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REVIEW ARTICLE
ECONOMICS OF FILM AND

TELEVISION IN AUSTRALIA*

Keith Acheson and Christopher Maule

Moll oy and Burgan 50 study of film and television production and distribution in Au s­
tralia summarises the idiosyncratic features of the industry, identifies the domestic poli­
cies affecting this sector and discusses a number of the economic issues. This review of
the study provides a different interpretation of some of the economic issues. A fram e­
work fo r analysing the industry is proposed, one which focuses on the management of
three types of risk: uncertainty ex ante about what will attract viewers; diffi culties in
containing cost overruns; and the problem of pira cy.
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The aim of the study by Molloy and Burgan (Numbers in brackets refer to pages in
the Report) is to enhance understand ing of the reasons for and type of government
intervention in the Australi an film and television industry. Three of the four stated
objectives are to provide information about the industry for the public , the govern­
ment and the industry; the fourth is "to develop a more sophisticated analytical
framework within which to monitor existing programs and consider future policy
questions." While the Report adds to the understanding and suggests topics for
further research , a framework has yet to be set out. This review will outline the
principal sections of the Report , comment on issues raised, and suggest a frame­
work for future analysis.

Throughout the Report , note is made of the idiosyncratic features of the industr y
that need to be incorporated into any economic analysis. These include the finan­
cial risks associated with producing a film or television program that will make
money where all expenditures are made before a finished product can be shown to
investors and viewers; the response of producers and distributors by way of organi­
sational and contractual arrangements to cope with these risks; the flow of rev­
enues over time from different markets and regions; and the convergence of film
and television so that what is being discussed is screen economics. The peculiar
nature of the product as a carrier of cultural messages is stressed and considered by
some (not the Report 's author s) as not being susceptible to the type of economic
analysis applied to industries such as agriculture, automobiles and accounting.

In Part 2, the international context is outlined with data presented on film, televi-

* Review article of The Economics of Film and Television in Australia, by Simon Molloy
and Barry Burgan (Australian Film Commission, Sydney, 1993), pp. iv + 133, ISBN a
642 197628.
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sion and home video production and distribution in selected countries, together
with a brief survey of their respective policies. Due to the inadequacies of official
sources, statistics are presented from a trade publication, Scree" Digest , Readers
should be cautioned that commercially interested players are often providing and
publishing the information that forms the basis of policy decisions. Governments
need to improve the quality and extent of official reporting. In this section, the
reader would be assisted by a listing of reference sources to the country policies, an
area of continual change and considerable complexity which cannot easily he sum­
marised in a few paragraphs. A similar inclusion of sources is required for the
details of film and television production and distribution by country contained in
the Report's appendix.

Part 3, in three and a half pages, discusses the demand for audio-visual entertain­
ment with subsections on information and uncertainty and on advertising. The lat­
ter relates to how viewers can become informed about the content of films . The
important subject of advertising financed programming receives scant attention
either here or elsewhere in the Report. In a section on consumer demand, it would
be useful to explain how the interactive technology that allows for dial-up ordering
of pay-per-program delivery and the growing popularity of home-video rental and
sell-through markets (discussed on p.17), allow consumers to express their de­
mand in ways not available when broadcast signals were the sole source of suppl y.

The institutional and statistical detail of the Australian film and televi sion indus­
try constitutes a major segment of the Report (Part 4), providing useful current
information on film and television production and distribution, the extent of verti­
cal integration and foreign, especially American involvement in the industry. Analy­
sis is made of entry barriers, pricing of program rights and the popularity of Aus­
tralian television programs, each of which will be discussed below.

A literature review of rationales for government intervention in the industry is
the subject of Part 5, with attention given to the issue stressed throughout the Re­
port of whether assistance provided on cultural grounds is " . . .outside the province
of economics."(ll) The view that there are two separate optics, economics and
culture, used to explain government intervention pervades the policy debate in all
countries except the US. In the industry, financiers and artists take opposing sides;
in government, different views are expressed by departments of industry and of
arts ; and in academia, economists are pitted against teachers of film studies and
communications. One example of support for the dichotomy is provided by media
critic Jay Blumler,

Though a high consumer-oriented good, television programming is very dif­
ferent from most other such goods (like cars, toasters, washing machines, elec ­
tricity or telephones). Whereas the latter provide the means, the former trades
in the meanings of life. J

An alternative view is that no such dichotomy exists. Support for culture, includ­
ing film and television, has its peculiarities as does support for health, defence and
education, each of which is administered by specialised government departments.
Health, defence and education policies receive inputs from doctors, generals and
teachers because of their specialised expertise, but devising policies to determine
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the desired level and type of resources to be directed at these areas draws on an
understanding of political economy. The same is true for culture. Through the po­
litical process, decisions will be made about the level of support for the film and
television industries. Artists and other interest groups including economists will
attempt to influence the political process, but once the decision is made to inter­
vene, then those with an understanding of the politics and economics of the policy
process need to provide their expertise on the most efficient and effective way to
achieve the politically determined objective.

