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1.0        Objective

Write a case study of the economic environment of an industry of the Entertaining
Media or Sports in 2000 words (applying economic concepts).

2.0        Procedures

           1.1 Choosing an industry: Film (Hollywood)
           1.2 Decision on the method: using a movie as an example(The Hangover)
           1.3 Collecting material: reading academic sources, data collection on the
               internet (film, pictures)1
           1.4 Analysing data: applying economic theory to the particular movie
           1.5 Present findings in writing

Introduction

Film Production and Promotion is a high risk industry in terms of financing,
demand and the influence of the external environment (such as law, economics,
trends, etc.).

Film making is expensive as it requires the latest technology, huge number of
staff, location and a long time to shoot. 78% of the movies lose money and only
22% is profitable2. Films have a short life cycle (cinema, occasionally DVD or
television appearance) therefore distribution and marketing must be effective.
Cinema tickets are still cheap all around the world which means that wide
audience needed for a financial success of a movie.

Demand for a film is influenced by the marketing (distributor), number of places
where played, the critiques it got, word of mouth, the storyline and the star actors
in it. Also other running movies (competitors) may influence the decision making of
the film watchers. Piracy (illegal copying/downloading) is a major problem for the
industry and caused at least 40% downturn in the income from DVDs and cinema
tickets (mainly in Europe and Asia).

New Hollywood movies are always launched in the United States of America
where “going to cinema” is traditional a socialising event and part of the culture.
After measuring the success of a movie, distributors of other countries’ may
decide to buy it or not (reducing their risk).

Hollywood is going through its fair share of belt tightening (credit crunch).
Producers are unsure about future profits, studios have been cutting back on
everything, including movie production budgets. Big studios are trying to make
“cash cow” films from lower budget.
1
    See „Referencing page”
2
    Arthur S. , Hollywood Economics, 2004
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3.0       Findings

          3.1     Production of “The Hangover” (manufacturing the master
                  negative)

-General parameters of the film (www.imdb.com)
Logline: Forty hours before the wedding, three friends lose the groom at his
bachelor party.
Genres: Comedy
Running Time: 1 hour 39 minutes.
Release Date: 5th June 2009 (wide)
Production Status: Released
MPAA Rating3: R for pervasive language, sexual content including nudity, and
some drug material.
Distributors: Warner Bros (WB4). Pictures Distribution
Production Co.: Green Hat Films (Legendary Pictures Inc.)
Studios: Warner Bros. Pictures
Financiers: Legendary Pictures, Inc.
U.S. Box Office: 02 to 04 October 2009 $275,156,197; 14 to 16 August 2009
£21,620,272 (UK Box office)
Filming Locations: Los Angeles, California (USA), Las Vegas, Nevada (USA)
Filming duration: 3 month
Produced in: United States

-Screenplay
New Line, as did other studios, passed the screenplay (especially with 2 other
bachelor party movies being fast-tracked at Universal). CAA agent Gregory
McKnight attached Todd Phillips (“Old School” director) to the project and
presented it to Warner Bros because Phillips had a first-look deal there. WB
bought the spec script pre-emptively. (2009, Nikki Finke)The original script (based
on a true story) written by Jon Lucas and Scott Moore sold it for more than 2
million Dollars. The script was then rewritten by Jeremy Garelick (professional
script writer) and director Todd Phillips (who added Mike Tyson and his tiger, the
baby, and the police cruiser). The final screenplay suggested that the movie is
going to be a relatively low-cost production (small cast, few special effects, etc.)
and may become highly profitable. This particular script relies on the
circumstances being funny; the joke is kind of the situation they are in.
"I think part of what’s special about this movie is that none of the comedy comes
from the characters being clever, like you see in a lot of sitcoms or movies, where
the characters actually have a funny sense of humour. That’s not the case in this
movie. So as an actor, you can really play the intensity and gravity and
seriousness of the moment” (2009, Ed Helms)
-Producers
33
    Motion Picture Association of America's information on content
4
    Warner Bros
4
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Producer duties include choosing/approving the story/screenplay, drawing the
budget for the movie, raising the necessary finance, finding locations and studios
for shooting and responsible for the casting. In short the producer is responsible
for the pre-production phase of film production in total.

