixes different prices between its clients, according to whether they belong to the group or not. It is obviously difficult to discover the costs of internal transactions within an integrated group. 
  
Three comments need to be made on this subject: 

· this practice of differential prices is considered illegal in some countries, because of anti-trust laws; 

· differential prices are difficult to apply, as rentals are the object, in several European countries, of industry agreements or laws; 

· it is anyway unhealthy, in the sense that it hinders operators of the upstream and downstream activities from using objective (market) indicators to measure the performance of the activity for which they are responsible.  

For these reasons, practically all the integrated cinema groups - particularly UCI, MGM and Warner - insist that they are organised around independent profit centres. Officially in all cases, the exchanges between these profit centres will always be carried out at the market price. 
  
But this wish to reduce costs is also relevant within the longer term perspective. An integrated group may well be based on the fact that a player perceives a disequilibrium in market forces currently affecting the sector, to the detriment of the part of the value chain in which he is currently active. This is supposedly why US distributors might be tempted to open a multiplex in Antwerpen in Belgium, in order to counter-balance the market power of the Kinepolis group. In the same vein, the opening by MGM and UCI, of complexes in Dublin, undoubtedly had its origin in the desire to weaken the local leader, Ward Anderson. Conversely, faced with a distribution sector which is becoming increasingly concentrated, exhibitors may wish get involved in upstream activities in order to get supply at the best price. 
  
  
Stimulating the downstream market, or adapting it to one's product 
  
Distributors may also wish to intervene downstream, in the exhibition sector, if they decide that the performance of cinemas or circuits is inadequate. Exhibitors who enjoy a monopolistic or semi-monopolistic position in the various local markets where their cinemas are settled, often tend to be satisfied with earning the same return as in the past. In a context characterised by a tendential reduction in the number of admissions, this type of behaviour obviously creates a conflict with the interests of the distributors. The latter will see a potential for growth in the country, where, as a result of under-investment, the state of cinema sites is dilapidated. 

This desire to stimulate the local markets could explain the increasing intervention since 1985 of the US distributors in the UK market: it has to be said amongst other things that the modernisation of the sector which came in the wake of their intervention effectively turned the admissions curve around. 
  
But distributors are not just seeking to stimulate the market, but also to adapt the commercial structures - the cinemas - to suit the characteristics of their products. The multiplex, the place where the public turns to "go to the cinema" as well as to see a particular film, corresponds perfectly in practice to the characteristics of the feature films produced by the Majors. It represents the only concept of a cinema flexible enough to be duplicated in each national market, adapted to the strategy developed by the Hollywood studios which seek to globalise the markets. In that sense, the opening of the multiplexes by the Majors must be considered in relation to a firm desire to harmonise the dates and programming strategies throughout Europe. 
  
  
Controlling supply, or its outlets 
  
A downstream intervention also makes controlling obstacles easier, both for the distribution houses and for the circuits wanting access to films. To the extent, in effect, that the downstream component can absorb a significant part of the "production" by the upstream component, that is to say, to the extent that the cinema circuit can build its programming around the films distributed by the other part of the group, the uncertainty in relation to supply and outlets can be considerably reduced. 
  
When a significant part of the supply or the outlets is guaranteed, the upstream and downstream components are able to establish more efficient planning. They improve their market power in relation to other players in the market place and are thereby able to avoid a situation in which they would be forced to accept unfavourable terms of trade. 
  
In a situation in which the market is dominated by an integrated structure, to opt for vertical integration might also be conceived as an essential element of a defensive strategy. In Denmark, for example, where the MGM/Nordisk screens mainly show films distributed by Store Nord (Nordisk), it is very useful for Warners, in order to assure outlets for its product, to put in place - or rather to link up with - another integrated structure like Dagmar/Scala. 
  
  
Access to information about the market or suppliers 
  
In a general way, downstream integration towards the stage in the value chain where final demand resides, is also capable of bringing new information about the market to a firm which is diversifying. This information will allow the firm to operate more efficiently. This explains why, for example, the major European publishers have each sought to acquire control of a chain of bookshops. And yet it is unlikely that this idea justifies integration strategies in the film industry: 

· in most countries, the key data for admissions are readily available. They make it possible to know, at low cost and without having to be an exhibitor, the revenues film by film, screen by screen and performance by performance. 

· in addition, ad hoc market research among audiences is fairly rare compared, say, to previewing.  

It is improbable therefore that the need to have precise information about final demand would constitute a decisive reason for distributors to integrate downstream. In contrast, vertical integration is an open window on a sector and a business. In some circumstances, managing a group of cinemas, even on a modest scale like Warners in Germany, gives access to first-hand information about the real conditions for exhibitors. This can considerably reinforce the position of distribution companies when they come to negotiate with the circuits. 
  
In most cases, integration strategies are not therefore based on simple financial calculations nor a preoccupation with costs. An analysis of integration activities must accordingly take into account the general organisational character of the sector and the competitive conditions in each country. 
  
The multiplicity of explanatory factors explains moreover why integration activities do not follow any systematic pattern. Their pertinence is rather a function of the specific situation of a given market in a particular country. Whence is derived the wide variety of situations which are to be encountered throughout the European Union: half the member states have integrated structures, sometimes on a truly impressive scale as in the UK or Portugal, whereas in other national markets the functions of distribution and exhibition are quite separate. 
  
Nor can it be said that integration activities take some kind of "natural" form. It is far from evident that any group would be interested in controlling outright a player upstream or downstream. It is sometimes possible to enjoy the advantages gained in an integrated situation without having to bear the inconveniences which are inevitably attached to such a strategy thanks to an approach termed "quasi-integrated". In this case, the distributor opts for a strategy of alliances without seeking to take complete control of a circuit. It is perhaps in this light that Warners' strategy in various national markets can best be interpreted: the alliance with Lusomundo in Portugal, with Metronome in Denmark. In the case of Denmark, even MGM has chosen the "quasi-integrated" approach by teaming up with Nordisk. 
  
In conclusion, it should be kept in mind that some of the advantages associated with vertical integration can be achieved through long-term - and perhaps even short-term - agreements between separate companies. In Spain exclusivity arrangements obtain which contribute to limiting the risks of supply and outlets, while at the same time discouraging new entrants: this too could be considered to be an integration strategy. 
  

2.4 The current structures 
  
American groups 
  
UCI 
  

	 
	Germany
	Spain
	Ireland
	UK
	EU Total

	Market share of exhibition 1992     (% admissions)
	3%
	9.5% 

(Cinesa)
	22%
	18%
	5.5%

	Market share of distribution 1992   (% admissions)
	16%

(UIP)
	17%

(UIP)
	NA
	22.3%

(UIP)
	15%

(UIP)

	Number of screens
	42
	73

(Cinesa)
	22
	213
	350

	Number of admissions    (millions)
	3.6
	8.0

(Cinesa)
	1.8
	17.8
	31.8


 

  
General description - shareholders 
  
UCI, United Cinema International, is registered as a company in the Netherlands, and a subsidiary of Paramount Communications Inc. and MCA/Universal Pictures. UCI exists to create and manage cinemas, particularly multiplexes, outside the North American market. 

This consortium has been present in Europe since the beginning of the 1980s, first in Spain, then the United Kingdom, Ireland and Germany. It effectively brings together the second and third US majors. Paramount, despite frequent quarrels between its shareholders and its management, is the major which has achieved the most consistent success; they follow close on Disney's heels in the US market. The company is weakened by its dispersive share ownership and is currently the subject of a friendly takeover bid by Viacom, the multi-media group, which is involved in the television market (MTV), cable channels and systems (Nickelodeon) but is also linked to some exhibition interests in both the United States and the United Kingdom. 
  
Universal, subsidiary of MCA Inc since 1962, which itself was taken over by Matsushita in 1990, is, in terms of market share, the third US major, roughly at the same level as Columbia and Warner. 
  
UCI seems therefore to play a similar role to that played by the UIP consortium in distribution. In 1970, Paramount and MCA founded a common structure for foreign distribution and marketing of films produced/distributed in the US and Canada. In contrast to what has happened in the exhibition market, this structure was enlarged fairly soon after, to include MGM. 
  
UIP is therefore the second European distributor, after Warner/Disney(15), but well ahead of Columbia. As it clearly constitutes an agreement between competing companies, UIP had to obtain, in 1988, an authorisation from the European Commission to exempt it from Article 85 of the treaty of Rome for five years. This exemption came up for renewal in July 1993, and became the subject of discussions in DG IV, which furthermore has become interested in UCI’s activity in cinemas. 
(15) Without Disney, Warner is second and UIP first. 

  
The UIP and UCI cases will soon come up, as much because of the composition of the shareholding body as because of the European Commission's discussions. However, the links between UIP and UCI are far from obvious - with the exception of the Spanish market, where the subsidiary of UCI, Cinesa, seems to give programming priority to films distributed by UIP. 
  
Except for the Iberian peninsula, UCI's screens consist almost exclusively of multiplexes, whose supply needs obviously exceed UIP films alone. Their programming policy is therefore "all product". Besides, the market share of UCI in Europe is scarcely 5%, whereas that of UIP is of the order of 15%. 
  
  
Presence in the United Kingdom 
  
Since the second half of the 1980s, UCI has followed a similar policy to Warner, National Amusements and, to a lesser extent, MGM, by developing multiplexes seeking to duplicate in the UK market the formula which has proved itself in the US. 
  
UCI was the first company to start such operations, having taken over AMC, the first British multiplex operator, in 1985. Since then, the number of multiplexes opened has multiplied (10 screens in 1985; 16 in 1987, 60 in 1988, 55 in 1989, 40 in 1990), even if the group has since proved more selective. With 24 establishments (213 screens), of which 22 are multiplexes, they have nearly 50,000 seats and record about 18 million admissions each year (about 17.5% of the national total). 
  
In eight years, the consortium controlled by Paramount and MCA/Universal thus succeeded in becoming the third British network. Its circuit is also, together with that of National Amusement, the most homogeneous. Except for the UCI Empire (with 3 screens in the West End, serving as a "showcase" for films distributed by UIP), the programming policy of these screens, "all product", is very similar. And their screens, the majority of which are in 10-screen multiplexes, are all very much alike. 
  
Moreover, if Viacom’s bid for Paramount goes through, the number of theatres in the network is likely to be swelled by the probable addition of those curently run by Viacom. 
  
  
In the other European countries.. 

· In Germany, UCI was the first operator to open a multiplex. In this country, where UIP holds a market share of distribution of around 20% depending on the year, UCI only has three multiplexes. These were constructed between 1990 and 1992, and include 42 screens (9,300 seats); they record about 3% of national admissions, which makes UCI the most important foreign exhibitor in the market. 

· In Ireland, UCI possesses two multiplexes, one with 10 screens and the other with 12, in the suburbs of Dublin, which weaken the position of the "historical leader" in this market, Ward Anderson. 

As in Germany and the United Kingdom, programming policy throughout their cinemas is "all product". 

 

·  In Spain, UCI controls the leading circuit in the country. The major has been present on the market since 1981, the year when it acquired 50% of Cinesa, the leading Spanish firm, and when it launched itself into the creation of multiplexes. At the beginning of 1993, UCI became the only shareholder in the circuit, by acquiring the rest of the share capital. 

 

Cinesa brings together 73 screens, of which half are owned by the circuit and the rest simply affiliated. At the national level, its market share is estimated at about 10%, and its turnover at 3.5 billion Ptas. 

 

The circuit's development seems to be gathering momentum. From 1989, Cinesa opened complexes in commercial centres in the outskirts of the big cities. This policy will be carried further by the opening of establishments at Murcia, Saragossa, Santiago de Compostella, Barcelona and Bilbao. 

 

The films which are programmed are essentially "main stream", but Cinesa points out that its theatres are virtually the only ones to fulfill their Spanish product quotas. Despite an "all products" policy, 30% of releases on the circuit are UIP films, while UIP’s market share in Spain is no higher than 17%.

  
Pathé/MGM (formerly Cannon) 
  

	 
	Denmark
	Ireland
	Netherlands
	UK
	EU Total

	Market share of exhibition 1992      (% admissions)
	36%

(Nordisk)
	11%
	26%
	29%
	6.5%

	Market share of distribution 1992   (% admissions)
	40%

(Nordisk)
	NA
	NA
	26%

(UIP)
	15%

(UIP)

	Number of screens
	41

(Nordisk)
	8
	66
	414
	535

	Number of admissions    (millions)
	3

(Nordisk)
	0.8
	4.5
	29.9
	39.3


  

  
General description - Shareholders 
  
Metro Goldwyn Mayer Communications, ex MGM/Pathé, is currently - but provisionally - controlled by the French state-owned bank Crédit Lyonnais; there is a legal battle going on between the bank and its former client, Giancarlo Paretti. In 1990, the latter joined together MGM, acquired from Kirk Kerkorian, and his own company, Pathé Films, but could not then meet his debt obligations to Crédit Lyonnais, so he has ceased trading. 
  
Even though MGM has been until recently one of the powerful Hollywood majors (known for spectacular film productions like West Side Story, Doctor Zhivago, 2001 Space Odyssey), it now seems to be considerably weakened by the many changes in management it has experienced. Despite the success in 1990/91 of Thelma and Louise, it has since been less active in production. Its market share in exhibition has reduced considerably (to the order of 1%) so much so that MGM is today very much the smallest of the seven Hollywood majors. 

However, following the various financial operations undertaken by or imposed upon the company (Cannon, Pathé etc.), MGM now owns a considerable number of cinemas in Europe. Including the MGM/Nordisk circuit, in which it has a 50% share, MGM records nearly 40 million admissions a year in Europe. Its market share is nearly 7%, sufficient to make it the most important European-wide player. 
  
In Europe, the integrated structure and character of the company is limited: MGM does not own its own distribution structure; its products are marketed by the UIP consortium, with which it is associated. Moreover, unlike Paramount which has invested several times in European productions (Is Paris Burning?, Caesar and Rosalie, Shirley Valentine) MGM has only exceptionally intervened in European production. 
  
  
Presence in the United Kingdom 
  
In contrast to the troubled history which its parent company has experienced, MGM/Cannon is by far the most important circuit in the United Kingdom. With 414 screens, split between 128 sites, it records nearly 30 million cinema admissions per year, which is 29.5% of total admissions. 
  
The configuration of its group of cinemas differs substantially from that of its nearest competitor, Odeon, and from that of the other circuits controlled by the US majors, UCI and Warner. MGM/Cannon's cinemas are hybrid: they include multiplexes (28% of screens) and little complexes with between 2 and 4 screens (66% of screens). 
  
Historical factors linked to the various companies which were toned into the circuit (MGM Cinema Properties, Cannon Exhibition, Cinema 5, Gallery, etc.) and to mergers and acquisitions means that MGM/Cannon is now the only US major which owns cinemas other than multiplexes. It owns nearly a hundred cinemas with less than 4 screens, situated throughout the country. 
  
Nevertheless, by contrast with Odeon, MGM/Cannon prefers to rationalise its holdings by selling cinemas to other operators in order to concentrate increasingly on multiplexes and London cinemas, rather than to convert existing sites into multiplexes. MGM has rapidly followed the movement associated with UCI when the latter took over its first multiplex in the United Kingdom in 1985. In its wake, MGM in fact multiplied the number of screens: 8 multiplex screens in 1986, 10 in 1987, 18 in 1989, another 18 in 1990 and above all, 61 in 1991. Unlike Odeon, the MGM/Cannon group states that it is convinced that the future avenue for exhibition will be the multiplexes, and has therefore constructed four times more multiplexes than its direct competitor. Except for two cinemas in London and one in Glasgow, this circuit has no other complexes with more than five screens. 
  
This strategy communicates itself in the brand policy of the network: the MGM/Cannon logo only appears in the multiplexes; the Cannon logo alone is used in the other cinemas. 
  
In the United Kingdom, the movement to open multiplexes is slowing down. Nevertheless, MGM has announced its intention to construct a "megaplex" next, with more than 20 screens, on a site which it has already chosen, near London, and it is even envisaging opening another cinema of this type. 
  
  
In the other European countries... 

· In Ireland, MGM (formerly Cannon) owns, through its intermediary and subsidiary, the Adelphi-Carlton Group, two cinemas, the Adelphi and the Carlton, each with four screens in the centre of Dublin. According to the "alignments" formula, these cinemas are linked to UIP, even though in the market within the Irish capital, MGM are UCI's competitors. 

The number of screens which MGM holds in Ireland is going to double at the end of 1994, with the opening in Parnell Street of a multiplex, within easy reach of the city centre. 

 

· In Denmark, MGM holds 50% of MGM Nordisk Biografer AS, the leading circuit in the country, which records more than a third of total national admissions. Its presence is particularly sensitive in Copenhagen, where it owns two thirds of the market, mostly thanks to the Palads, a multiplex with 17 screens and 2,500 seats (turnover 40 million Kr), and the biggest cinema in the country, the Imperial. 

 

In Copenhagen, these cinemas are essentially either programmed by UIP or by Nordisk, MGM's partner on the network. In 1992, the three complexes in the capital controlled by MGM/Nordisk showed only four films distributed by Warner, for example. 