Much of the debate on "culture being outside the province of economics" is a
technique to lobby for levels of government assistance that the political process
may not support. Once culture claims resources from the finite public purse in
competition with a wide range of recognised public needs, then it enters the realm
of economics. What artists and supportive interest groups can do is to justify the
need for support using arguments similar to those outlined in Part 5 of the Report
dealing with market failures (externalities, merit and option goods), infant industry
arguments and income redistribution policies.

The particular techniques used by successive Australian governments since the
establishment of Film Australia in 1911 are set out in Part 6. The poor profitability
of film production in Australia is attributed to "absence of large scale production­
distribution integration"(109). The Report proposes that detailed information on
the profitability of Australian films is the most important area for further study,
linking profitability to the incentive effects of past policies (117)2. It also con­
cludes that "The reason that production continues in Australia, at least at the cur­
rent level is . . . because of government subsidy"(107).

Reference is made to Harold Vogel's work on entertainment economics, but Vogel
would be the first to caution about the difficulty of determining the profitability of
individual films given the distortions created by the industry 's accounting conven­
tions . The final pages of Vogel's book flags some of these problems.' If an attempt
is made to measure individual film profitability, then works such as Jason E. Squire,
ed. The Movie Business Book (New York, Simon and Scuster, 1983) and Danford
Chamness, The Hollywood Guide to Film Budgeting and Script Breakdown for low
budget features (Los Angeles: Brooks Company, 1993) would assist the analyst.

ECONOMIC ISSUES
A sample of recurring themes in the economic discussion of the industry and found
in the Report include the following: the scarcity of spectrum frequencies for the
delivery of television broadcasts (10) ; the importance of vertical integration for
profitable operation while its absence " .. .probably is the main reason for the poor
profitability of film production in Australia." (109); the domination by Hollywood
of the small Australian market (109); entry barriers to Australian films evidenced
by" ... the proportion of cinema attendances that foreign films account for." (25);
the increasing popularity of Australian television programs in domestic markets
alongside support for continuing Australian content policies (57); and the practice
of US program producers to engage in price discrimination by selling into the Aus­
tralian market at prices lower than domestic programs and lower than the sale of
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American programs in the US (115) - other writers often refer to this as dumping.
Economic anal ysis can be used to clar ify each of these issues and in some instances
provide an alternative interpretation.

Spectrum scarcity
While spectrum scarcity has in the past limited the number of broadcast television
signals, this is no longer the case . The combination of VCRs , cable, telephone and
satellite delivery of audio and video signals has expanded the highwa ys to viewers.
Reference to the new technologies, which is scattered throughout the Report. should
be expanded and preface any current examination of the economics of film and
television. Technological developments have signalled the end of spectrum scar­
city and undermined effective government regulation of both entry and content.
The multiplicity of delivery channels, including VCRs , has lead to a short age of
content and expanded opportunities for film and television producers in all coun­
tries, reducing the need for government subsidies. Australia has yet to introduce
pay television but is on the verge of receiving not only pay but possibly several
hundred satellite signals. Domestic regulation of foreign satellite signals is a prob­
lem for numerous countries.'

Market size and national content

The limited size of the Australian televi sion market relative to the US is used to
explain the difficulty of generating enough revenues to make programs profitable.
Size is a problem if Australian producers target domestic markets only. Aiming for
an international market provides acces s to more funding sources but is seen as
undermining the "Australianess" of a film or program. However, when an Austral­
ian film receives international recognition, it is widel y acclaimed at home and seen
to confer benefits on Australia, similar to an Australian athlete winn ing an Olym­
pic gold medal.

In the past, in order to be profitable, films have often had to appeal to an interna ­
tional market. Domestic producers have recognised this by entering coproduction
deals with those in other countries. However the opportunity for making profitable
"Australian" films that appeal to a narrow market exists where pay-per-view sys­
tems permit revenues to be tapped from niche markers , in the same way that spe­
cialised books on poetry, paintings and pop music get published and sold commer­
cially.