Producers (Todd Phillips and Daniel Goldberg) decided to work with Bradley
Cooper, Ed Helms, Zach Galifianakis, Justin Bartha, and Heather Graham five
hardly known actors to keep the above line costs low (not using A-list actors 5).
Their negative cost (from the idea to the 35mm print, including script, actors,
director, shooting, editing, music, etc. are all in this cost) was 25 million Dollars,
which is very cheap for a studio movie (but would be very expensive for an
independent film). Negative cost can be divided into three parts: above- and below
the line costs and the insurance costs.

-Cost of production
Above the line cost includes the fee of the producers, director (in this case one
of the producers/writer) and the leading actors. Since the credit crunch producers
often cut back on the above line costs and focus more on a catching or interesting
storyline (highlighting a different product characteristic).

Below the line costs covers the costs which is in connection with shooting
(making) the movie such as cameras, lights, studio and hotel/caravan rentals,
costumes, masks, accessories, music, licenses for shooting, catering, etc. ; and
post production costs (editing, visual effects, etc).

Insurance costs usually represent 6% of the production cost. Contingency fund is
an amount kept in reserve to guard against possible losses
(www.investorwords.com). A completion guarantee is a legal undertaking by the
guarantor to the film's financier that the film will be completed and delivered to the
specification agreed and by the date agreed in their contracts with the producer.
Whenever a film runs into serious difficulties, the guarantor decides whether the
film can be completed or whether to close the production down and repay the
money that has been advanced (www.skillset.org).

-Method of raising finance
Warner Bros and the producers convinced Legendary Pictures, an independent
production company, who are specialised in co-financing box-office success
suspected films such as “300” and Batman Begins (www.legendarypictures.com)
to be partners in a comedy which is not their style. Legendary Picture’s strategic
management found “The Hangover” non risky and promising therefore financed
it.




5
    Star actors with a fee/film of at least 20 million Dollars
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        3.2 Distribution (Warner Bros and Pictures Distribution)

-Oligopoly6 within the distribution industry
Five Hollywood mega-companies control distributions (altogether representing
80% market share worldwide) in film distribution; namely: UIP, Warner Bros, 20 th
Century Fox, Disney and Sony Pictures. These majors own or merged with other
well known distributors and production companies (e.g. MGM or Paramount)
during the past two decades to strengthen their market position and to stay
competitive. Their key to success is their strategic management process which
decides which movie to finance (average is 25/year) and determines the budget
and way of advertising. Specialised lawyers write their contracts to protect the
company assets. Big distributors are able to stay profitable by minimising risk,
determining prices (strong bargaining power) and revenue share (40% of the
box office gross, recoup the outlay on purchasing the film and other expenses)
and working with excellent marketing experts.
The majors have enough money to survive a failure of a film so they have
competitive advantage against the smaller, low-budget distributors. Producers
trust more in well known mega-companies; that is another barrier of entry for
small distributor companies, especially nowadays (recession). Small distributors
usually deal with low-budget independent films.

-Role of the distributors
Distributors create copies of the master negative (prints; and usually 6 month later
DVDs) and spread those to the cinemas, television stations and other markets
(exhibitors) they made contractual or licensing arrangements with. Distributors
are willing to sell the movie’s playing rights to as many places as possible (before
releasing) it and cinemas have to make the decision whether to buy it or not,
practically the distributor has monopoly.

The key in creating awareness is advertising the film before its launch (always
US when it is a Hollywood production). Main marketing tools and channels
used: trailers in cinemas and online, interviews shown on several popular
channels about the making of the movie, big posters on public transport and
frequent streets, etc.
The opening weekend usually brings the biggest revenue and determines the
“word of mouth”7 which influences demand negatively or positively about the
movie. The opening weekend also can increase or lower the number of cinemas
where the film will be played in the future.
Distributors analyse the box office results after each weekend to measure their
losses or profit levels. Paying for the film makers starts after the distributors
received their money (based on the contract).