 

· In the Netherlands, MGM controls a circuit of 66 screens, mostly located in the west of the country, in Amsterdam, Rotterdam and the Hague. But this network, formerly held by Rank, then by Cannon which sold it, then by MGM, is mostly composed of multi-screen cinemas. MGM has announced that it will invest progressively into multiplexes. 

 

Warner 
  

	 
	Germany
	Denmark
	Spain
	Portugal
	UK
	EU Total

	Market share of exhibition 1992 
(% admissions)
	1%
	9.5% 

(Dagmar Scala)
	 
	3.5 %

(with Lusomundo)
	4.1%
	1%

	Market share of distribution 1992
(% admissions)
	25%
	22% 

(Warner/ Metronome)
	24%

(Warner Española)
	NA
	31%
	20%

(est.)

	Number of screens
	9
	9

(Dagmar Scala)
	-
	7
	64
	89

	Number of admissions (millions)
	1.2
	0.8
	-
	0.4
	2.9
	5.3


  
  
   
General description: shareholders 
  
Warner Bros is part of the world's leading conglomerate in the communications sector, Time Warner Inc, which has a turnover of more than $10 billion, and its activities also cover publishing, the press, cable networks, music publishing, pay-TV, and film production and distribution. It has been engaged since the end of the 1980s in a strategic development of cinemas in Europe and Asia. 
  
In Europe, this development is in the hands of its subsidiary, Warner Bros International Theatres, and concerns the United Kingdom, Denmark, Portugal and Germany. 
  
To date, the aim has been to build about 50 cinemas, mainly multiplexes, with 6 to 12 or even 15 screens, each with between 2,000 and 3,500 seats. Practically all the European theatres which belong to Warner Bros are integrated in multiplexes. They are often co-managed with a local partner: Lusomundo in Portugal - and soon, in Spain - and Metronome Holding AS in Denmark. 
  
However, if the aim is for fifty multiplexes, it must be said that Warner is far from that end: it only has a dozen cinemas of that type to date. Even including projects in hand in Spain and Germany, the major has yet to achieve 20 multiplexes, and is well below its two main competitors, UCI and MGM, in the European exhibition market. 
  
Looking at the exhibition market, Warner represents less than 1% of the market to date, which contrasts with the firm's power in the distribution market. In the latter market place, its former association with Disney allowed it to attain the position of incontestable leader. 
  
  
Presence in the United Kingdom 
  
Warner Bros, whose distribution structure dominates the British market with a share, on average over recent years, of more than 22%, is, like UCI and MGM, also present in the exhibition domain. 
  
Its intervention is, however, limited. It was a late arrival: Warner opened its first multiplexes in the UK well after UCI and MGM. The UK market had to wait until 1989 to see Warner Bros Theatre (UK) enter, when it opened its first multiplex at Bury, before those in Newcastle, York and Basingstoke. 

At the end of 1992, the network had seven cinemas, totalling 64 screens, totalling admissions just over the 3 million mark (2.9% of the market). Moreover, Warner does not have a clear concept for its sites. Three of its multiplexes have 7 screens; two others have between 8 and 11, and two have 12 screens. 
  
However, with the exception of the West End complex, where films distributed by Warner are given programming priority, all the other establishments have a policy of "all product" programming. Even more than in the cases of MGM and UCI, the distribution and exhibition structures are formed around different profit centres, and the links between them seem to be tenuous. 
  
  
In the other European countries 
  

· In Germany, Warner has a market share of distribution which varies from 16 to 35% according to the year; it also owns a multiplex with 9 screens at Gelsenkirchen which records about 1% of total admissions. But the major does not appear to have another development projects in the pipeline except a second multiplex (8 screens - 1,800 seats) opened at the end of 1993 in Mülheim, on the Ruhr. 

· Warner signed a "joint venture" agreement with Lusomundo, the leading Portuguese circuit, in 1991, in order to construct multiplexes in Portugal and Spain. The first effect of this agreement was the opening of a complex with 7 screens in Cascais; another establishment is under construction in Lisbon. Several projects have been announced for the next few years, to construct multiplexes in various Spanish cities. Between now and 1995, the creation of 50 screens is forecast. A first complex will open in any case in the outskirts of Madrid during 1994. 

In Denmark, Warner is associated with a local multi-media group, Metronome Holdings AS. Together, they own a distribution house; Warner and Metronome, and the Dagmar/Scala circuit, which manages two complexes with 4 and 5 screens in Copenhagen. In a market which is dominated by Nordisk, their programming essentially consists of films distributed by Warner. 

  
Principal European networks 
  
Gaumont 
  

	 
	France

	Market share of exhibition 1992  
(% admissions)
	11.4%

(owned screens)

	Market share of distribution 1992  
(% admissions)
	7%

	Number of screens
	275 (193 owned and affiliated screens

+ 82 screens programmed)

	Number of admissions (millions)
	19 (owned and affiliated screens)

	Turnover
	1,255 million FF

(consolidated turnover of the group 1991)

405 million FF (Turnover for cinema operation 1991)

	Net return/Turnover
	3.6% (excluding investment 1991)

	Shareholding:  

Cinepar  
Nicolas Seydoux  
Marcel Dassault  
Fornier
	 

50.2%

6.5%

7.5%

10.0%


  
Specialising originally, like Pathé, in the manufacture and marketing of cameras and projection equipment, Gaumont soon orientated itself towards film production, and, since the beginning of the 20th century, towards cinema exhibition. Almost since its origin, it has therefore represented the "perfect" model of an integrated group. But soon after the First World War, the firm had to rent out its studios and its cinemas to MGM. The decline of French films in the world market forced them to file for bankruptcy at the end of the period between the two world wars. 
  
Revived by Havas, Crédit Lyonnais and the Compagnie des Compteurs, at the end of the Second World War, Gaumont developed intensive activity in distribution, and, most importantly, production; its name was associated with the majority of the French cinema's popular successes during the 1950s and 1960s. 
  
In the middle of the 1970s, financial difficulties led to reconstitution of the capital base. Nicolas Seydoux, the heir to the Schlumberger group, secured 51% of the group's shares, at a time when it only owned a hundred screens. But, at that time, Gaumont was part of an important programming consortium formed in 1969 with Pathé and independent operators. 
  
Between 1975 and 1985, under the direction of Daniel Toscan du Plantier, Gaumont experienced an expansion in every direction: cinema sites were increased, production and distribution activities developed; internationalisation (taking control of circuits in Italy and Brazil, participation in a French-speaking television channel in the United States, etc.) and diversification (takeover of the weekly newspaper "Le Point"). 
  
Deeply in debt, the group was then compelled to take steps to reconstruct itself in the middle of the 1980s, a period which saw the departure of Toscan du Plantier. The firm sold its cinema circuit in Italy to Cannon, gave up most of its Brazilian assets, suspended most of its activities in the American market, released itself from "Le Point" (taken over directly by Nicolas Seydoux before being resold). Its production and distribution operations were redefined, even though a new agreement with Disney gave them new scope. 
  
Gaumont presently programmes a little less than 300 cinemas, two thirds of which they own. Its own cinemas recorded 11.4 % of admissions in 1992; the ones it programmes recorded 4.6%. Having recovered its financial balance in 1987, the group has now begun an effort to restructure its cinemas (creating prestigious cinemas, "Gaumontrama"; closing down unprofitable sites; swaps with Pathé designed to reinforce its position in local markets; renovation of complexes; plans to build multiplexes etc.). 
  
Gaumont's position in the principal local French markets is as follows: 
  

	 
	Gaumont

	Paris (Centre)
	Outsider

	Paris (Banlieue)
	Absent

	Lyon
	Absent

	Marseille
	Absent

	Lille
	Outsider

	Bordeaux
	Leader

	Toulouse
	Leader

	Nice
	Absent

	Nantes
	Co-leader

	Toulon
	Minor position

	Grenoble
	Absent

	Strasbourg
	Absent

	Rouen
	Leader

	Nancy
	Minor position

	Aix-en-Provence
	Absent


  

UGC 
  

	 
	France
	Belgium

	Market share of exhibition 1992  
(% admissions)
	14.8%

(owned screens)
	13%

(owned screens)

	Market share of distribution 1992  
(% admissions)
	8.5%
	-

	Number of screens
	363 (260 owned and affiliated screens + 103 theatres programmed)

	Number of admissions (millions)
	25.6 (owned and affiliated screens - France and Belgium)

	Turnover
	1,285 million FF (consolidated turnover of the group 1991)

531 million FF (turnover for cinema operation 1991)

	Net return/Turnover
	2.3% ( 1991)

	Shareholding:  

Family shareholders (Verrechia) and Ufidex Méditerranée (independent exhibitors)  
Compagnie Générale des Eaux  
Paribas
	 

 

 

55%

26%

13.5%


  
L'Union Générale Cinématographique (UGC) was formed when France was liberated; it was a private enterprise nationalised under a government sequestration order because of its collaboration with the Germans during the Second World War. It concentrated at first on production and distribution activities, through the intermediary of the Compagnie Française de Distribution, which is also associated with Pathé, and controls in addition a circuit of about a hundred cinemas. 
  
At the beginning of the 1970s, the government decided to privatise the business, in order to facilitate the restructuring of independent cinemas which competed with the Pathé/Gaumont consortium. UGC was therefore acquired by a collection of about ten groups of independent exhibitors, the sale carrying with it an assortment of specifications which required the company to intervene in production and programming of films "which were in the national interest". 
  
UGC at this time became a programming group of more than 500 screens, in which the Edeline family played an important role. After the retirement of this family at the start of the 1980s, UGC became a public company, and since then has been presided over by Guy Verrechia. 
  
The company diversified, particularly into the control of audio-visual rights, by allying with the Paribas group and Financière Robur. This allowed them to carry out an active policy of acquiring catalogues, and they are, in fact, now the principal French rights-holding company. But, to finance these operations, UGC was obliged during the last decade to initiate several share offerings, which allowed financiers like La Générale des Eaux and Paribas to acquire shares. In parallel, some independent exhibitors also converted their rights to establishments into shares in the company. 

UGC now owns more than 250 screens, and nearly another 100 are programmed by it, which makes it the leading French circuit. It is also present on the Belgian market, where it owns, with the public investment company SRIB, the De Brouckère complex in the centre of Brussels. 
  
The programming of these theatres is obviously based on films distributed by the group, which moreover are inevitably insufficient for their requirements - the group has only an 8% share of the distribution market - and the circuit has to buy in extensively from other players to obtain popular French and U.S. titles. 
  
Thanks particularly to the agreements with Pathé, UGC has been able to regroup its establishments in a number of local markets, which allows it to speed up its modernisation efforts. The circuit maintains a significant presence in Lyon, where it owns several important multi-screen complexes. It should also open multiplexes in 1994 in the provinces (Rouen) and in Paris (Bercy). 
  
Position of UGC in the principal French local markets is as follows: 
  

	 
	UGC

	Paris (Centre)
	Leader

	Paris (Banlieue)
	Leader

	Lyon
	Outsider

	Marseille
	Leader

	Lille
	Leader

	Bordeaux
	Outsider

	Toulouse
	Outsider

	Nice
	Outsider

	Nantes
	Co-leader

	Toulon
	Outsider

	Grenoble
	Minor position

	Strasbourg
	Outsider

	Rouen
	Outsider

	Nancy
	Dominant position

	Aix-en-Provence
	Absent


   

Pathé 
  

	 
	France

	Market share of exhibition 1992  
(% admissions)
	7.3%

(owned screens)

	Market share of distribution 1992 
(% admissions)
	15% (AMLF)

	Number of screens
	305 (93 owned and affiliated screens

+ 212 screens programmed)

	Number of admissions (millions)
	17 (owned and programmed screens)

	Turnover
	350 million FF (consolidated Pathé turnover 1991)

	Net return/Turnover
	0.5% (1991)

	Shareholding:  

Chargeurs S.A.
	 

99%


  
The history of Pathé has been, since the end of the last century, closely linked with that of the worldwide film industry. Initialising specialising in record production, Charles Pathé's firm soon orientated towards production equipment and film projectors, then towards producing the films themselves, in which domain it remained a leader until the First World War. 
  
Owing to the lack of foreign interest in French films, and the competition from US productions, Pathé found itself in serious financial difficulties during the period between the two world wars. After 1945, it concentrated therefore on just the one sector: exhibition. To protect the supply of its cinemas, it entered into alliance with Gaumont. In 1969 it formed, with the firm of Neuilly, a powerful group of programming interests, which guaranteed their films wide national distribution. 
  
This group brought together itself not only its own cinemas, but also numerous independent cinemas. From this time onwards, Pathé's policy has consisted of developing its circuit, not only by acquiring new cinemas, but also by affiliating with cinemas which accept its programming: a strategy which, to date, has been pursued, and indeed has even grown. 
  
In 1983, the programming alliance was overturned, and a new group was formed between Pathé and the Edeline family, a group which included 330 screens just before its disappearance. At that time, Pathé developed its production activities, directing them towards television programmes. The group also headed towards the control of audio-visual rights. 
  
But in the second half of the 1980s, Pathé entered a period of turbulence. In 1985, Hachette acquired along with Gaumont and Havas 48% of Pathé's capital, controlled at that time by Rivaud. This minority shareholding gave way soon after to Suez and Lyonnaise des Eaux, before the group was acquired at the end of 1988 by Max Theret Investments, a consortium which included Giancarlo Paretti, already head of Cannon. Before the latter could have his own way, and set up a truly European circuit by joining together the cinemas belonging to Pathé and Cannon, the French government declared the transfer of the circuit illegal. 
  
After an intense political-financial battle, Pathé finds itself today controlled by the Chargeurs group, directed by Jerome Seydoux (brother of Gaumont's President). The group's interest in the communications sector also involves film production (Renn Production, Allied Filmmakers etc.), TV production (Pathé TV), cinema distribution (AMLF, the second French distribution company, Guild Entertainment, the first independent distributor in the UK, Savoy in the USA etc.), control of rights (Pricel) and satellite television (participation in B Sky B and Canal satellite). For the reasons explained above (see the section on France) the effects of this integration are far from being systematic. Nevertheless, there are a number of cases where co-ordinated action is evident: the cinemas in the group benefited from priority access to L'Amant, by J.J. Annaud, which was distributed by AMLF and produced by Renn Productions; more recently they also had priority to A River Runs Through It (Robert Redford), produced by Allied Filmmakers; the TV rights to this film will be managed by Pricel. 
  
According to the year, the cinema circuit managed by Pathé Cinema records more or less 8 million admissions, that is between 6 and 7% of admissions recorded in France, to which must be added the returns from 210 screens in the "Pathé Edeline Independents" group; together the owned and affiliated cinemas record 14% of admissions. Among the three principal French circuits, Pathé is the only one which owns fewer screens than it programmes. Some see this as a weakening factor for the circuit. 
  
The network is in the process of profoundly restructuring its sites. A reciprocal transfer agreement concerning cinemas in Paris and in seven provincial towns, was signed with Gaumont in 1992, the objective being to limit competition in local markets, in order to put both groups in a better position to invest in modernising their establishments. The company is beginning to construct multiplexes; the first one opened in Toulon in 1993. 
  
Position of Pathé in the principal French local markets is as follows: 
  

	 
	Pathé

	Paris (Centre)
	Minor position

	Paris (Banlieue)
	Outsider

	Lyon
	Leader

	Marseille
	Outsider

	Lille
	Absent

	Bordeaux
	Absent

	Toulouse
	Absent

	Nice
	Dominant position

	Nantes
	Absent

	Toulon
	Leader

	Grenoble
	Dominant position

	Strasbourg
	Leader

	Rouen
	Outsider

	Nancy
	Absent

	Aix-en-Provence
	Dominant position


  
  

Cinema 5 
  

	 
	Italy

	Market share of exhibition 1992  
(% admissions)
	3.3%

	Market share of distribution 1992  
(% admissions)
	37%

	Number of screens
	43

	Number of admissions (millions)
	3.5-4.0 (1992/93 season)

	Turnover
	21.6 billion Lit.

	Net return/Turnover
	-37.5%

	Proportion of films programmed which are distributed by the group
	59% (1991/92 season)


  
Cinema 5 was started in 1988, when Fininvest acquired the cinemas owned by Gaumont and then by Cannon (Paretti). It was then the first national circuit, and it is now the most important one in Italy. Consisting of 22 cinemas (43 screens) situated in the principal towns of central and northern Italy, this circuit records between 3.5 and 4 million admissions per year, or a little more than 3% of the Italian market. But its market share reaches nearly 20% in Milan and Rome, and is more than 45% in Genoa. Moreover, in addition to the sites that it manages directly, it also programmes over 250 screens, located in all areas of Italy. 
  
The circuit's cinemas, all equipped with the Dolby SR system, and some with 70mm projection, are amongst the best that one can find in Italy. This is very much the case with the biggest complex in Italy, the Odeon in Milan which, with its 10 screens, endlessly achieves record admissions: with Die Hard 2 it took 30% of all the Italian takings during the 1991-92 season, and 50 million lira in 24 hours with Basic Instinct. 
  
The various establishments use a common logo; decor (colours of walls and seats); even the staff wear uniforms to match. The centralised programming is based on block-busters. But it must be stressed that the greatest share of the takings - 59% of admissions during the 1992-93 season - was recorded by films distributed by Penta, another firm linked to Fininvest. 
  