Nationality of production raises the messy question of how it is determined . Vari­
ous policy directives are used in Australia to measure nationality and desirability
for financing and viewing based on the inputs used and expenditure made. hut
contradictions abound and admini strative discretion has to be exercised in reach­
ing a decision.

Piano won numerous awards as the best Australian film in 1993 with a New
Zealand born writer and director, a New Zealand setting, two American principal
actors and funding from France. It has been praised in Australia for its Academ y
Award nominations. Black Robe is an Australian-Canadian co-production with
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"Australianess" based mainl y on the nationality of the director and some funding
from the Australian Film Corporation . Little about the story of French Jesuit s and
nativ e indians in Canada could be considered Australian. Neith er of these film s
would be counted as Australian content under Australian Broadcasting Auth ority
(ABA) rules, but both are considered Australian for other reasons.'

Administrative discretion is needed, especially in a multicultural society, to de­
termine what constitutes the Australi an language in terms of either accent or phra­
seology as set out in Secti on 2b of the Television Program Standards (TPS 14).
How will the provision s of Section 24 (Australian Factor: Test for Drama Pro­
grams) be interpreted for individu al projects? As with the cont ent of cars and com­
puters, where part s are made in different countries, the nation al cont ent of films is
becoming increasingly difficult to determin e. Content rules will either sink under
the weight of their absurdities or provide luxur y cruises for a growing complement
of government and corporate officials.

Treatment of content policies for television programs (94) in less than one page
of the Report does not alert the reader to the significance of this policy instrument,
especially in light of its importance in trade negotiations. While the GATT, with its
special treatment of audiov isual services, was concluded after the Report was pub­
lished, audiovisual trade probl ems exist in the operation of the Closer Economic
Relations Agreement between Australia and New Zealand and warrant discu ssion
as a policy issue."

Hollywood domination, price discrimination and entry

The success ofAmerican films in foreign markets and the limited showing of Aus­
tralian film s in the US market is not due to some conspiracy or entry barrier. US
distributors would suppl y foreign film s if Am erican audience s demanded them as
did US automobile deal ers when American consumers preferred Japanese cars .
Americans eagerly drink scotch whisky, wear Italian designed clothes and pur­
chase Asian-made computers. The success of American movies may have more to
do with the ability of Hollywood to make films that appeal to a multi-ethnic com­
munity of over 225 million people within the United State s, one which is a test
market for ethnic markets elsewhere in the world.

The argument that American film makers engage in price discrimination because
film rights are sold more cheapl y in Australia than in the US is difficult to sustain
and is one economics can clarify. Pricing film rights involves establishing the price
for a public good where the marginal cost of production is zero because all produc­
tion costs are sunk costs and once produced the film can be used an unlimited
number of times with no further production costs (onl y some distribution costs)
required. Pricing of television programs varies according to factors such as size of
the market and number of buyers competing for the product. A program sold to a
comm ercial broadcaster for the Darwin market will sell for less than one sold in
Sydney, not because of the pric e discrimination or dumping but because of the
lower advertising potential of the Darwin market. Smaller market size will be one
reason for the lower price of a program sold in Australia than in the US.7 Also if
two mark ets are identical in every respect except for the number of buyers, then the
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market with the more buyers will likely register the higher price due to competition
between buyers. Thus pricing of television programs has to be considered in the
light of the peculiarities of the product and the market.

Barriers to the distribution in Australia of Australian films are claimed to result
from the vertical integration that exists between the major film distributors and
exhibitors which have investment or contractual ties to American distributors and
thereby favour American films. However alternatives exist as there are smaller
independent distributors and exhibitors available to distribute Australian films (47,
55) . If producers make films that appeal to a narrow rather than a mass audience,
the likelihood is that they will be distributed by the smaller specialised firms . This
is not an entry barrier especially where there is nothing to prevent new distributors
and exhibitors from entering the market. Again, however, the entry barrier argu­
ment is dated. Technological developments now assist the production and distribu­
tion offilms and programs aimed at specialised niche audiences. Pay television has
already done this in many countries. Pay-per-view will extend this possibility and
satellite delivery of several hundred channels will open up massive highways to
audiences. If producers cannot sell in this environment, it will not be due to entry
limited by channels of distribution.