6
  A market in which control over the supply of a commodity is in the hands of a small number of producers
and each one can influence prices and affect competitors
7
  Sharing experiences/opinions about a product or service with family and friends
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-Marketing
Warner Bros and Pictures Distribution (also WB owned) bought the distribution
rights in advance, “in house” as they financed the making of the movie too
(internalisation); it is a classic example of vertical integration 8.
“The Hangover” had a marketing budget of $40 million (it doesn't count what was
spent in advertising after it opened). P&A cost: Prints and advertising. This is how
much it cost to make all the 35mm prints (4500) and ship them to all the theatres
they opened in, plus the cost of all the marketing and advertising they promoted
before the movie-opening in cinemas.

The film had several cross-promotions and corporate partners. The hotel
Caesars Palace which featured in the film and their corporate parent Harrah’s
Casino Hotels offered a special Hangover package deal. Hangover cure Drinking
Mate ran a promotion offering a free trip to Vegas for whoever sends in the best
Vegas story. Fast food restaurant White Castle and skincare company Peter
Thomas Roth also ran promotions.

London Bluetooth Campaign: Certificate of Activity For the period: 15 June - 21
June 2009. This gives advertisers the opportunity to maximise returns on
marketing budgets by using ABCe9 certified media and ensures that stakeholders
(marketers, investors, media owners, media buyers, advertisers) can invest in
electronic media with confidence and trust.

-Box office
“The Hangover” proved to be very successful financially. On its first day of release,
the film drew an estimated $16.5 million on approximately 4,500 screens at 3,269
sites, beating out the other major new release (competitor) of the weekend.
The film beat even Warner Bros own expectations benefiting from positive word-
of-mouth and critical praise (it holds a 78% positive response).
Since its release, the film has earned $275.3 million domestically and $182.1
million internationally, for a worldwide total of $457.4 million, making it the highest-
grossing R-rated comedy in the United States, braking a record previously held by
Beverly Hills Cop for almost 25 years.




8
  The process in which several steps in the production and/or distribution of a product or service are
controlled by a single company or entity, in order to increase that company's or entity's power in the
marketplace.
9
  ABCe is the industry owned organisation which provides independently verified traffic and related
data across a broad range of new media platforms.
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       3.3 Demand and product differentiation

-Demand on “The Hangover”
Demand for “The Hangover” movie is surprising although it is not the only one.
Usually films have a short life in cinemas (4-12 weeks) with a dramatically falling
curve. “The Hangover was on for 22 weeks with an increasing curve for several
weeks then slightly falling curve for another 2 month and then showed the regular
falling rate (US).




The Hangover will be released on DVD, Blu-ray and UMD on 15th December
2009. It is slightly before Christmas which suggests that many copies will be sold.

-Horizontal product differentiation
Movies are created for wide audience however different type of films (e.g. comedy,
animation, western, drama, horror, etc.) attracts different mixture of consumer
groups. Attractive factors may be e.g. star casting or subject of the movie.
Excluding factor may be e.g. censorship certificate (rating) or subject of the movie.

Also minimally differentiated products such as franchises (e.g. Terminator),
remakes (e.g. King Kong), sequels/prequels (e.g. Star wars III.), rip-offs and film
cycles (e.g. cop movies in the 1980’s) may be successful (fan base) following the
existing pattern.

-Vertical integration
Studios had their own exhibitor chains (until the 1950’s) where they played their
own films (monopoly). Movie theatres had no choice to create extra revenue from
playing other studios’ films; however in 1949 the government interacted and
introduced the Competition (antitrust) policy which helped free competition and
forced studios to sell their cinema chains.
“Antitrust refers to government policy to regulate or break up monopolies in order
to promote free competition and attain the benefits that such competition can
provide to the economy and to society as a whole.” (www.linfo.org)
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       4.0 Conclusion

The success of the film “The Hangover” suggests that for studios it is not
necessary to follow the traditional strategy: “bring a star and it will sell the movie”.
The producer saw the opportunity in the plot and used his connections to get a
reliable financer and a distributor for the film with a promise of high income (and
low expenses). After only three month of hard work they came out with a low
budget however quality movie. Distributors and cinemas liked the material so
advertising started early and powerfully. After the tremendous opening weekend
word of mouth and post advertising brought positive results and kept on running
the film for a long time.

The general recipe for this successful and memorable movie is based on a well
written, understandable screenplay with an interesting story, professionalism in
shooting the film, passion, quality acting and good connection with money- driven
distributor experts.
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