Penta is in fact owned 50/50 by Silvio Berlusconi Communications and Cecchi Gori. For the 1991/92 season, it held a distribution market share of over 37%, far ahead of its main competitor, Filmauro (12%). But Penta doesn't just figure in the Italian film industry landscape as market leader in distribution. When it comes to television production, Penta constitutes a central link in the Berlusconi chain: using it as an intermediary, Fininvest invested in film production; it also enables the supply of feature films to the TV channels and cinemas within the group. 
  
Fininvest is probably a true example of vertical integration, since the interests of the group cover not only all stages of the chain, but also the various release windows (cinema - TV -video - foreign sales). 
  
  
Neue Constantin 
  

	 
	Germany

	Market share of exhibition 1992  
(% admissions)
	1%

	Market share of distribution 1992  
(% admissions)
	4%

	Number of screens
	NA

	Number of admissions (millions)
	2

	Turnover
	20 million DM

(est. - exhibition screens only)

	Net return/Turnover
	NA


  
In the German market, apart from the US majors, UCI and Warner, Neue Constantin is the principal exhibitor whose operations are in keeping with the general pattern of an integrated group. 
  
It only has an average sized circuit, however: it only records about 2 million admissions a year, and its turnover is estimated at 20 million DM. Within the exhibition sector, its market share doesn't reach 2%, in spite of the circuit embracing one of the biggest German cinemas, Cinedom (13 screens; 3,150 seats) which alone recorded 1 million admissions in 1992, with a turnover of 11 million DM. 
  
Since the opening of Cinedom in 1991, Neue Constantin has not opened another multiplex. And even if the group is currently considering the possibility of building other smaller establishments of the same type, Neue Constantin does not figure at all amongst the 13 multiplexes whose construction in the coming years has been announced. 
  
Moreover, the attempt by the circuit to establish a foothold in the East German market has proved fruitless. The cinemas acquired in the new Länder soon after reunification in 1992 were relinquished by the spring of 1993. The organisation entrusted with the privatization opted for a "package" deal, grouping together establishments that performed more and less well: this proved too great a burden on the group, which disengaged very quickly from them. 
  
The actual market power of the participant is less relevant to this study than the range of activities within the structure, even if the existence of vertically integration does not have immediate repercussions on programming policy. 
  
The Neue Constantin Kinobetrieb GmbH depends, in the first place, on Neue Constantin Film GmbH Verleih KG, the fifth distributor in the German market, but the first national distribution house, ahead of Senator and Tobis. The distribution unit of the group and Tobis, a company controlled by Herr Wendlandt (producer of popular films like Otto, Loriot and Odipussi) maintain close links and collaborate closely. 
  
The Neue Constantin Kinobetrieb GmbH network and the distribution house Neue Constantin Film GmbH & Co Veleih KG, belong to Constantin Kinoholding Deutschland, which also owns Neue Constantin Film Produktion GmbH. This latter company produces international films like The Name of the Rose, Never Ending Story and Last Exit to Brooklyn. But the integrated character of the structure becomes clearer if one examines the assets of the parent company, where, alongside the majority shareholder, Bernd Eichinger (53.5%), one finds Leo Kirch, who is head of one of the two principal German multimedia groups. In addition to its presence in sectors as diverse as laboratories, technical industries, music publishing, concerts and the production of films and TV programmes (mainly via Taurus), television (SAT 1, Pro 7 etc.), the press and publishing (via a minority participation in Axel Springer), book clubs etc., the Leo Kirch group above all owns the foremost film and TV catalogue in Europe. 
  
  
The leaders of "small" markets 
  
Lusomundo 
  

	 
	Portugal
	Spain

	Market share of exhibition 1992  
(% admissions)
	55%
	(planned)

	Market share of distribution 1992  
(% admissions)
	60%
	-

	Number of screens
	58

	Number of admissions (millions)
	6.5 (est.)

	Turnover
	2,100 million Escudos

(est. exhibition activity only)

	Net return/Turnover
	NA


  
Lusomundo is undoubtedly the most important film company in Portugal. It is a holding company of international proportions, having shares in property as well as the media sector, participating in newspapers, radio, audiovisual rights-holding companies, video publishing houses, etc. In the film sector, it is without question as much the market leader in distribution as in exhibition. 
  
Although after the overthrow of Salazar, the company tried to exploit a number of European films, including from the Soviet Union and its satellite countries, they have since distributed American products, representing in Portugal companies such as UIP (Paramount/Universal and MGM), Hollywood Pictures, Touchstone, Buena Vista, Walt Disney, etc., which allows it to retain an estimated market share of 60% of distribution. 
  
Moreover, the group also controls a significant exhibition circuit, spread throughout the country, but especially in towns such as Porto, Cascais and Lisbon. It directly owns 58 screens, or about a quarter of Portuguese screens, including the largest site in Portugal, the Amoreiras complex (10 screens, with a total capacity of 1,350 seats). In the capital, the company owns more than two thirds of the screens. In Cascais, 7 out of 9 screens. In Porto, it only currently controls a quarter of the screens, but a complex with seven screens is under construction. 
  
Since 1991, Lusomundo has established a "joint venture" agreement with Warner, in order to build and operate multiplexes in Spain and Portugal. The first one of these to open was the seven screen complex at Cascais, to which will be added the complex under construction at Lisbon. 
  
As a result of their location, facilities and level of comfort, the group's cinemas are all first-run cinemas, and record commercial performances which are clearly superior to the other Portuguese cinemas; this explains how, with less than 30% of the country's screens, the group achieves a market share of admissions of more than 55%. In terms of turnover, the group's share is again more significant, as the highest prices in the country are those in the group's complexes in Porto or Lisbon. 
  
  
Ward Anderson 
  

	 
	Ireland

	Market share of exhibition 1992  
(% admissions)
	47%

	Market share of distribution 1992  
(% admissions)
	12%

	Number of screens
	80

	Number of admissions (millions)
	3.7 (est.)

	Turnover
	11.5 million Irl £

(est. - exhibition theatres only)

	Net return/Turnover
	NA


  
The "Ward Anderson Group" is a term used to refer to all the companies controlled more or less formally by the Ward and Anderson families; they were originally solely involved in distribution, but have for several decades now diversified downstream, and now include, alongside their distribution branch, a powerful exhibition branch. The main point, then, is that it is a family group, even if one part of the group, "Green Properties" is quoted on the Stock Exchange in Dublin. 
Abbey Films is the distribution company in the group, whereas the exhibition activities are covered by various companies: Provincial Cinemas, Dublin Cinema Group, Amalgamated Cinemas, etc. Abbey Films has between 10-14 % market share in distribution, according to the year. However, technically, this enterprise is distinct from other Irish distribution houses, because it does not hold the Irish rights to the films it offers to operators. Abbey Films acts rather as an authorised agent for the middle-sized American or English production or distribution companies: Guild, Gala, Rank, Electric, Mayfair and Entertainment. It is then only an agreed middle-man between these companies and the exhibitors. Its remuneration is based on commission, levied on the total gross receipts of the distributor. 
  
As operators, the Ward Anderson group has 29 cinemas, totalling 80 screens, that is more than 42% of Irish screens, and recording nearly 50% of admissions. Historically, this development began in the provinces, where the group bought a number of existing cinemas during the 1960s and 1970s. It only appeared in the Dublin market at the beginning of the 1980s, acquiring the three Rank Odeon cinemas in Dublin: the Savoy, the Metropole and the Odeon. In the capital, however, its market share is now suffering a set-back, since the opening in 1990 of two complexes by UCI, and this is spite of Ward Anderson opening its own 10-screen complex in the Dublin region too - at Santry. 
The films involved in the group's exhibition activities are different from those it deals with as a distributor. Whereas Abbey Films distributes both major US films (Terminator 2, Dances With Wolves, Basic Instinct etc.) and specialised films, such as Bernard Blier's and Kieslowski's films, the group's cinemas programme essentially mainstream films. Only the Screen on D'Olier Street cinema in Dublin shows the more demanding films, 70-80% of its programming being devoted to art films and the rest being cross-over product such as the Coen brothers, Woody Allen etc. 
 
3 European Film Policy 
  
 3.1 Introduction 
  
This paper reports on research on the scope and opportunities for promoting European film through policies targeted at theatrical exhibition. Having commented extensively on the commercial prospects of the sector, this paper therefore looks more closely at the positive role that the European Commission, or any member state government, can play to support one of the objectives of MEDIA Salles, namely to enhance the prospects of European film in European cinemas. 
  
In most countries, commercial exhibitors are seen as being resistant to measures aimed at enhancing the circulation of films with insufficient audience appeal. It is, however, in the long term interest of exhibitors to have adequate supply of European films that have wide audience appeal. They see their task as running viable businesses on the one hand, and showing films audiences want to see on the other. If these two considerations favour films produced and/or distributed by the US majors, they regard this as an inescapable fact of life. They tend to attribute the poor audiences for European films - especially for films produced in European countries other than their own - as a function of the poor quality of those films, at least in terms of popular entertainment. While this appear not to be true for all European films, there are too many for which this may well be the case. 
  
A different view is that there is something about the structure of the industry that militates against the success of these films. Producers complain that they cannot get access to screens and that major distributors discriminate against European films in favour of US products. These complaints then naturally lead to calls for regulatory measures, such as exhibition quotas, or subsidies for European film production. Other measures that are advocated are subsidies for cinemas that are dedicated to showing European films. 
  
This paper specifically addresses three issues: 

(I) To what extent do industry structures, particularly at the distribution and exhibition level, militate against non-national and non-US product and restrict access by European films to exhibition? 

 

(II) Can we see why, apart from cultural reasons, non-national European films should consistently fare better in some countries than others? 

 

(III) How does the release management through publicly supported cinemas contribute to the success of European films? 

 

The survey and analysis of the above issues is partly based on previous work by London Economics(16) and other studies on the role of US majors in this White Book(17). 
(16) See "Retailing European Films: the case of the European exhibition industry", MBS/LE, January 1993 
(17) See Paper 2.2 
  
In addition, this paper has two main planks in terms of new quantitative research: 

· the performance of films in receipt of EFDO support; 

· the films screened by UK publicly-supported cinemas, and their audiences. 

We use the data we have assembled to draw out the tendencies in the handling of European films by distributors, in terms of marketing budgets, the number of prints, release patterns and playdates. We look at the programming practices of the UK's Regional Film Theatre (RFT) network, and the audiences for European films the RFT's attract. For these two analyses, we gratefully acknowledge the receipt of comprehensive data by EFDO and the British Film Institute, respectively. 
  
  
Main findings 
  

· There is no major access problem for European film-makers at the level of exhibition. European film has to tap into the mainstream culture of film if it wants to be successful. Similar to the music industry, where the European contribution is much greater than in film, there is a need to produce films which appeal to the young, frequent film goers. To fail to do so puts film-makers into a niche market position. 

· If there is an access problem, then it is at the level of distribution. European film has to out-perform US material in order to be taken into the pipeline of the US majors. At present there is no major European distributor of mainstream film which can match the position of the established US majors and offer exhibitors a sequence of well-marketed European films with broad audience appeal. This points to public support for a genuine European distribution initiative for mainstream films as a significant policy option. Measures aimed directly at exhibition alone are less likely to be effective in supporting mainstream European films. 

· The success of individual films supported by the European Film Distribution Office (EFDO) varies considerably from country to country. There are great variations in the level of promotion and the depth of a release in the countries analyzed. The example of Switzerland shows how successful wide releases in a large number of cinemas can be. This contrasts starkly with some other countries, such as the UK, which do not promote the distribution of European film to the same extent. 

· The example of the publicly supported network of regional film theatres in the UK demonstrates another aspect of promotion of European film, namely that second run releases can be successfully exploited for films which had a commercially successful first run. Publicly supported film theatres cannot, however, break a film without being part of a much wider commercial campaign. Again the analysis highlights the primary role of distribution as against exhibition for the promotion of European film. 

The paper also raises the issue of the definition of the objective and implementation of a European film policy. An effective European film policy must seek to support significant levels of economic activity in the European film industry and not only follow a cultural objective. The culturally-driven policy risks putting European film-makers into a niche position that will always make it difficult for them to reach a significant share of the cinema-going audience. A more commercially-driven policy would also support international, big-budget film making as long as there was a significant share of activities that were undertaken in Europe, or by Europe-based film-makers. In such a world, the nationality of the producers or the origin of finance would lose its over-riding importance as criteria for qualifying for European film support.
3.2 General background 
  
Market overview 
  
The market shares gathered from the European countries surveyed in Part 1 of the White Book show that the market share of US films has been steadily increasing everywhere. US productions account for a growing portion of total releases, and their share of total box office receipts has increased even faster. Table 36 shows how the box office was split between US, domestic and other European films in the last year. This table highlights the low performance of European productions (excluding domestic films) in the national markets: on average 7% of the total box office. Belgium and Spain are the two countries which significantly exceed the European average; the latter because of a national quota system to protect European films, the former because of the high incidence of French (and Dutch) films in the national market. 
  

	Table 36: 

Share of US, domestic and European films in European markets -1992

	% of total box office
	US
	Domestic
	Other European
	Other 

	Belgium
	73
	4
	19
	4

	Denmark
	78
	15
	3
	4

	France
	58
	35
	4
	3

	Germany
	83
	10
	6
	1

	Greece
	93
	2
	3
	2

	Ireland
	88
	8
	4
	0

	Italy
	69
	19
	11
	1

	Netherlands
	79
	13
	3
	5

	Portugal
	85
	1
	9
	5

	Spain
	77
	9
	13
	1

	UK
	86
	12
	1
	1

	European total
	74
	17
	7
	2

	Source: MEDIA Salles/LE/BIPE Conseil


  
The decline in importance of European films reflects the fact that these films too often fail to attract large young audiences, which make up for the majority of today's cinema-goers. Most European productions have a small non-commercial following, and are therefore more likely to be shown in cinemas outside the mainstream circuits. 
  
The issues surrounding the distribution and release of European films are then often intertwined with those affecting non-commercial and art films in general. 
  
  
Regulation and subsidies 
  
The majority of European states have developed some measures to safeguard the existence of non-commercial cinemas, usually in the form of support for theatres whose programming responds to certain criteria. Spain has intervened in the commercial sector with a quota system to ensure the circulation of national and European films. In general, however, public support to cinemas follows three possible patterns: 

· aid to investment leading to modernisation of cinemas; 

· aid to exhibition in rural areas or non-commercial circuits; 

· aid for purchase and distribution of prints. 

Table 37 summarises the level of public aid provided by the national governments throughout the EU, expressed in ECUs. 
  

	Table 37: 

Public aid to the exhibition sector (in ECUs)

	Country
	Aid for exhibition
	Aid per screen
	Aid for prints
	Total

	Belgium
	400,000
	928
	0
	400,000

	Denmark
	4,300,000
	13,650
	120,000
	4,420,000

	France
	34,400,000
	7,814
	5,550,000
	39,950,000

	Germany
	5,200,000
	1,432
	1,000,000
	6,200,000

	Greece
	0
	0
	0
	0

	Ireland
	0
	0
	0
	0

	Italy
	3,750,000
	1,242
	0
	3,750,000

	Portugal
	173,000
	746
	0
	173,000

	Spain
	2,180,000
	1,206
	na
	2,180,000

	Netherlands
	1,300,000
	3,125
	0
	1,300,000

	UK
	1,000,000
	569
	0
	1,000,000

	Total 
	52,703,000
	3,174
	6,670,000
	59,373,000

	Source: BIPE Conseil/MEDIA Salles


  
The table shows that France offers by far the largest contributions to a national exhibition sector. At the other end of the spectrum are Greece and Ireland, where no public support is available. In a brief overview we describe below the position of European films, art-houses and non commercial cinemas in each country. 
  
  
Belgium 

French films account for 18% of admissions in Belgium. In the country with the most sophisticated exhibition sector, US films yield about 73% of total admissions. The exhibition sector in Belgium is very concentrated, with the largest 3 players owning 60% of the market, but there is very little vertical integration between distribution and exhibition activities. There are about 15 art-houses, which are the cinemas giving more space to European films. The main distributor of European and art titles in Belgium, Cinélibre, is the only one to be vertically integrated. When one of its titles is also requested by the mainstream circuits, Cinélibre usually gives preferential treatment to art-houses. Art-houses can get public support if they offer a variety of cultural activities. 
  
  
Denmark 

In Denmark national films make up for 15% of total releases, while European productions have slipped from one-third to one-fifth of the total. In terms of share of box office, the decline of European films is even greater. Public support in Denmark is the second highest in the Europe in terms of public funding per screen (5,000 ECUs). 
  
  
France 

Very strong public support for production and exhibition in France may partly explain the lower proportion of admissions to films produced by the US. They account for only 58% of the total. In the exhibition sector, public money helps cinemas to upgrade their facilities and to obtain a greater number of prints for European films. Also, about a quarter of French cinemas are owned and managed by the local authority and their financial constraints are different from those facing the commercial sector. Art-houses, usually located in large towns, form a healthy segment of the French exhibition sector. 
  