Program popularity

The increasing preference of Australian viewers for Australian programs is noted
by the share of the Australian programs in the top ten programs broadcast each
year. (57) If viewers are voluntarily watching Australian programs to an increasing
extent, why the need for content regulations and ones which are to increase over
time; why complaints about content rules from commercial broadcasters; and why
the lobbying to exempt cultural quotas from the GATT agreement? A view from
the supply side of the market reveals that this preference for regularly broadcast
Australian programs includes, amongst others, news, current affairs and sports pro­
grams but not movies. Most Australians express their viewer preference through
five options, outside of VCRs, three commercial channels which are subject to
Australian content regulations and two government financed channels which,
amongst their statutory requirements, are expected to showcase Australian pro­
grams but are also sensitive to ratings especially when the government reviews the
broadcasters' budget allocations. Thus preference by viewers for Australian pro­
grams occurs in a constrained supply situation and one in which commercial broad­
casters lobby for the removal of content regulations suggesting that their program
choices, especially for drama, would be different without the policy constraints.
Rising popularity of Australian programs must be seen within this context.

TOWARDS A FRAMEWORK
Our suggestion is that the management of risk in the industry provides a useful
focus for an economic framework for future policy analysis. The profitability of
films and programs is associated with three types of risk : lack of knowledge ex
ante about what will attract viewers; difficulties in containing the costs of produc­
tion and not incurring budget overruns; and the problem of piracy or the difficulty
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of protecting intellectual prop erty right s in the final product. The three are interre­
lated in that the latter two affect how much money the film will make.

Production is a funn el shaped process. A wide array of inputs are gather ed by the
producer and combined into a product, the tape or film negative which captures
and freezes the images. The post-p roduction process gives the director an opportu­
nity to edit the tape from the available footage and to combine it with archival
materi al, animated sequences and sound. Once completed, the process resembles
an inve rted funnel as distribut ion spreads the output. Thi s consists of selling show­
ing right s for the product in a range of markets, thea trica l, home-video, and televi­
sion in different countries and langu ages. Revenues are also earned from cross­
marketing the product by way of books, toys , T-shirt s, music (records, CDs, tapes),
video-games and theme parks.

In order to manage the risks of production and distr ibut ion, the industry has, ove r
time, developed a numb er of contractual arrangements, busin ess practic es and or­
ga nisa tional structures . Th ese include pre-sellin g viewing right s in order to finance
films; financial deals with directors and actors whose rewards are tied to the suc­
cess of the project ; inves tment in a port folio of films as oppose d to individu al
films; vertical integration of production, distribution and exhibition; pretesting films
wi th select audiences; promotional campaigns; crea tion of studio brand names and
film genres; developm ent of sequels and sta rs with audience appea l; coproduction
deal s; distributi on in foreign and domestic markets; cross-marketing of films and
progr ams (see above); and fund ing industry assoc iations to detect and prosecute
piracy.

An understanding of the nature of the risks associated with production and dist ri­
buti on and the response of players to these risks provides a context in which to
und erstand screen eco nomics and how countries such as Australia can expect to
develop policies for the industry. Factored into this will be an apprecia tion of how
technology is and will affec t the process. For example, sale of videogame software
of about US$7bn in 1993 in the US exceeds theatrical box off ice sales and almost
equals sa les of recorded music in that market. At present , games are played on
spec ially made stand alone hardw are - Nintendo and Sega have sold more than 65
milli on ga me computers in the US, three times the installed base of personal com­
puters." Howe ver it is likely that these games will be ava ilable on-line via cable and
will compete for finite viewertime, not ju st for younge r age gro ups but for adults as
ga mes become more sophistica ted.

Th e eco nomic toolkit for this type of analysis is the literature on transactions
cost s dealing with the inform ational probl ems that surro und contr actin g in the in­
dustry as well as issues of bounded rationalit y and team production."

The success of Hollywood, and its lessons for countries such as Australia and
Canada are that its managers understood the nature of the risks and the associated
informational probl ems fac ing the industry and adapted to them. Up to the 1950 s,
the studio sys tem was one in which there was in-house production and vertica l
integration from produ ction through distribution to exhibit ion.'? Today, major
American studios, three foreign-ow ned by Sony, Matsushit a and News Corpora­
tion , still exist but emphasize financing and distribution, with production often
init iated and organised by age nts or independent producers who may rent the stu-
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dio facilities .

The current wave of mergers and alliances involving studios, broadcasters, cable
companies, telephone companies and hardware producers is the latest reorganisa­
tion aimed at coping with the risks associated with new technology. By applying
economic analysis to the idiosyncratic features of the industry, a framework for
policy analysis can be developed. The Report provides a useful description of se­
lected aspects of the Australian scene, flags a number of the issues, but gives insuf­
ficient attention to changing technology, and perpetuates some misleading eco­
nomic analysis of the industry.
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