  
Germany 

In Germany, art-houses show mainly first run films, as the repertory material is increasingly supplied by television and videos. Art-houses are defined as cinemas that show a varied selection of film types and publish their programmes well in advance. The 500 screens responding to that definition accounted for 16% of the national box office receipts in 1992. In addition, about 20 small town local authorities run public cinemas, which show non-commercial programmes. They are virtually the only ones to present films from small countries or low budget productions. Public help is offered to acquire additional prints (for cinemas in small towns) or for modernisation and improvements. Also, the government rewards cinemas which offer outstanding programmes. 
  
  
Greece 

There is no support of the cinema sector from the Greek government. The exhibition sector is often sponsored by private multinational companies to aid the modernisation process. Only the winter cinemas show new films - 93% of which from the US - while the summer cinemas show second runs. Summer cinemas are disappearing as the owners of the sites sell their estates to create more lucrative tourist developments. The share of domestic films, at 2%, is one of the lowest in Europe. 
  
  
Ireland 

European titles and art films are virtually absent from Irish cinemas, except for a few art-houses in Dublin. There is a good turnover of such films in the video rental sector, and more generally they are experiencing a bit of a renaissance, confirmed by the upgrading of some independent art-house cinemas in the capital. European films remain a niche market as long as they are not perceived as commercial films: big European hits have been played by mainstream cinemas. Beyond the public support of the Irish Film Centre there are no subsidies for exhibitors of European films. 
  
  
Italy 

Art-houses in Italy are also experiencing growing success, particularly among young audiences. This is interpreted as a reaction to the decrease in standards of quality of television programmes. The number of art-houses in Italy is not easily quantifiable, since the definition of art-house for public support purposes also includes cinemas that program art films only on some days of the week. Recent statistics(18) show that art-houses account for 9.3% of the national screens. Private capital is reportedly interested in investing in this segment of the exhibition sector. 
(18) from the 1993 edition of the "European Cinema Yearbook", MEDIA Salles 
  
  
Netherlands 

Exhibition in the Netherlands is divided between a commercial and a subsidised circuit. The commercial distributors only deal with commercial exhibitors, but can deliver non-commercial films to the subsidised sector and vice-versa. Distinctions between the two segments are increasingly blurred, as some subsidised cinemas offer diversified, popular programming. Art-houses in this broader sense are evenly split between the two segments of the market. Their turnover totals 8 - 8.5 per cent of gross box office. 
  
  
Portugal 

The exhibition and distribution sectors in Portugal are dominated by one national firm, Lusomundo, and its allied US company, Warner. Access to screens is practically dictated by Lusomundo and there is no regulation in sight to correct possible distortions. Only niche strategies are possible for independents. They are confronted with a choice between second rate US films or European productions. European films are virtually absent from the scene. Atalanta is the most prominent distributor of European films, and has successfully revived the niche market by alternating old classics with contemporary quality films. The company's successful strategy is that of renting or buying public and/or local small cinemas (16 screens at present) that would have otherwise been lost, and show films from its distribution company. Atalanta also enjoys public support and some aid for exhibiting European films. 
  
  
Spain 

While other countries support European films via a system of subsidies for the distribution of European films and subsidies to cinemas dedicated to showing a large proportion of European films, Spain operates quotas compelling the distribution of European films. It is the only country in Europe where public intervention has not contributed to a separation of commercial circuits, mainly showing US films, and art-houses, showing non-mainstream quality films. 
  
The Spanish quota system affects both distributors and exhibitors. Under the old system, which ran until the end of 1993, distributors were awarded a licence to dub a maximum of four non-European films for each Spanish film they distributed. The exact number of foreign films for which dubbing permission was granted depended on the box office receipts of the national film: a dubbing licence for one film was ensured at the start of the Spanish distribution contract, and up to three more were awarded as soon as the (Spanish) film obtained 30, 60 and 100 million pesetas in the box office. Between 1989 and 1993, each Spanish film on average generated 1.5 dubbed films. 
  
Exhibitors had to alternate their programming of dubbed films with a set number of days of European films, varying from one day of European film for every 3 days of foreign films to one European day per foreign film, depending on the characteristics of the European film programmed. 
  
Both distributors and exhibitors complained that the quota system depressed their revenues. However, the large distributors built up a stock of 179 dubbing licences to use, which suggests that the system did not hinder their distribution strategy as much as they claim. 
  
To beat a deadline associated with the General Agreement on Trade and Tariffs (GATT), legislation was pushed through in December 1993 modifying the quotas. Effectively the quotas were tightened up with the aim, inter alia, of ending a practice where distributors acquired the rights to a Spanish film only to grant it the most limited release and, nevertheless, obtain a dubbing licence. Exhibitors responded with a one day strike. 
  
This regulation has had the primary effect of ensuring that the mainstream circuits show national (and now European) productions in their theatres. Also, the combination of old fashioned strict rules on art-house programming and the quota system has caused the art-houses to disappear and be substituted by cinemas that show only subtitled films. These have created a niche market which seems destined to grow as more Spanish people become familiar with foreign languages. The quota system has resulted in 22% of total releases originating from Europe, of which 9% are domestic productions. These figures are among the highest ones in the European countries, where the share of European films has been progressively eroded by US productions. 

  
United Kingdom 

The size of the art-house market in the UK is very small, and non-English language films account for less than 2% of box office. This low figure takes into account European films that are often part of the mainstream programming in the continent. On the other hand, US films make up 62% of releases and 86% of box office (over 90% if three UK-registered films produced by US majors are included). 
  
The UK exhibition sector is highly concentrated, with five companies operating approximately 63% of the screens. Mainstream films are released all over the country simultaneously, with a large number of prints. Since about half of the British repertory and art-houses are located in London, this is where non-commercial productions are first tested. Although the mainstream cinemas do some repertory, most of it is confined to art-houses and the Regional Film Theatres supported by the British Film Institute (see Case Study 2 - chapter 3.5). 
  
  
Large budget European films 
  
According to EFDO, 80 per cent of feature films produced in Europe have budgets less than 5 million ECUs. The preponderance of low-budget films, tending to have comparably low marketing (prints and advertising) budgets, goes a considerable way to explain the poor market position of European films relative to US films. But what of the higher budget European titles? 

An analysis of 16 French films (including six co-productions) released between 1986 and 1993 was undertaken in November 1993 on behalf of the Atelier du Cinéma Européen (ACE). 
  
The films in the sample were 
  
 1492 - Christopher Colombus                    Indochine 
 Le château de ma mère                              Jean de Florette 
 Cinema Paradiso                                        La gloire de mon père 
 Damage                                                       Le mari de la coiffeuse 
 Delicatessen                                                Manon des sources 
 La double vie de Véronique                        Nikita 
 Europa, Europa                                          Toto le héros 
 Tacones lejanos                                          Subway 
  
Results are set out in Table 38. 
  

	Table 38: 

Average Box Office in 10 European Countries for 16 French-produced and co-produced films, 

1986 - 1993

	   

Country
	Average Box Office
(in US$)
	as a % of average box office for all releases in country
	as a percentage of the European total (%)

	Belgium
	356,702
	89%
	1.42

	Denmark
	186,866
	46%
	0.74

	Finland
	88,292
	35%
	0.35

	France
	17,608,086
	872%
	70.15

	Germany
	975,986
	47%
	3.89

	Italy
	2,164,150
	207%
	8.62

	Spain
	1,632,961
	149%
	6.51

	Sweden
	393,950
	59%
	1.57

	Switzerland
	647,376
	235%
	2.58

	United Kingdom
	1,045,557
	48%
	4.17

	Total
	25,099,926
	n.a.
	100.00

	Source: London Economics' analysis of Unifrance, CNC, EDI and Variety data/MEDIA Salles


  
All of the films in question were released in most European countries. On average, they grossed just over $25 million in ten countries. 70 per cent of this total was obtained in the French market. Italy accounted for 8.6 per cent, Spain for 6.5 per cent, the UK for 4.2 per cent and Germany for 3.9 per cent. 
  
The implications of the factors underlying the success and failure of European films are explored in the rest of this paper. They relate to the importance of the "pipeline" in ensuring that films get onto screens, the impact of sufficient marketing expenditure on the films, and the importance of what might be termed "cultural education" to maintain an interest in what used to be termed "international cinema" (i.e. non-domestic and non-US). 
  
  
Problems of definition 
  
Any policy measure that seeks to favour the distribution or exhibition of European films over films originating from other countries is bound to create some problems. Not only is it difficult to establish what are the appropriate policy measures that will effectively support European film, but it may also be difficult to define what is a European film and what is not. It may seem rather trivial to be bothered about definitional issues. But, in fact, the problem is one of substance as well as of mechanics of implementation. 
  
The question of defining the origin of a film for the purpose of devising a support system - be it a quota or a subsidy - must first ask what the policy is trying to achieve. It hardly makes sense to support only films that are 100 per cent European. The European film industry does not need to consist of films that have only European themes or stories as their basis, a European producer, a European financier, a European production crew, and are shot in Europe. Such a definition would be unduly restrictive and would lead to a rather narrow and parochial European film industry. Film making is more ambitious in both choice of subject matter and involvement of third party resources. Big budget films require a complex pattern of relationships between producers, distributors, scriptwriters and actors that varies from film to film. The only constant element in big budget film making is the involvement of an effective distribution organisation that is capable of guaranteeing that the film is professionally marketed and properly managed in terms of its release pattern. 
  
The script may be based on a 19th century English novel, or a script that was specifically prepared from an original idea by a producer. Actors may be chosen to suit the story and because of their "brand value" and reputation with the core audience that the film targets. Similarly, directors are chosen because they are thought to be able to give a film a particular feel, or bring to the film the necessary degree of innovation. Small budget films, or specialist films serving niche markets, are less complex and often combine the role of writer and director, but still require an extensive collaboration between the essential elements of film making. 
  
What a European film policy needs to achieve is an increased use of European inputs into mainstream films as well as specialist films, not an increase in 100 per cent European films with small budgets and little chance of popular success. 
  
For mainstream film the primary objective is the opportunity for European talent to exploit its skills. This implies the need to ensure that these skills are maintained and that there is reinvestment in them. This objective is like the support of Airbus for the benefit of the European engineers who want to be employed in activities that they are good at and which are challenging their skills. It also means that it is necessary to ensure that the talent does not dry up and that there is a continuation of supply of highly skilled engineers who are capable of earning good money for challenging high value jobs. This is essentially an economic objective. 
  
For mainstream film there is also the cultural objective of using European backdrops and themes in film. The Western is a very American genre, although these films have often been shot in Spain or Yugoslavia. James Bond movies are international productions, but still retain a certain Englishness about them. The Commitments is a European film, produced by a US major, that describes and deals with rock music. It is shot in an Irish setting and contains an Irish sense of humour. It is also based on a story by an Irish writer - never mind that most of the music is originally American 1960s! 
  
If these are the objectives then we have to ask ourselves the question: what combination of measures would support European film-makers most effectively, and assist in the dissemination of European themes and genres? Two approaches to definition of origin of a film offer themselves:  

·  minimum value-added; 

· last substantial transformation. 

Both these definitions are commonly used in the determination of origin of industrial goods, and are used when deciding whether a specific duty treatment applies to the importation of a good. The value-added definition measures the cost content of parts and labour that are sourced in Europe. 45-50 per cent is the criterion usually applied. 
  
The last substantial transformation is the standard definition under the EU origin regulation 802/68 and suggests that a good is considered to originate from a country where its last substantial transformation from a combination of inputs happened. This definition has been used to decide, for example, the origin of typewriters assembled in the UK but where a large part of the parts were source from Japan. 
  
  
Minimum value-added 
  
Applied to films, the first criterion of minimum value added is reasonably straight forward. Taking the budget of a films before print, advertising and distribution costs this requires that there have to be minimum costs on European actors, crew or post-production of at least 45-50 per cent. 
  
With such a definition several films produced by US majors in the EU would probably qualify as European, and under any quota or subsidy scheme, would qualify for preferential treatment. This may or may not be in the spirit of the EU MEDIA Programme, but under economic considerations the value of employing 50 per cent of a $25 million project amounts to a considerable investment in a European talent base. These resources may be employed in, for example, a German studio, a British post-production facility or using a Spanish crew on location. 
  
The source of finance or the nationality of the producer would play a secondary role under the value added definition. Financing costs are of crucial importance to any film project, and cannot be ignored. In terms of value-added, they may constitute a three-year advance on royalties and need to be costed as a cost of capital for a film company providing these financial resources. For example, a 12 per cent cost of capital over three years amounts to a large resource-costs item and will influence the calculation of value-added. But it would, nevertheless, be wrong to judge the country of origin solely on the basis of the sources of finance. 
  
  
Last substantial transformation 
  
Applying the second definition of origin to European film is less clear cut. The concept of last substantial transformation is not without problems and has been subject to a number of cases in European courts. Nevertheless, it may still be relevant to the assessment of origin of a film. A film is produced over a number of distinct stages: 

· project development; 

· securing finance; 

· preparation of the shoot; 

· filming; 

· post-production; 

· marketing and release planning; 

· local release.  

There are only two serious candidates for consideration: Stage 4 (the filming) or Stage 5 (post-production). This is not the place to rehearse the legal and economic arguments that decide this question. Suffice it to say that the economic impact of post production on the development of a genuine European film industry is limited. If the country where the film is shot, either in a studio or on location, becomes the defining criterion, then the impact on the European film industry, and in particular the use of its production infrastructure, would be greater. 
  
Again as in the case of the value added definition there is little room for consideration of the nationality of the producer or the sources of finance as the origin giving criterion. 
  
These observations need to be borne in mind when assessing the tabulation of market shares of European film in European cinemas, and when considering the implementation of any policy measures designed to enhance the fortunes of the European film industry. 
  

3.3 Access to exhibition and distribution for European films 
  
European producers often complain that they find it difficult to get access to screens, and that major distributors discriminate against European films in favour of US products. These complaints are part of the campaign to give European films favourable treatment either in terms of tax breaks, production subsidies and other regulatory measures that can be expected to work in favour of European films. Before investigating the potential effectiveness of certain measures in the following case studies we want to evaluate the claim of problems of access to exhibition and assess the problem also from an exhibitors point of view. 
  
First, it is necessary to investigate the claim that there are not enough screens available for European films to be shown, ie that there is a general screen shortage in Europe. Second, there is the question whether the current distributor-exhibitor relationship leads to a bias against the exhibition of European films in European cinemas. Third, we want to look at the issues raised more generally about the degree of concentration at the level of distribution and the extent to which vertical integration between distribution and exhibition in various European countries operate against the interests of European film-makers. 
  
  
Access to European screens 
  
In the study Retailing European Films(19), London Economics examined the distribution and exhibition practises of US majors and European distributors to investigate whether European producers get fewer opportunities to exhibit their films on screen. One of the questions addressed was whether a shortage of screens prevented access to screens for European film-makers. Another set of questions raised the issues of market positioning and the role of distribution over that of exhibition in retailing European films. The results of this study are highly relevant for the central topic of this paper and can be summarised as follows: 
(19) Retailing European Films: The Case of the European Exhibition Industry; A report for the MEDIA Business School; London/Madrid; January 1993. 
  
  
Screen shortage 
  
The survey of cinemas in the EU showed that there is no evidence of shortage of screens in the EU, with the possible exception of the UK. The fall in demand for cinema admissions in the past twenty years have been greater than the fall in number of screens per person. Moreover, the development of multiplexes, which has successfully reversed the downward trend in admissions in some countries, has changed the relationship between distributors and exhibitors in others. Exhibitors now have greater flexibility in booking films and matching films to potential audiences. 
  
  
Market position 
  
Even in the light of such positive developments, however, it is difficult to think of European films that can sell across national borders in the way US productions do. European films and Hollywood productions are different, and in many cases do not appeal to the same viewers as the US blockbusters. As long as large portions of the public are willing to see the latest mainstream US film, it is only natural that a large number of exhibitors would program their screens with such films. They would have no interest in refusing to show a film that offers good earning potential. 
  
The research presented in this report showed that there are definite differences in the market positioning of US and European films. US films are more likely to appeal to the largest audience: the young, frequent film-goer. In addition, what weighs against European film-makers is the established reputation of the US majors and the fact that they can supply a steady pipeline of product. This points the line of questioning away from exhibition to the role of distribution. 
  
  
Access to distribution 
  
US distributors are able to offer exhibitors particular advantages: they are part of the well-established marketing network of the US majors, and they offer a supply of films that cater for mainstream audiences across all countries that have been tested in the US market. This represents an important cover against risks for the exhibitors. US distributors thus enjoy a leading position in virtually all foreign markets. 
  
The study found that in many European countries there is evidence of a bias against European productions by US distributors. US distributors make more money out of the EU films they distribute than from the average US film. As they obtain higher margins on their own products, the US majors need to achieve higher returns from a European film to compensate. As a consequence, they only distribute European films which they expect to fare above average. 
  
Relationships between distributors and exhibitors change in time to reflect the considerable degree of mutual advantage that is to be gained by minimising the risks that are intrinsic to the film industry. They can join forces to release the right films at the right time and with the appropriate marketing campaign. US majors are in a privileged position to offer such advantages. US distribution companies can sometimes use their dominant position to impose block-booking practises, by which they tie the sale of a (usually) successful film with that of another (less successful) film. While this practice may be, under certain circumstances, an entirely reasonable way to deal with uncertainty over the likely success of a bundle of films, it may be considered anti-competitive in others. 
  
  
Recommendations 
  
In order to increase European film-makers' chances of commercial success, Retailing European Films argues that they should be able to offer to the exhibitors mainstream films as a viable alternative to the pipeline offered by US majors. This may be assisted by the establishment of an effective European distributor offering a pipeline of attractive films to European exhibitors. 
  
One option would be for distributors in the EU to team up to build a strong operation. Another option would be to set up a single European distributor who could be helped to achieve a strong position throughout the EU and supply a steady pipeline of products. In this way exhibitors can rely on the distributor's established reputation (as now happens with the US majors) and they can be more or less guaranteed that a few successes can make up for the box office failures that may be included in the pipeline. In Retailing European Films, Italy's distribution company Penta was mentioned at the time as a likely candidate to become the promoter of European mass appeal films, given the dominant position it achieved in its home country and the evident European ambitions of its chief, Silvio Berlusconi. 
  
These options are contrasted with the fact that not all European film-makers want to access the mainstream screens: most European films are aimed at a different type of audience from that of US productions. Hence, a distinction must be made between European films that compete directly with US productions and films that place themselves in a different, and less commercial, segment of the market. For the first, the real issue is that of ensuring that European films are distributed by an operator that can play as well as the US majors. For the non-mainstream production, there is a case for government support of quality and art cinemas. 
  
Public funds can be used to subsidize art-house cinemas and to facilitate the distribution of less commercial European productions. These two aspects are explored in greater detail in later sections of this paper. 
  
  
Links between exhibition and distribution, and the US majors 
  
Chapter 2 of the White Book on the European Exhibition Industry highlighted the extent to which in some countries distribution and exhibition are becoming more integrated through common ownership or shareholdings. This raises the issue whether major distributors can exert market power based on the level of concentration in distribution and exhibition, and the existence of vertical links between the two operations. A large distributor facing a very fragmented exhibition sector is obviously in a much more powerful position than it would be if confronted with a strong exhibitor. Exhibitors that are vertically integrated with a distributor are likely (but this may not be always the case) to deal exclusively with their own distribution operation. The table below shows the market share obtained by integrated operators in the distribution and exhibition sector in various European countries. 
  

	Table 39: 

Market share of vertically integrated distributors 

	Country
	Distributors
	Distribution
	Exhibition

	Germany
	Warner, Neue Constantin
	40.0%
	6.0%

	Belgium
	Belga, Indep.Films, Cinélibre, Excelsior
	25.0%
	12.0%

	Denmark
	Warner-Metronome, Camera, MGM/UIP/Nordisk (1)
	56.0%
	38.5%

	Spain
	UIP/Cinesa, Lauren Films
	25.0%
	13.0%

	France
	UGC, Gaumont, AMLF (Pathé)
	30.2%
	33.5%

	Ireland
	Abbey (Ward Anderson)
	12.0%
	47.0%

	Italy
	Penta (Cine5), Istituto Luce
	37.5%
	3.3%

	Netherlands
	-
	-
	-

	Portugal
	Lusomundo, Castelo Lopes
	60.0%
	65.0%

	UK
	UIP1 (UCI, MGM), Warner, Rank
	51.0%
	71.6%

	Greece
	Elke, Spentzos, Prooptiki
	13.5%
	15.0%

	Note (1) Partially integrated 
Source: BIPE Conseil/MEDIA Salles 


  

Distribution activities of the US majors: a five-country comparison 
  
In Table 40 we look at the size of the five largest distributors (in terms of box office grosses) in each of five national markets for which data are available. For France, Spain and the UK, the figures are based on a five-year average for the period 1988 to 1992; for Germany they are based on the period 1990 - 1992, and for Belgium on the two years 1990/91 and 1991/92. These five national markets represent around 70 per cent of total European box office, estimated at £1.6 billion in 1992. 
  

	Table 40 

Top five distributors, five year averages (Million UK £)

	   

 
	Belgium
	%
	France
	%
	Germany
	%
	Spain
	%
	UK
	%
	Total
	%

	Total Box   
Office 
	31.1
	100.0
	360.2
	100.0
	308.0
	100.0
	158.5
	100.0
	251.2
	100.0
	1109
	100.0

	Warner/ Disney*  
	6.7
	21.5
	60.5
	16.8
	74.1
	24.1
	35.2
	22.2
	68.3
	27.2
	244.8
	22.1

	UIP  
 
	5.4
	17.4
	51.9
	14.4
	53.8
	17.5
	33.7
	21.3
	66.2
	26.4
	211.0
	19.0

	Columbia  
 
	3.8
	12.2
	34.6
	9.6
	42.8
	13.9
	17.1
	10.8
	24.3
	9.7
	122.6
	11.1

	Independent Films
	3.7
	11.9
	47.5
	13.2
	33.3
	10.8
	14.5
	9.2
	21.0
	8.4
	120.0
	10.8

	Fox/UGC   
 
	2.5
	8.0
	30.2
	8.4
	29.1
	9.4
	13.7
	8.6
	23.6
	9.4
	99.1
	8.9

	Total
	22.1
	71.0
	224.7
	62.4
	233.1
	75.7
	114.2
	72.1
	203.4
	81.1
	797.5
	71.9

	* In the meantime, Warner and Disney separated in 1993.

	Source: London Economics' analysis and estimates based on national agency data/MEDIA Salles. Data for France are estimates based on figures for Paris box office.


  
Over the five years, 1988-1992, Warner Brothers, distributing Walt Disney films as well as the studio's own, had the largest share of the market. UIP was in second place. The two companies together accounted for around 40 per cent of the European market. Behind UIP came Columbia, followed by a national distributor (whose market position would chiefly be due to being distributors of Carolco's blockbusters in their own market, as is the case with Guild in the UK or AMLF in France) and Twentieth Century Fox. Positions 3, 4 and 5 might vary from market to market. 
  
The size of the top two companies' market share tends to vary according to how concentrated each national market is. The UK has the most concentrated market of the five countries and one of the most concentrated in Europe. In the UK, the top two distributors account for more than 50 per cent of the market. The UK is followed by Spain. What the two countries have in common is strong integration between distribution and exhibition; in the UK, nearly 60 per cent of screens are owned by exhibition circuits with distributor links (this includes operators like Artificial Eye, Curzon and Mayfair, as well as MGM, Odeon, UCI and Warner). In Spain, the largest exhibitor, Cinesa, with around half the screens in the two major local markets, Madrid and Barcelona, is owned by UCI. 
  
All the major exhibitors whose parent companies are also in distribution - MGM, Odeon, UCI and Warner - insist on arms-length relationships between the exhibition and distribution operations. While Warner and UCI operate showcase cinemas in London which show almost exclusively parent company product, the circuits as a whole deal with many distributors, and the distributors deal with many exhibitors, and we would expect there to be no preferential treatment between related exhibition and distribution companies. 
  
In short, the Majors have not fully integrated distribution and exhibition and there would be little benefit in them doing so, unless they never (or rarely) had to resort to product and/or outlets supplied by third parties. 
  
This situation is different to the one encountered among the specialised integrated distributor/exhibitors - those who predominate in the distribution and exhibition of European films - whose primary commercial interest is to pick up product to show in their own cinemas and to have cinemas in which to show their own product. They are less interested in third parties, unless, as distributors, they have a very successful film, in which case they will supply it on terms established (essentially) by the Majors and the large circuits. 
  
The relations, then, between parent companies and subsidiaries, and between the various subsidiaries themselves, become a question of commercial logic. The subsidiaries are not in competition with one another any more than with the parent, and each benefits from the best performance by the others: UIP wants the strongest films that it can distribute most successfully; UCI or MGM expect no more favourable terms from UIP than from other distributors and aims to maximise its business with films from whatever source, with a tendency to favour the major "pipelines", i.e. the other US majors' distribution arms. 
  
  
Review of the UIP exemption by the European Commission 
  
Over the next few months - or possibly years - the Competition Directorate, DGIV, of the European Commission will decide whether to grant a new exemption under Article 85(3) to UIP, the joint-venture distribution company owned by MGM/UA, Paramount and Universal. The conclusion reached by the Commission in 1988, which it is currently in the process of reviewing, stated that UIP is effectively a cartel but its impact on the market was in the public interest. Specifically, the Commission took the view that UIP was able to provide a better service to exhibitors than its owners, acting separately, would be able to do, distributing more films more effectively. The extra revenue thus gained, coupled with the savings derived from the joint-operation, the Commission believed were being ploughed back by UIP's parents in the form of investment in cinemas and in European films, either at the production stage or, post-completion, when UIP picked up a European film to distribute in one or more European country. The Commission, furthermore, made the granting of the exemption contingent on a number of undertakings given by UIP to continue to support European films. 
  
Like the 1948 Consent Decree whereby the Hollywood Majors agreed to divest their cinemas, the Commission's decision will not, in and of itself, set the seal on the future of the film business in Europe, but it will be a testing-ground of perceptions about the strengths and weaknesses of the US Majors and of their European competitors. The Commission may choose to make an example of UIP. It may decide that the feature film sector is beyond - or not in need of - intervention. Or it may use the opportunity presented by the UIP case to evaluate what needs to be done to enhance both competition in the supply of feature films, and the access enjoyed by European film-makers to Europe's markets. 
  
The Commission's attitude towards UIP will be a function of how the EU authorities propose to respond to the competitive advantages enjoyed by the US Majors and the tendency towards greater vertical and horizontal integration. 
  
Given the Majors' commercial supremacy, the whole exhibition environment will be strongly determined by the Commission's decisions and the Majors' reactions. Specifically, the Commission could directly constrain the Majors' scope of action by enforcing higher levels of investment in Europe, or else by prohibiting some of their activities, such as exhibition. It could indirectly constrain the Majors by supporting initiatives by individual European countries, such as the imposition of Spanish-like quotas or French-type levies. 
  
Alternatively, it is highly improbable that the Commission would introduce sanctions against the Majors which were not also to be applied to Europe-based companies, such as Chargeurs, Silvio Berlusconi's interest, or Philips, whose activities are comparable both in range and scale. Forcing separation or divestiture of production, theatrical distribution, home video and television interests, etc., would be counter to the logic not only of the Majors but also of the value chain for feature films, where the distinction between the various moments in the production and exploitation of a film is becoming ever more blurred. 
  
  
Conclusions 
  
Distribution is key in the film industry. For producers, it provides the only means of having their product reach an audience. For exhibitors, it means dealing with a more or less risky supply of films to screen. 
  
The structure of the relationship between distributors and exhibitors has grown to reflect the considerable degree of mutual advantage that is to be gained by managing the inherent risks, releasing the right films at the right time and with the appropriate marketing campaign. 
  
US distributors are especially well-placed to offer European exhibitors deals that are to their advantage, because exhibitors are able to benefit in two important ways from buying Hollywood productions. First, they can tap into the well-established, extensive marketing network of the US majors. Second, US films will have been released in the US before Europe. Since US box office is closely correlated with success in Europe, the US release acts as free market research for both distributor and exhibitor. In buying US films, exhibitors are therefore exposing themselves less to risk than when they buy European product that has not been through the same market test. 
  
There is evidence in the UK, Germany and Italy that US distributors make more from the EU films they distribute than from US product. This indicates that US distributors may well be biased towards US product as we would predict, because they need a higher return on European product to achieve the same margin as on their own product. US distributors will distribute films from other countries, but they expect them to exceed the average performance of US films. Since US distributors dominate the market, this means that access for independent productions may be limited. 
  
These are some features of the distributor-exhibitor relationship which may lead to less screen time being available for independent productions. This factor is exacerbated by the strong position in most European countries of the distribution arms of the US majors. 
  
This fact draws attention to the important point that in any comprehensive discussion of the problems of European producers in placing their product, the market position of that product with respect to competitors should be taken into account. If there is a large market for a certain type of film, then exhibitors will want those films on their screens. Without interference through government intervention, it may indeed be hard for producers of films with lesser audience appeal to have their product screened. 
  
There is a case for the argument that distribution is dominated by the US majors, but this should not ignore differences that exist between US and European product. Difference in risk and marketing power aside, if European films were as commercially-attractive to exhibitors as major US titles in competing for prime viewing slots and then there would be little to stop exhibitors from showing those films. 
  
Previous research by London Economics has shown that there are definite differences in general in the market-positioning of US and European films. US films are more likely to appeal to the largest audience: the young, frequent cinema-goer. What weighs against European producers is the established reputation of the US majors, and that they can supply a steady pipeline of product. Many films forming this pipeline will be box-office failures, but exhibitors are more or less guaranteed a few successes that will, it is to be hoped, make up for the flops. 
 3.4 Case Study 1: European Film Distribution Office (EFDO) 
  
Introduction 
  
Recent years have seen a gradual equalisation in the number of films produced in Hollywood and in Europe. The characteristics of these films, their target-audience and their cost of production, however, are increasingly different. In general, mainstream Hollywood films are relatively expensive and marketed to attract large and young audiences. European films, on the contrary, are made with much smaller budgets and tend to appeal to smaller, more mature audiences. Although there are many examples of cross-overs between these two generalised classifications, the gradual confinement of European productions to art-house and niche markets is already a reality in most European countries. 
  
Because of their niche market position, small European productions do not enjoy the same type of distribution as mainstream films. But they serve part of the market where public intervention can be used successfully to preserve the fruition of quality cultural productions. This section explores issues involved in the subsidised marketing and distribution of low-budget European films, and to this end analyzes the fortunes of European films which received support through EFDO. 
  
A number of films were examined and analyzed to investigate whether there are some systematic factors in the way European films are distributed within the separate countries that may explain why some European titles are successful in some countries but received with only tepid enthusiasm in others. Although culture-specific factors will always contribute to success stories, they cannot be the sole explanation of widely-differing performances. The existence of dynamic domestic production, strong cultural ties with neighbouring countries, or a population's ability to speak more than one European language, may all contribute to the greater success of European films in some countries. In this paper we try to isolate these factors and concentrate on the key elements in the way films are distributed and released in each country, such as the marketing expenditure associated with each film, the number of prints made available and the length of the release. 

  
The data 
  
The analysis is based on data provided by the European Film Distribution Office (EFDO) relating to 50 European films for which distributors across Europe applied for loans to cover distribution expenses. Eligibility for EFDO loans is currently restricted to medium and low-budget European films (defined as having a budget less than 4.5 million ECUs). Countries covered in the period examined included all EU countries, plus Switzerland and Austria. In 1992, Switzerland left the programme. Of the EU countries, Luxembourg is subsumed for distribution purposes within Belgium. Likewise, distribution of films in Ireland is included with the UK. 
  
The data cover the period 1988 to 1992. The data analyze each title country by country, showing the name of the distributor, the calculated and actual distribution costs, the number of prints (as estimated beforehand by the distributor), the date and length of release, box office receipts, rentals, admissions, number of cinemas showing the film, and the number of runs. The number of prints is split between original, dubbed and subtitled copies. 
  
Only the titles for which complete data were available where retained in the database, which in its final version contains 50 films and 164 releases. Also, records containing data visibly out of line with the rest of the database and where some error was assumed either in the distributor's returns or in data entry by EFDO were eliminated. For example, the analysis of average ticket price for each film in various countries (box office receipts divided by admissions) led to the removal of a number of releases for which ticket prices varied significantly from the average for the country concerned. Such possible errors are often due to the difficulty of providing final figures for admissions before EFDO's reporting deadlines, which results in admission figures being at odds with reported box office. 
  
Data from other sources were used to complement the sample thus constituted and enable comparisons to be made. Average ticket price and yearly admission figures in different countries were obtained from MEDIA Salles: European Cinema Yearbook, 1993. EFDO's 99 European Films was used to identify the country of origin of all films analyzed. 
  
Table 41 below shows the main characteristics of the EFDO data sample. The first column indicates the number of film releases for each country. Since for all countries the base of films is relatively small, the average values reported throughout the study do not have full statistical reliability and are to be taken as indicative. The next three columns in the table show the characteristics of film release in each country: 

· the number of cinemas where films are played; 

· the average number of prints available for each film (which indicates how many cinemas can release the film simultaneously); and 

· the length of the release.  

The last two columns show the average rentals charged by distributors expressed as a percentage of total marketing expenses and as a percentage of box office receipts. 
  
The sample shows significant differences among the various countries. Differences are only partially related to the population size of the countries and tend to reflect different national marketing practices. The number of cinemas showing a given film is a significant factor: the average for all countries was 68 cinemas, but the average figures may vary significantly even between countries of similar sizes. Within the small countries, for example, Belgium uses on average 19 cinemas, but Greece has 51 and Portugal has ten. Similarly, the number of prints specified by the distributors in each country is not consistently correlated with the size of the country or the number of cinemas where the films are released. 
  

	Table 41 

Characteristics of the Sample Used of EFDO-Supported Films

	Country
	Number of releases
	Average cinemas
	Average prints
	Average weeks
	Rentals as % of box office
	Rentals as % of total marketing

	Austria
	15
	8
	2
	8
	36%
	65%

	Belgium
	13
	19
	2
	15
	42%
	72%

	Denmark
	10
	14
	2
	18
	35%
	39%

	France
	19
	139
	15
	25
	50%
	57%

	Germany
	26
	186
	17
	43
	43%
	77%

	Greece
	3
	51
	2
	n.a.
	61%
	67%

	Italy
	15
	99
	16
	31
	38%
	49%

	Netherlands
	19
	20
	3
	17
	43%
	51%

	Spain
	9
	36
	6
	19
	35%
	71%

	Portugal
	13
	10
	2
	9
	39%
	35%

	Switzerland
	11
	34
	7
	34
	35%
	108%

	UK
	11
	34
	3
	13
	29%
	56%

	TOTAL
	164
	68
	8
	23
	40%
	62%


Source: London Economics' analysis of EFDO data/MEDIA Salles

  
Distributors apply to EFDO for loans to cover up to 50 per cent of "pre-costs": these include prints, subtitling, dubbing, art work, advertising and publicity materials, screenings and other promotional expenditure. The loans are issued against receipts and other information provided by the distributor and independently audited. Once the distributor has recouped his share of the pre-costs from rentals, he or she can deduct a further 30 per cent of the gross receipts to cover his or her overheads. 70 per cent of the remaining receipts is then applied to repay the loan. Therefore the distributor could be said to have broken even when rentals equal 50 per cent of total marketing pre-costs, although this includes no allowance for overheads. 
  
Since rentals, on average, corresponded to 62 per cent of marketing costs, we can see that, taken as a whole, the distribution of these films was only viable thanks to the EFDO loans and a relatively small proportion of those loans are ever repaid. Our sample covers the early years of EFDO's activities as well as the more recent period and omits some of the most notable successes achieved by EFDO supported-films, such as Il ladro di bambini and The Crying Game. In the case of these and other successful films, rentals averaged nearly 180 per cent of marketing costs. 
   
  
Methodology 
  
The first step was to analyze the average figures country by country and gain an overview of the characteristics of each national market, in terms of average number of cinemas, number of prints, preference for subtitled or dubbed copies and so on. The second step involved the identification of successful films and the analysis of their marketing in the different countries. There are, however, several ways to define successful films. Should one look at the top earners in each country separately, or try to identify films that do well everywhere? Is a film "doing well" if it earns a lot of money, or if it attracts a lot of viewers? 
  
The most obvious measure of success - net box office revenue - was rejected because the differences in ticket price and marketing costs in the various countries make it difficult to calculate "net" box office revenue and even more difficult to make comparisons. We chose to use admissions as the basic indicator, but needed to create some form of index that would serve two main purposes: rank the various films in order of success and make the different countries comparable. 
  
The success index we used is given by the share of all admissions to EFDO films in the sample, obtained by each film, in those countries in which that film was released. This is calculated as the ratio of all admissions for a given film in the countries showing it, to the total admissions for EFDO films in those same countries. For example, let us suppose that Film A is shown in countries X, Y and Z and achieves admissions of 2,000 in country X, 1,000 in country Y and 100 in country Z. Admissions for all EFDO-supported films in our sample shown in country X is 4,000; in country Y, 6,000; and in country Z, 10,000. Therefore the film obtained total admissions of 3,100 out of a possible 20,000. The success index for Film A is 3,100 divided by 20,000, making 0.155. Film B is shown in countries X and Y only, and has total admissions of 2,500. So Film B has an index of 0.25 (2,500 divided by 10,000 total admissions in countries X and Y), better than Film A even though it achieved lower admissions. This method of measuring success overcomes the problem which would arise if we used a classic measure of success, such as total admissions (or even EFDO's own method, based on repayments of loans plus loans not claimed), namely that a French film may perform very well in France but not in other countries but, given the size of the French market (the largest in Europe), it would score highly both in overall admissions and in loan repayments (assuming that it repaid the loan for France, which was large, and did not repay the much smaller loans towards the releases in the other countries). 
  
In order to make comparisons between different countries, we complemented the analysis with another indicator which highlights the relative performance of a given film in a particular country. 
  
This "relative country performance" index is a ratio between the proportion of total admissions achieved in each country for a given film and the country's overall market share in Europe. For example, if Switzerland accounted for 10 per cent of Film A's total European admissions, and represents 10 per cent of the box office for all films in the countries where the film was shown, Film A in Switzerland would have an index of 1. If the Swiss box office for Film B accounted for 20 per cent, Film B would have an index of 2. 
  
If the index for a film is greater than 1 in a given country, it will necessarily be below one for at least one of the other countries where the film has been shown. This is because the ratio only records how total admissions are split between the films in a given country and is not sensitive to the absolute level of admissions. Since a film will almost invariably do better than average in its home country, we eliminated the home-country records for each film in these calculations. Thus, the indicator we built allows us to examine the relative performance of the film in all the different countries where it is distributed, but is not a measure of the film's overall success. 
  
  
The results 
  
Using the first indicator of relative share among EFDO-supported films, then, we were able to highlight a number of films that have been successful in three or more European countries (Table 42). 
  

	Table 42

Top films by success index

	Rank  
position
	Success index   
Ratio
	   

Film title
	No of 
Countries showing film

	1
	0.236
	La Vie Est un Long Fleuve Tranquille
	3

	2
	0.157
	Der Philosoph
	5

	3
	0.114
	La Belle Noiseuse
	7

	4
	0.109
	Tilai
	7

	5
	0.107
	Fuglekrigen Kanofleskoven
	3

	6
	0.097
	Babette's Feast
	3

	7
	0.087
	Distant Voices, Still Lives
	4

	8
	0.084
	Ay, Carmela!
	2


Source: London Economics' analysis of EFDO data/MEDIA Salles

 

This analysis produces results which are at odds with common-sense notions of what is and is not a successful film. EFDO's own definition is based on repayments of loans by distributors, or the extent to which distributors do not have to call on loans because of a film's success. When films are successful, and distributors do not call down loan facilities, they may not provide to EFDO full data on performance. Therefore, some films may be excluded from our sample, and the sample is consequently biased towards relatively less-successful films. Having said that, we note that La Belle Noiseuse is one of the most successful films supported by EFDO. A possible flaw in the repayment/non-claim definition is that a distributor might refund a loan when the very modest release he undertakes goes into the black, even though the level of admissions for the film is very low. One very successful film for EFDO, in terms of repayments but also admissions was Riff Raff, with more than 100,000 admissions each for France, Germany and Italy and 60,000 in Switzerland, but it does not appear in Table 42 which is biased towards films which play in the smaller markets. 
  

Relative performance by country 
  
Using the two measures discussed above, we conducted a two-fold analysis of films. First we separated success and flops, and then we looked at how the films have performed in the different countries. Some countries do consistently better than others, for example, as do some distributors. A few titles do well in all countries where they have been distributed. 
  
When looking at the top films that do consistently well, the prominent titles are Der Philosoph (Germany), La Belle Noiseuse (France), and Tilai (Switzerland, France, UK, Italy, Burkina Faso). 
  
Table 43 provides a country-by-country analysis of relative performance of EFDO-supported films, showing the average, minimum and maximum rates given by our market share index. Switzerland, Denmark and Portugal exhibit the highest ranking in the study. Switzerland in particular, shows a market share for all EFDO-supported films which is larger than we would expect given its size. The countries where European films tend to do as well as expected, that is to say where our index approaches one on average, are France, Germany and Spain. Finally, last place goes to the UK, showing the lowest average values of relative market share. The remaining countries in the sample do not show a definite trend. 
  
It is particularly important, therefore, to concentrate on the countries that exhibit strong trends and investigate whether they show differences that can explain these trends. 
  
Switzerland constitutes the best example of a country with a fairly consistently high rate of success for EFDO-supported films. One feature that makes Switzerland a particularly good market for European films is its multi-lingual population, which means that a large section of the audience can enjoy either French or German (or Italian) films in their original version. However, there was no bias towards French or German films among the films successfully released in Switzerland. 
  
This analysis also points up the effectiveness of EFDO support in the smaller countries; on the whole, EFDO-supported films pick up a relatively-high proportion of their admissions in those countries. For example, while Greece represents a little over 1 per cent of cinema admissions in Europe, it accounts for around 2 per cent of admissions to the EFDO-supported films in our sample. 
  

	Table 43 

Relative performance of EFDO-supported films

	Rank
	Country
	Average 
	Maximum
	Minimum

	1
	Switzerland
	2.61
	5.52
	0.91

	2
	Denmark
	2.22
	6.95
	0.26

	3
	Greece
	1.88
	2.86
	1.1

	4
	Portugal
	1.86
	5.67
	0.12

	5
	Netherlands
	1.80
	6.59
	0.05

	6
	Austria
	1.69
	9.53
	0.01

	7
	Spain
	1.12
	2.24
	0.16

	8
	France
	0.98
	1.83
	0.21

	9
	Germany
	0.92
	2.31
	0.13

	10
	Italy
	0.86
	1.79
	0.03

	11
	Belgium
	0.84
	1.58
	0.25

	12
	UK
	0.65
	3.55
	0.12

	All countries
	1.37
	9.53
	0.01


   
  
Using our index of success to classify the different titles, we concentrated on the top and tail of the ranking to highlight common patterns. The first indicator we looked at in each country is the number of prints that are associated with successful and unsuccessful films. For all countries this number is higher for the more successful titles and decreases for the least successful ones. A higher number of prints is also often found in the countries where a film records a better relative performance. This is certainly the case for Switzerland, where the best features were circulated in 16 copies on average, and the least successful had three copies. As with many of the indicators we consider, we have not yet managed to sort out the causality: do Swiss distributors have the greatest ability to gauge the success of a film? Are distributors capable of gauging the popularity of a film and deciding, on this basis, exactly how many prints they are going to make? It is certain that, all things being equal, the more prints and the more spent on marketing, the more successful a film will be. Conversely, too small a number of prints will depress revenues. The significance of the number of prints has become greater over time as the tendency has developed towards wider releases and shorter runs. 

Another important factor is the number of cinemas in which the films are released: this is also positively correlated with the success rate of EFDO-supported films. In Switzerland, successful films are released on average in 57 cinemas, and the average number of cinemas for all releases is 34. Compared to Austria, which has similar population size, Switzerland uses a greater number of cinemas for all films (34 compared to 8) and also retains films for longer (31 weeks against an average of 7 for Austria). The Swiss average marketing budget is approximately the same size as that for Austria. 
  
EFDO-supported films in Denmark are shown in 14 cinemas for 18 weeks on average. The marketing budget for Denmark, the smallest country in our sample, is the eighth largest. Danish distributors use few copies of the films (a maximum of three) and take about 33% of box office income in rents. As in Switzerland, more successful titles have more prints of the film in circulation, and they are shown in a greater number of cinemas. 
  
The only other country where EFDO-supported films tend to perform quite well is Portugal. This country appears to be "the odd man out" of our study. On average, films are shown in 10 cinemas and kept for 9 weeks. These figures are lower than those of Belgium and Greece, which have roughly the same population as Portugal. The average number of prints per film is two, and distributors' rent is 43.2% of net box office. 
  
The redeeming feature that makes Portugal a successful market for EFDO-supported films is probably its ticket price, by far the lowest in Europe. The highly monopolistic market in Portugal, dominated by the distributor and exhibition chain, Lusomundo, may mean that those films which do enter theatrical distribution in Portugal face less competition than would be the European norm. 
  
France and Germany are generally good, although not outstanding, at marketing EFDO-supported productions (see Marketing Budgets below). The high marketing budgets are used to organise a widespread release of films in an average of 139 and 186 cinemas, respectively. German exhibitors show EFDO-supported films for an average of 43 weeks, and their French counterparts for 25. In both countries the positive correlation between success rate and the number of prints and number of cinemas is observed. 
  
Concentrating on the country with the worst record of successful European films, the UK, it is immediately apparent that European films are shown by very few cinemas in the country. On average, each film is shown in 34 cinemas (as many as in smaller Switzerland!) for 13 weeks, compared to 99 cinemas and 31 weeks in Italy and 139 cinemas for 25 weeks in France. The most successful European film in the UK, La Belle Noiseuse, attracted total admissions of slightly over 37,000. Compared to results for the top title in Italy, Laberinto de Passiones, which recorded 108,000 admissions, the British figure looks extremely low. The 1991 figure on annual cinema attendance per capita(20) for the UK is 1.8, which is lower than Switzerland (2.2) but still higher than the Italian average (1.5) and therefore does not help justify the low admission figures. 
(20) from "European Cinema Yearbook", MEDIA Salles, 1993. 
  
British distributors earn the lowest share of box office income in Europe: 29.3% on average. Comparisons with the two countries of similar size (France and Italy) also shows a significant difference in the average number of prints: three subtitled prints in the UK versus 15 in Italy and France, most of which are dubbed. Based on results from our sample, the UK also has the second most expensive cinema ticket. 
  
  
Marketing budgets 
  
We would tend to expect that variations in performance for a film in different countries should be related to variations in the marketing effort for the film. The greater the effort, the more likely the film is to be successful. Of course, different countries require different kinds of releases, with the larger countries requiring a larger-scale release than the smaller ones. But our analysis failed to demonstrate that, for a given country, a larger marketing spend meant a more successful film. 
  
Table 44 shows the average, minimum and maximum marketing budget for each country. The "budget rank position" given in the first column shows countries' ranking according to the magnitude of their marketing expenses, thus allowing for a first instance comparison of the relative size of the budgets. 
  

	Table 44 

Marketing expenditure

	Country
	Budget rank position
	Average marketing budget 
(ECUs)
	Maximum marketing budget (ECUs)
	Minimum marketing budget 
(ECUs)

	France
	1
	132214
	302743
	44664

	Germany
	2
	103180
	270894
	21768

	Italy
	3
	91936
	178081
	51122

	Spain
	4
	38615
	85881
	8826

	Greece
	5
	35312
	44996
	23032

	Switzerland
	6
	35087
	103135
	12128

	UK
	7
	26952
	59263
	6582

	Denmark
	8
	18246
	29817
	9269

	Belgium
	9
	16945
	40238
	5690

	Netherlands
	10
	14496
	53512
	6193

	Portugal
	11
	11332
	21052
	3324

	Austria
	12
	8295
	15013
	2905

	TOTAL
	 
	52802
	302743
	2905


  
France, Germany and Italy show the highest average marketing budget in the sample. Their minimum budgets are also among the highest, implying that high marketing costs in those countries are common to everyone and no distributor is able to market at the lower budgets found in other parts of Europe. The reverse applies to Austria, Portugal and Belgium, which are characterised by low overall marketing budgets. The three most expensive countries use the highest average number of prints in our sample (16). Advertising costs play a large role in explaining the marketing expenses in the UK, which are much higher than any other country with the same number of prints. 
  
The type of print also has an impact on the level of the marketing expenses. Relative prices may vary greatly among countries, even for the same film and similar order sizes, as pointed out in the first EFDO report(21). Most countries use a mix of dubbed and subtitled copies. Denmark, the Netherlands, Portugal, Switzerland and the UK only use subtitled copies. Italy is the only country in our sample to use dubbed prints exclusively. 
(21) EFDO report, "1 June 1988 to 31 December 1989, Pilot Phase of the European Film Distribution Office" 
  
When comparing marketing expenses, it is useful to take into account population size. Three of the largest countries in the sample are also the top spenders. This highlights the peculiar position of the UK, the second largest country by population and the third largest theatrical market, but only the seventh largest in terms of marketing budget. 
  
A similar point can be made about Austria (less than 8 million inhabitants), which has the lowest expenses overall, when compared to the other small countries like Switzerland and Denmark ranking sixth and eighth respectively. The low marketing expenses in Austria, however, can be explained by the fact that distributors often use the same material and campaigns used in Germany, so that Austrian national marketing represents a relatively small additional cost to the marketing expenses in Germany. 
  
When we compare the average marketing budgets and number of prints in our study with those described as "ideal" in the first EFDO report, we find a mixed picture. With the exception of Italy and France, all countries use fewer prints than prescribed by EFDO's pilot study. Whereas France and Spain's marketing budgets are very close to their ideal levels, Greece and Italy use much higher marketing budgets and print numbers. Belgium, Portugal, the Netherlands and the UK are all below their ideal budget levels. There is no "ideal" data for Austria and Switzerland, and figures for Germany only relate to the western part. 
  
  
Conclusions 
  
The analysis of the two most extreme cases in our data set has clearly shown that aside from national characteristics that may make a country relatively more (or less) receptive to European films, the distribution patterns adopted in the country have a role in shaping its ability to market European films successfully. In Switzerland, as we discussed, three European languages and high per capita rate of attendance are not enough to explain this country's superior performance. Conversely, the UK has no national feature that could explain the poor performance of European productions. 
  
The study shows very clearly that, although no single factor can overwhelmingly condition the outcome of European films in a given country, some aspects of the distribution process can combine to improve or hinder such outcome. In particular, the availability of a reasonable number of prints and the widespread exhibition in national cinemas strongly influence a film's chances of being successful. 
  
These results must, however, be put in a sobering context. In Table 45 we compare, for each country, the average box office for all films, the average box office of non-domestic European films, and the average box office for the films in our sample. 
  
With the exception of Greece and Germany, the performance of EFDO-supported films is well-below that of non-domestic European films (i.e. European films outside of their country of origin). And non-domestic European films perform well-below the average film (i.e. including US and national productions). 
  
It would not be commercially viable to release most of the films supported by EFDO were it not for that EFDO support. But no amount of support at the distribution level will compensate for an insufficiently commercial production and, by the standards of domestic successes, such as national comedies, and international blockbusters, no European film in a considerable time has had the necessary commercial attractiveness. But this is not an argument against European film-making: European films produced and marketed by the US majors tend to perform just as well or better than the majority of US titles; one thinks of A Fish Called Wanda, produced by MGM and distributed by UIP. 
  

	Table 45 

Average Box Office, All films, Non-Domestic European films and EFDO Sample Films (in 000 ECUs)

	 
	Average box office (1992) - all films
	Average box office (1992) - non-domestic European films
	Average box office - EFDO sample films
 

	Austria
	206
	n.a.
	15

	Belgium
	308
	176*
	29

	Switzerland
	255*
	212*
	108

	Denmark
	312
	42
	20

	Spain
	844
	584
	78

	France
	1,554
	559
	151

	Germany
	1,586
	219
	185

	Greece
	139*
	34*
	39

	Italy
	806
	248
	118

	Netherlands
	220
	43
	17

	Portugal
	180
	57
	10

	UK
	1,682
	119
	52

	* London Economics' estimates 
Source: London Economics' analysis of MEDIA Salles/BIPE and EFDO data


  
The logic of EFDO - and of any scheme to support the circulation of European films in Europe - is to make up for the diseconomies associated with the niche market of specialised film: high print costs, advertising costs concentrated on a relatively narrow release, the expense of dubbing and subtitling for small markets. At the margin - but only at the margin - EFDO support makes possible bigger numbers of prints and higher advertising budgets than would otherwise be commercially possible. 
  
In order to improve fundamentally print availability and advertising support, far higher levels of subsidy than those contemplated by EFDO or sanctioned by the MEDIA programme, would be necessary. On the print side, it is precisely this kind of subsidy that the French and German governments have instituted; no public authority has yet intervened to provide comparable assistance for film marketing, with the possible exception of some of the German Länder. 
  
From the exhibitors' standpoint, a scheme like EFDO does improve the availability of prints to a degree (as does various MEDIA Salles and Europa Cinémas initiatives) and probably enhances the performance of the films in commercial and, in the case of the UK, non-commercial (i.e. publicly-supported) cinemas alike. But it is unlikely that it improves the commercial attractiveness of the films to the extent that an exhibitor would contemplate booking a film who did not have a prior commitment to programming and winning audiences for non-mainstream films. 
  
In other words, it does not improve the competitiveness of non-domestic European films relative to the US alternatives. To improve competitiveness, the scheme would need distributors and exhibitors to negotiate lower rentals, encouraging them to book films for longer runs despite lower capacity utilisation. But this strategy would be expensive and fruitless if it did not translate into greater acceptance by cinema-goers' of non-domestic European films. This would be a cultural change which would lead not only to larger audiences for those films, but higher levels of cinema-going overall. 
  

 3.5 Case Study 2: Regional Film Theatres in the UK and the role of publicly-supported cinemas 

  
Introduction 
  
In Section 3 we described the activities of the US majors in Europe and their impact on exhibition and on the exhibition of European films in particular. We concluded that the majors' dominance of the theatrical market is both a function of and reinforces the competitive advantage they enjoy as providers of a "pipe-line" of product that has been commercially-proven and which exhibitors know will be extremely well-marketed and widely-distributed. The majors' films provide a commercial benchmark that very few European films, especially outside their home markets, can satisfy. It is not surprising, therefore, that exhibitors orient their offer to the public to take advantage of the majors' pipe-lines. 
  
In Section 4 we focused on the question of how European films perform outside of their home markets, with particular emphasis on the importance of marketing expenditure and the number of prints. We based our analysis on a sample of films supported by EFDO, because they are representative of the vast bulk of films made in Europe and - crucially - because data are available for these films, albeit on a highly confidential basis, such as the size of marketing budgets, the number of prints, the number of cinemas where the films played, and the admissions, box office and rentals achieved. But the EFDO analysis also highlights the role of and need for public support to make available to cinema-goers films which it would not otherwise be commercially viable to distribute or to exhibit. 
  
In this Section, we pursue the theme of public support by looking at publicly-supported cinemas. In particular we describe how they are programmed - and the ways in which this resembles or differs from the commercial sector. We assess their success in making films available to audiences and in attracting audiences to those films. 
  
As with the EFDO analysis, our choice of subject is partly dictated by the availability of data. The British Film Institute - the state-funded body responsible for promoting the moving image in the UK (which embraces both film and television) - gave us access to the records of the cinemas outside of London that receive support and which comprise the Regional Film Theatre (RFT) network. 
  
Through the Regional Film Theatres (RFTs), the British Film Institute pursues the policy of widening "the range of cinematic experience, for as many people and as many regions of the United Kingdom as possible, by seeking to improve the availability of prints, the range of formats in which they are available, and the number and quality of cinemas and other venues in which they can be viewed." 
  
The BFI provides discretionary support to cinemas. In 1992/93, £0.6 million was provided to cinemas, mainly members of the RFT network. In all there are 39 BFI-supported theatres/media centres with 51 screens and 12,773 seats. In 1992/93 they achieved 1.496 million admissions. 
  
The size of the RFT network means that distributors can contemplate commercially-viable releases outside of London. Films handled in this way include not only productions in which the BFI has invested, but also commercial films (e.g. Reservoir Dogs) that failed originally to attract the interest of commercial distributors. The most striking characteristic of RFT programmes is the prevalence of European films: while non-domestic European films only represent 14 per cent of all films released in the UK, they accounted for 27 per cent of the films shown and 26 per cent of screen time in the sample period (September to December 1992). In the whole of 1992, the UK box office for non-domestic European films totalled some £2.5 million. Based on our sample period, the RFTs probably accounted for £1.3 million of that box office. 
  
  
The data 
  
The sample used in the analysis covers all the 680 films shown in RFTs outside London in the period from September to December 1992. For each film, the dataset contains information about: 

· title 

· nationality 

· year of production 

· distributor 

· type of release (first, second, repertory or festival) 

· admissions 

· box office 

· number of performance days(22) 

· number of cinemas in which the film has been shown 

In Table 46 overleaf we summarise the data, broken down by films' country of origin. Table 47 shows some highlights of the sample, to give an idea of its range. 

For much of the analysis undertaken here, countries were grouped into the following 13 different regions: 
  

	· North America 
	NA 

	· Latin America  
	LA 

	·  France  
	FR 

	· Germany  
	G

	· Italy  
	I

	· United Kingdom  
	UK

	· Spain  
	SP

	· Scandinavia  
	Scan 

	· Other Europe 
	Euro 

	· Eastern Europe 
	E Euro

	· Far East  
	F East 

	· Australia and New Zealand  
	Aus/NZ 

	· Rest of the World  
	RoW 


 
  

	 Table 46: 

Summary of RFT Database

	Country
	No. of films
	No of cinemas
	No. of Days
	No. of Adms

	USA
	289
	39
	2,572
	175,324

	UK
	156
	39
	1,198
	91,052

	France
	89
	37
	1,004
	88,267

	Spain
	11
	30
	152
	10,600

	Germany
	28
	23
	109
	7,162

	Italy
	16
	18
	52
	2,846

	Denmark
	9
	14
	33
	1,847

	Netherlands
	2
	7
	12
	864

	Belgium
	5
	7
	13
	733

	Greece
	1
	1
	1
	22

	Ireland
	1
	1
	1
	8

	Portugal
	0
	0
	0
	0

	Luxembourg
	0
	0
	0
	0

	Total, EU
	318
	 
	2,575
	203,401

	Total, EU excl UK
	162
	 
	1,377
	112,349

	Sweden
	8
	21
	58
	2,575

	Russia
	6
	8
	19
	773

	Poland
	4
	2
	5
	165

	Norway
	2
	1
	2
	71

	Hungary
	1
	1
	1
	37

	Total, Other Europe
	21
	 
	85
	3,621

	Total, Europe
	 
	339
	2,660
	207,022

	   
Rest of the World

	Australia
	10
	23
	156
	8,734

	Canada
	13
	26
	119
	6,050

	New Zealand
	1
	2
	5
	154

	India
	2
	4
	6
	361

	Total, English-Speaking
	 26
	 
	 286
	 15,299

	Japan
	7
	9
	36
	2,073

	Mexico
	8
	11
	44
	1,573

	Hong Kong
	1
	6
	11
	862

	South Korea
	1
	1
	1
	190

	Argentina
	4
	3
	9
	191

	Cuba
	1
	2
	4
	122

	Chile
	1
	2
	5
	106

	Venezuela
	2
	2
	5
	80

	Peru
	1
	2
	2
	54

	Burkina Faso
	1
	1
	2
	21

	Total, ROW. other
	27
	 
	119
	5,272

	Total, ROW
	53
	 
	405
	20,571

	Engl. Lang. total
	471
	39
	4,056
	281,675

	Foreign Lang. total
	210
	39
	1,581
	121,242

	Unknown
	4
	4
	5
	228

	Grand Total
	685
	39
	5,642
	403,145

	

	Table 47 

Some Highlights of Films in Sample

	a) Most successful films (in terms of admissions)

	Film title
	Nationality
	Distributor
	No. of cinemas

	Amants du Pont-Neuf, Les
	FRANCE
	Artificial Eye
	29

	Howards End
	GB
	Mayfair
	43

	Bob Roberts
	USA
	Rank Film
	20

	Player, The
	USA
	Guild Film
	31

	Mon père ce héros
	FRANCE
	Gala
	21

	Night on Earth
	USA
	Electric Pictures
	31

	Waterland
	GB
	Mayfair
	24

	Crying Game
	GB
	Mayfair
	9

	Belle de Jour
	FRANCE
	Electric Pictures
	24

	City of Joy
	GB
	Warner Brothers
	11

	b) Most successful foreign-language films

	Film title
	Nationality
	Distributor
	No. of cinemas

	Amants du Pont-Neuf, Les
	FRANCE
	Artificial Eye
	29

	Mon père ce héros
	FRANCE
	Gala
	21

	Belle de Jour
	FRANCE
	Electric Pictures
	24

	Delicatessen
	FRANCE
	Electric Pictures
	14

	Lovers, The
	SPAIN
	Mainline Pictures
	12

	Europa Europa
	FRANCE
	Stan Hart
	20

	Betty Blue (V.I)
	FRANCE
	20th Century Fox
	6

	Cyrano de Bergerac
	FRANCE
	Artificial Eye
	13

	Van Gogh
	FRANCE
	Artificial Eye
	18

	Tartuffe
	FRANCE
	Squirrel Films
	14

	c) Most successful films made pre-1968

	Film title
	Nationality
	Yr of production
	No. of cinemas

	Belle de Jour
	FRANCE
	1967
	24

	Peter Pan
	USA
	1953
	8

	Othello (Welles)
	USA
	1950
	12

	High Society
	USA
	1956
	14

	Third Man
	GB
	1948
	6

	Black Narcissus
	GB
	1947
	14

	Citizen Kane
	USA
	1941
	4

	Wizard of Oz
	USA
	1940
	5

	Manchurian Candidate
	USA
	1962
	9

	On the Town
	USA
	1949
	14

 


Source: London Economics' analysis of BFI data/MEDIA Salles

  
Distributors were also classified according to the following groups: 

· very small distributors 

· US large 

· small 

· medium 

· other large 

· specialised 16mm distributors 

Finally, the different types of release included in the sample were: 

· first run 

· second run 

· season/festival 

· repertory 

Table 48 presents the sample composition with respect to the nationality of the film and the type of distributor. 
  

	Table 48 

Sample composition by type of distributor and film nationality

	   
   
Distributor 
	Nationality
	Total

	
	NA
	LA
	FR
	G
	I
	UK
	Sp
	Scan
	Euro
	E Euro
	F East
	Aus/NZ
	RoW
	

	Very small
	3 
	0 
	1 
	1 
	0 
	5 
	0 
	0 
	1 
	0 
	0 
	0 
	0 
	11 

	Small
	13 
	0 
	4 
	3 
	0 
	6 
	0 
	0 
	1 
	1 
	4 
	2 
	0 
	34 

	Med
	54 
	15 
	52 
	7 
	4 
	55 
	9 
	6 
	5 
	7 
	2 
	6 
	3 
	225 

	Non-US large
	35 
	0 
	1 
	1 
	1 
	18 
	1 
	0 
	0 
	0 
	0 
	2 
	0 
	59 

	US large
	135 
	0 
	5 
	1 
	2 
	26 
	0 
	1 
	0 
	0 
	0 
	1 
	0 
	171 

	BFI
	45 
	0 
	9 
	11 
	4 
	25 
	1 
	3 
	1 
	2 
	2 
	0 
	0 
	103 

	Spec. 16mm
	11 
	0 
	1 
	2 
	3 
	11 
	0 
	1 
	0 
	0 
	1 
	0 
	0 
	30 

	Not specified
	4 
	2 
	18 
	2 
	2 
	11 
	0 
	8 
	0 
	0 
	0
	0 
	0 
	47 

	Total
	300 
	17 
	91 
	28 
	16 
	157 
	11 
	19 
	8 
	10 
	9 
	11 
	3 
	680 


  
North American films account for 44% of the sample, UK films for 24% and French films for 13%. A third of all films in the sample were distributed by medium-sized distributors, mostly dealing with French films, with major US distributors accounting for a further 25%. The BFI distributes 15% of all films, mainly North American and UK movies. Large US distributors distribute 45% of North American films while they are involved in less than 10% of non-US films. 
  
Table 49 presents the distribution of our sample with respect to the type of distributor and release. 
  

	Table 49 

Sample composition by type of distributor and release

	Distributor 
	Type of release
	Total

	
	1st run
	2nd run
	Repertory
	Seasonal/
Festival
	not specified
	

	Very small
	6
	0
	5
	0
	0
	11

	Small
	13
	2
	17
	0
	2
	34

	Medium
	44
	35
	126
	19
	1
	225

	Non-US large
	11
	9
	37
	0
	2
	59

	US large
	13
	18
	133
	7
	0
	171

	BFI
	13
	1
	85
	3
	1
	103

	Spec. 16mm
	0
	3
	27
	0
	0
	30

	Not specified
	0
	0
	11
	29
	7
	47

	Total
	100
	68
	441
	58
	13
	680


  

Approximately two thirds of all films were repertories, with first runs accounting for only 15% and second runs for 10%. Medium-size distributors have the largest share of first and second runs, while major US distributors account for 30% of repertories. 
  
The success of films: a descriptive analysis 
  
We now turn to consider the success of the films in the different groups. The indicator we have chosen is the average rate of attendance for each day and each cinema in which the film has been shown. 
  
It is worth noting that this is not the best indicator one could construct, but its choice is dictated by data availability. In particular, two aspects have to be kept in mind when interpreting the results. First, our indicator does not take into account the number of daily performances of a film in each cinema in which it is shown. More daily performances may give people more chances to watch the film, and therefore may lead to a higher rate of daily attendance. Unfortunately, we have no information on the average number of daily performances in each cinema. Second, we have no indication of the seat capacity of the cinemas in which each film is shown. Larger cinemas would impose less stringent capacity constraints on the number of admissions to each performance. This second aspect however should be less important, since RFT film theatres are fairly homogeneous in size and the levels of daily cinema admissions recorded in the dataset are relatively low with respect to the typical size of RFT theatre. 
  
Table 50 presents the average rate of daily attendance in each cinema for the films in the sample, and for different nationality/distributor combinations. Not all these combinations have a sample sufficiently large for the average attendance rate to be a reliable statistic. In Table 50, therefore, we have highlighted in bold those averages which refer to a sample of at least 10 films (still a very modest sample). 
  
On average, films shown at RFT theatres attract 55 viewers per day to each screen. French films, which are more often art-house and for this reason may match typical preferences of RFT cinema audience, appear to have the highest attendance rate with 70 viewers per day in each cinema. Films from Australia and New Zealand are the least popular, with only 37 daily attendances in each cinema. (Latin American films have even lower attendance, but the sample is not large enough to be reliable). Apart from French films, European productions attract daily attendances at each cinema which range from 41 viewers for Scandinavian films to 56 viewers for German films. North American films have on average 55 viewers per day in each cinema. 
  
Looking at the success of different group of distributors, large US and non-US distributors are those whose films have, on average, the greatest success, with daily cinema attendances rates in excess of 60. 
  

	Table 50 

Average rate of daily cinema attendance by type of distributor and film nationality

	Distributor 
	Nationality
	Ave. for all films 

	
	NA
	LA
	Fr
	G
	I
	UK
	Sp
	Scan
	Euro
	E Euro
	F East
	Aus/NZ
	RoW
	

	Very small
	36 
	 
	46 
	40 
	 
	24 
	 
	 
	43 
	 
	 
	 
	 
	33 

	Small
	44 
	 
	59 
	42 
	 
	26 
	 
	 
	65 
	167 
	100 
	27 
	 
	52 

	Medium
	53 
	31 
	64 
	51 
	67 
	49 
	54 
	47 
	58 
	59 
	67
	28 
	38 
	53 

	Non-US large
	65 
	 
	79 
	124 
	163 
	60 
	48 
	 
	 
	 
	 
	71 
	 
	66 

	US large
	59 
	 
	87 
	5 
	52 
	57 
	 
	112 
	 
	 
	 
	46 
	 
	60 

	BFI
	47 
	 
	52 
	57 
	62 
	46 
	26 
	34 
	35 
	41 
	21 
	 
	 
	47 

	Spec. 16mm
	42 
	 
	48 
	51 
	10 
	63 
	 
	38 
	 
	 
	34 
	 
	 
	47 

	Not specified
	25 
	53 
	95 
	90 
	27 
	26 
	 
	32 
	 
	 
	 
	 
	 
	57 

	Total
	55 
	33
	70 
	56 
	54 
	49 
	51 
	41 
	54 
	66 
	68 
	37 
	38 
	55 


  
Very small distributors are at the other end of the scale. Their films attract only 33 viewers in each cinema per day. This may be due both to the lower marketing budget of these distributors, and to the fact that they often occupy niche segments of the market caring for special interests. 
  
The average daily cinema attendance rates for films distributed by other types of distributors, including the specialised 16mm ones, are clustered around 50 viewers. 
  
Table 51 presents the rate of daily cinema admission for different distributor/type of release classifications. 
  
Second runs are the most successful types of films, attracting 63 viewers per day in each cinema. First run films, on the other hand, exhibit a more complex picture. They are extremely successful if distributed by large distributors, but very unsuccessful otherwise. This aspect highlights the higher importance of the marketing campaign for first run films than for subsequent releases. In the latter case, the public of RFT cinemas is well aware of the "quality" of the film, which has already circulated in commercial circuits, and marketing is a less important aspect in determining the success of a film. 
  

	Table 51 

Average daily cinema attendances by type of distributor and release

	Distributor
	Type of release
	Average for all films

	
	1st run
	2nd run
	Repertory
	Seasonal/
Festival
	not specified
	

	Very small
	40 
	 
	23 
	 
	 
	33 

	Small
	45 
	48 
	57 
	 
	66 
	52 

	Medium
	50 
	63 
	53 
	42 
	11 
	53 

	Non-US large
	94 
	76 
	53 
	 
	118 
	66 

	US large
	73 
	66 
	59 
	34 
	 
	60 

	BFI
	38 
	35 
	49 
	30 
	127 
	47 

	Spec. 16mm
	 
	29 
	49 
	 
	 
	47 

	Not specified
	 
	 
	35 
	66 
	56 
	57 

	Total
	55 
	63 
	53 
	53 
	69 
	55 


  
Given that the success of a film may be affected, to a larger extent than for any other product, by an aggressive marketing campaign, it is interesting to see if there are differences in the marketing efforts put in by different distributors. 
  
Table 52 presents the average number of cinemas in which films in each nationality/distributor group have been shown. Again, bold figures indicate that the average is based on at least 10 films. 
  
On average, each film which is shown in RFTs is released in four cinemas. Medium-sized distributors tend to give slightly wider circulation to the films they distribute. Films distributed by distributors specialising in 16mm are generally released in only one cinema, while those distributed by the BFI are on average shown in two cinemas. 
  
Table 52 shows very clearly that there is little variation in the number of cinemas at which a film plays, with regards either to different distributors or different film nationality. 
  

	Table 52 

Average number of cinemas showing a film by type of distributor and film nationality

	   

Distributor
	Nationality
	Ave. for all films

	
	NA
	LA
	Fr
	G
	I
	UK
	Sp
	Scan
	O Euro
	E Euro
	F East
	Aus/ NZ
	RoW
	

	Very small
	4 
	 
	5 
	4 
	 
	2 
	 
	 
	1 
	 
	 
	 
	 
	3 

	Small
	3 
	 
	5 
	1 
	 
	6 
	 
	 
	1 
	1 
	3 
	10 
	 
	4 

	Medium
	6 
	2 
	5 
	3 
	4 
	5 
	5 
	7 
	3 
	2 
	5 
	3 
	2 
	5 

	Non-US large
	4 
	 
	11 
	11 
	1 
	4 
	10 
	 
	 
	 
	 
	7 
	 
	4 

	US large
	3 
	 
	5 
	1 
	2 
	2 
	 
	1 
	 
	 
	 
	1 
	 
	3 

	BFI
	2 
	 
	2 
	2 
	2 
	2 
	1 
	1 
	1 
	1 
	1 
	 
	 
	2 

	Spec. 16mm
	1 
	 
	2 
	1 
	1 
	1 
	 
	1 
	 
	 
	1 
	 
	 
	1 

	Not specified
	2 
	3 
	2 
	1 
	1 
	1 
	 
	1 
	 
	 
	2
	 
	 
	2 

	Total
	4 
	2 
	4 
	3 
	2 
	3 
	5 
	3 
	2 
	2 
	2
	5 
	2 
	4 


  
Table 53 presents a similar analysis of results by different type of release. First and second run films receive wider circulation, with each film being shown on average in seven and six cinemas, respectively. Films in repertory tend to be shown in only two cinemas while films included in seasons or in festivals are shown in three different cinemas. 
  

	Table 53 

Average number of cinemas showing a film by type of distributor and release

	  Distributor 
	Type of release
	 
Average for all films 

	
	1st run
	2nd run
	Repertory
	Seasonal/
Festival
	not specified
	

	Very small
	3 
	 
	3 
	 
	 
	3 

	Small
	5 
	10 
	3 
	 
	3 
	4 

	Medium
	10 
	7 
	3 
	2 
	1 
	5 

	Non-US large
	8 
	7 
	3 
	 
	2 
	4 

	US large
	6 
	5 
	2 
	10 
	 
	3 

	BFI
	3 
	1 
	2 
	9 
	1 
	2 

	Spec. 16mm
	 
	2 
	1 
	 
	 
	1 

	Not specified
	 
	 
	1 
	2 
	1 
	2 

	Total
	7 
	6 
	2 
	3 
	2 
	4 


  

First run films receive wider circulation if they are distributed by medium size or large non-US distributors, but lower than average circulation when distributed by BFI. This pattern is repeated for second run films, even though within the smaller sample. Circulation strategies are instead much more similar across different type of distributors in the case of repertory films. 
  
Finally we consider the possible effect of a wider circulation on the rate of daily cinema attendance. There are two hypotheses here. The release of a film in more cinemas may be part of an aggressive marketing campaign which may attract a larger attendance rate. Alternatively, with more cinemas showing a film, the rate of capacity utilisation may be lower, if the wider circulation does not attract a proportionately larger audience. 
  
Table 54 presents the average rate of daily cinema admissions for different types of release and width of circulation. 
  
Generally speaking, the rate of daily cinema attendance increases with the level of circulation that a film receives. However, the increase in such rate is not very substantial when circulation is limited to less than 20 cinemas. It is only when the film is shown in a very large number of cinemas that the rate of daily cinema attendance increases substantially to a level 65% above the overall average. Films which are shown in only one or two cinemas have the lowest rate of daily cinema attendance. 
  

	Table 54 

Average daily cinema attendances by type of release and number of cinemas showing films 

	Number of cinemas
	Type of release
	Total

	
	1st run
	2nd run
	Repertory
	Seasonal/
Festival
	Not specified
	

	not specified
	 
	35 
	74 
	 
	 
	61 

	1 and 2 cinemas
	48 
	55 
	49 
	55 
	58 
	50 

	3 to 5 cinemas
	50 
	62 
	67 
	96 
	131 
	63 

	6 to 10 cinemas
	60 
	73 
	58 
	31 
	 
	60 

	11 to 20 cinemas
	57 
	73 
	71 
	37 
	 
	62 

	more than 20 cinemas
	94 
	82 
	97 
	 
	 
	91 

	Total
	55 
	63 
	53 
	53 
	69 
	55 


  
As ever, this poses the question whether the most popular films are popular because they get a wide release (a question of supply), or whether they get a wide release because they are popular (a question of demand). Given the way RFTs are programmed - far in advance with limited flexibility to change programmes - there must be some presumption that the supply side of the equation is the more important. This hypothesis is all the more compelling if it is recognised that a wide release will involve greater advertising and promotion, press coverage and word of mouth. 
  
Summarising the main finding of the analysis so far, it is possible to suggest that: 

· Second runs are the most successful type of film shown in RFTs. 

· First run films are only successful if they are distributed by large distributors; otherwise they are amongst the least successful films shown in RFTs 

· On average, the way a film circulates varies very little with different distributors. The only exceptions are films distributed by specialised 16mm distributors, which are shown in only one cinema, and those distributed by the BFI, which are shown on average in two cinemas. 

· First and second run films receive on average a wider circulation than repertory and films featured in special seasons or festivals. 

· Wide circulation substantially increases the success of a film: films shown in only one or two cinemas are the least successful. 

  
The success of films: an econometric analysis 
  
This section has presented a descriptive analysis of the RFT dataset. A number of considerations regarding the success of different films were presented. We now approach the same issue using econometric analysis on the same dataset. 
  
A number of new variables were created from those described in Section 5.2. Box office and admission data were used to obtain the average admission price, while the total number of performance days and the number of cinemas showing the film were used to compute the average length of run in each cinema showing that film. 
  
The econometric analysis has aimed at determining the "best" equation which can explain the variation in the number of admissions for the films contained in the sample. Apart from explanatory variables such as the average ticket price, the number of performance days and the number of cinemas in which the film was shown, the econometric analysis has also taken into consideration three sets of dummy variables to represent: 

· the country of production 

· the distributor 

· the type of release. 
 

Generally, a successful film will be kept on for more days in those cinemas which are showing it and it may also be put on in more cinemas. In general, therefore, it would not be possible to use in regression analysis indicators like duration of run, etc. as explanatory variables for success without running into simultaneity problems. 
  
In the case of RFTs, however, this is not a relevant or important consideration. Film programmes are decided well in advance of the period that they cover, and while it is possible that films which are perceived to be more successful are allocated longer runs in more cinemas, programmes are not changed in response of the success of currently-showing films. There is therefore no simultaneity problem; at most the equation contains proxies for the expected success of individual films. 

To arrive at the best equation, we first considered the most appropriate specification including only non-dummy variables and then tested each of the dummy variables, and some appropriate combination of these, for inclusion in the equation. 

Equation (1) presents the best specification for a linear model. 
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where 

 ADM  is the number of admissions 
 PRICE  is the average ticket price 
 DAYS  is the average number of days the film was shown in each cinema 
 CINEMAS is the number of cinemas in which the film has been shown 
 NF  is the dummy for French nationality 
 RFR  is the dummy for First-run release 
 RFRL is the dummy for First-run release by a large distributor

  

Table 55 presents the estimation results having made and adjustment for three outlets: 



Table 55 Estimation Results of the Regression



	 
	coefficient estimate
	standart errors
	t-ratios [tail prob.]
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0
	constant
	3.8115
	.12917
	29.5064[.000] 
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1
	 Price
	-.33395
	.13785
	-2.4226[.016] 
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2
	 Days
	.90464
	 .084808
	10.6670[.000] 
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3
	No of cinemas
	.37438
	.11241
	 3.3303[.001]
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4
	France
	.37584
	.084893
	4.4273[.000] 
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5
	First run
	-.33079
	 .10467
	-3.1603[.002] 
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6
	First run large
	.65978
	 .16606
	3.9731[.000] 

	d152
	 
	-3.3745
	 .076147 
	-44.3164[.000] 

	d267
	 
	-4.9478
	.11167
	-44.3081[.000] 

	d568
	 
	-3.4446 
	.056262 
	-61.2234[.000] 




	R2
	.7648
	Residual Sum of Squares
	 451.5623 

	Adj-R2
	.7616
	Mean of Dependent Variable
	4.7916

	F statistic F( 9, 670) 
	242.0425
	S.D. of Dependent Variable
	1.6815

	S.E. of Regression
	.8210 
	Maximum of Log likelihood 
	-825.6892 


  




Results 
  
The results indicate that the admission price and the circulation of the film, both in terms of the average number of days in which the film is shown in each cinema and the number of cinemas showing the film, are significant determinants of its success, measured by the number of admissions. 
  
  
Age 
The age of the film does not appear to significantly contribute to success, and has been omitted from the selected specification. 

  
Price 
Given that admission prices of the cinemas in the sample, film-going is characterised by inelastic demand, with a price elasticity of minus 0.3.(23) 
  

Circulation 
A wider circulation of the film, in more cinemas or for longer periods, has a positive effect on admissions. Various interpretations of this effect can be offered. In the first place, a longer run or the release in more cinemas makes more cinema capacity available for prospective film-goers. It is therefore interesting to compare the elasticities of demand with respect to the number of cinemas showing the film and with respect to the average number of days that a film is shown in each cinema. 
  
The elasticity with respect to the number of cinemas is 0.4 and significantly lower than one. Admissions therefore increase less than proportionately with the number of cinemas showing the film. This indicates that the average number of admissions per cinema decreases when more cinemas are showing the same film. This is somewhat at odds with our conclusion that films receiving very wide circulation are characterised by higher success rates. It is possible that success was due more to these films being distributed by large distributors, than to the number of cinemas showing them. 
  
  
Performances 
The elasticity of admissions with respect to the average number of performance days in each cinema on the other hand has a value of 0.9. This value is not significantly different from 1. The number of daily admission for a particular film at an individual cinema does not appear to vary substantially with a lengthening of the period over which the film is shown. Note however, that films are not generally programmed at RFT cinemas for very long periods of time. 
  

French Films 
Of the thirteen regions of origin, only France was found to be significant: in this sample French films appear to be on average 40% more successful than films of any other nationality. 
  

First Run 
Finally, first run films are generally 33% less successful than others. The exception to this is when they are distributed by a large company. First run films distributed by US and other large distributors attract, on average, 33% more viewers than other types of releases. 
  
  
Conclusions 
  
The analysis of the determinants of the success of films shown in RFT cinemas suggests that second run films are on average the most successful types of movies, regardless of the distributor involved. First run films, on the other hand, are extremely successful if they are distributed by large distributors, and equally unsuccessful otherwise. This may be due to the typical audience of RFT cinemas which may be more predisposed towards "classic" movies and perceive these cinemas as "specialising" in these kind of films. The same viewers may then choose commercial circuits to see first-run films, unless these films are supported by an aggressive marketing campaign. French films are generally more successful, while there is little difference between other European and US productions. It is worth noting that RFTs do not get a free choice of first run films, while their choice of second run titles is wider, which is at least partly why they do better. 

These results throw into relief the differences between the RFTs and commercial cinemas. First, US titles represent 42 per cent of all titles shown in RFTs in the period (versus 56 per cent for UK cinemas as a whole in 1992) and account for 43 per cent of admissions (versus 86 per cent for all UK cinemas in 1992). Many of the US titles will be playing in repertory. There were 339 European titles shown (49 per cent) versus 35 per cent for all UK cinemas in 1992, and they accounted for 51 per cent of the box office (versus 13 per cent for UK cinemas as a whole). The Rest of the World, excluding English-speaking countries, accounted for 27 titles (4 per cent) and 1.3 per cent of admissions; for UK cinemas as a whole in 1992, the figures were 2.5 per cent of titles and 0.1 per cent of admissions. 
  
The role of the RFTs - and, we might generalise, for all publicly-supported cinemas - is partly to provide a much broader range of films, including many non-mainstream films, to audiences. But where RFT-based releases are successful, it is because the films are well-supported by distributors in terms of marketing and prints. This explains why the predominantly French titles (and some Spanish ones) handled by the major specialised distributors - Artificial Eye, Electric, Mainline and Mayfair - perform very well while other European first-run releases do not. In other words, access to screens, on its own, is not a sufficient condition for a successful film. 

(22) This is the total number of days during which a film was available in any cinema 

(23) A relatively low sensitivity of demand for films with respect to admission price would indicate scope for an increase in the admission price of Regional Film Theatres in the UK. Higher prices would yield higher revenues without losing admissions accordingly. An elasticity of -0.3 implies that a 10 per cent increase in admission price would result in a fall in admissions of 3 per cent. Taken together, box office revenue would still show a 6.7 per cent net increase. There are two explanations for this observation: one, that RFTs have a pricing policy that is not profit maximising; two, that RFTs are not able to increase prices because they face competition from other cinemas who would want to show the same films as the RFTs if this looked profitable, and would offer distributors better terms. The first explanation is more likely to hold than the second. 

 

MEDIA Salles 
  
Members of MEDIA Salles are the national and international associations representing the professionals of cinema exhibition in Europe. 

Associazione Nazionale Esercenti Cinemas (ANEC) - Italy

  

Fédération Nationale des Cinémas Français (FNCF) - France

  

Nederlandse Vereninging van Bioscoopexploitanten (NVB) - The Netherlands

  

Confédération Internationale des Cinémas d'Art-et-d'Essai Européens (CICAE)

  

Fédération des Cinémas de Belgique (FCB) - Belgium

  

Filmindustry's Steering Committee - Denmark

  

Hauptverband Deutsche Filmtheater e.v. (HDF) - Germany

  

Cinema Exhibitors' Association (CEA) - Great Britain

  

Associação Portuguesa de Empresas Cinematográficas (APEC) - Portugal

  

Federación de Entidades de Empresarios de Cines de España (FEECE) - Spain

  

The Finnish Cinema Owners' Association - Finland

  

Association of Independent Cinema Owners - Ireland

  

KKL - Norsk Kino - og Filmfond - Norway

  

Association Cinématographique Suisse (ASC) - Switzerland
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