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OPEN

Introduction

Abstract: This book is not meant to be a report on the
state of the art of the audiovisual industry, nor a survey
of best practices and key players operating in the market,
but a theoretical picture analysing the main economic and
financial features of the audiovisual industry. The first

} section — Chapters 2 and 3 — describes the perimeter and
the main features of the audiovisual industry; Chapters
4, 5 and 6 analyse the economics of the industry — mainly
costs and revenues, pricing models and value of audiovisual
firms; Chapters 7 and 8 explores audiovisual funding and
the related risks; a financial platform for the audiovisual
industry is proposed in Chapter 9, together with conclusions.
In this perspective, the book represents a useful guide for
professionals and producers, as well as for bankers, financial
managers and academics.

La Torre, Mario. The Economics of the Audiovisual Industry:
Financing TV, Film and Web. Basingstoke: Palgrave
Macmillan, 2014. DOTI: 10.1057/9781137378477.0006.
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2 The Economics of the Audiovisual Industry

A remarkable number of bankers and professionals working in finance
still currently believe that the cultural industry is a high-risk market,
as well as a low-profit one, with uncertain and unclear peculiarities. In
other words, they are persuaded that culture should not be financed.

Considering the perspective of cultural industry, banks and financial
intermediaries are perceived as interlocutors unable to understand the
specific needs of the industry itself, even worse, unable to substitute
short-term profits with a holistic perspective of finance, considering those
medium- and long-term externalities created by cultural production.

In general, a lack of mutual knowledge, different priorities, a differ-
ent language, as well as the different expertise of bankers and financial
experts on one side and of players and cultural managers on the other
side, have created a permanent shorting out between cultural industry
and financial markets. Since this shorting out is self-supplied, changing
the situation is very difficult. This happens for all creativity industries,
audiovisual included.

Even though audiovisual sectors show a structure of market supply
based upon more organized companies compared to other cultural
industries, and they are also characterized by a higher management
expertise, they have to face a crucial distance from the financial system.
This phenomenon is easily noticeable in all European countries.
Unlike the United States, the credit granted by the banking system to
the audiovisual industry throughout the main countries of continental
Europe currently represents a very small share of the total issued credit.
Furthermore, a very small number of audiovisual companies are listed
on the stock exchange, and very few firms have access to capital markets
to attract funds from institutional or retail investors. Except for the USA,
the financing of audiovisual industry is based upon internal financial
resources, or supported by public funds. In Europe, for example, together
with public funds, both at a national and local level, European financial
resources intended to support culture — and indirectly SMEs and new
technologies — are undeniably crucial for the industry.

However, audiovisual firms, especially in the European context, are
struggling to achieve a corporate restructuring, as well as a change in
financial management. The financial crisis and the decrease in public
financial resources available have motivated European governments
and institutions to implement new support mechanisms in order to
foster public-private partnerships and to deal with market evolutions.
Companies search for new organizational and productive models, in

DOI: 10.1057/9781137378477.0006



Introduction 3

addition to new management strategies. The new challenges require
the implementation of competitive strategies and a high degree of
dynamism.

Such a goal cannot be achieved without the support of financial
markets and intermediaries, in particular banks, which in time have
always represented the first link among industrial sectors and the finan-
cial system, preliminary to stock exchange markets.

The interaction between audiovisual industry and financial markets
cannot happen in a virtuous way in absence of a process of mutual
knowledge.

Literature concerning the management of cultural industry is quite
limited and mainly focussed on macro-economic variables and market
dynamics, as well as strategic management and marketing. Financial
management of cultural firms is almost unnoticed and appears to be well
known only by a few managers and bankers, since they have acquired
specific professional expertise in the industry. This circumstance does
not foster cultural industry emancipation from public financial support,
in particular from the subsidiary type.

The idea of writing this book rises from the need to create a systematic
framework of economic and financial dynamics of the cultural industry.
The study focuses on the audiovisual market, this being an important
segment of cultural industry, as well as one of the most flexible, able to
cope with the need of transformation and to deal with the challenges of
new financial markets.

The book is not meant to be a report on the state of the art of the
audiovisual industry, nor a survey of best practices and key players oper-
ating in the market. Rather, the market trend has inspired a theoretical
reconstruction of the economics of the industry. The reading of the text,
therefore, should not be given to research data, names and numbers, but
rather to metabolize economic and financial models useful to work in
the audiovisual sectors.

In this perspective, the book, analysing the main economic and finan-
cial features of the audiovisual industry, represents a useful guide for
professionals and producers willing to interact with banks and financial
intermediaries, as well as for bankers, financial managers and academics
willing to acquire an in-depth knowledge of the audiovisual industry,
embracing a tailor-made risk management approach.

Considering another point of view, the analysis of economic, financial
and production dynamics of the audiovisual industry can make this

DOI: 10.1057/9781137378477.0006



4 The Economics of the Audiovisual Industry

book a useful guide also for policy makers, at a national and European
level. It will be particularly advantageous for those who are committed
to direct audiovisual finance towards market dynamics, in order to foster
private-public partnerships.

In absence of a specific literature, the theoretical structure of the analy-
sis is based upon the same used in financial and economic literature. The
context of traditional theoretical references for the audiovisual industry
represents the original contribution of the study and is the outcome of
the author’s professional and institutional experience.

Readers can imagine this book as based upon three units. The first
section (Chapters 2 and 3) provides an outline of audiovisual industry.
Chapter 2 explains the main determinants of the distance existing among
the audiovisual industry and financial markets, highlighting the main
drivers pushing the audiovisual towards a modern finance. Chapter 3
defines the perimeter of the audiovisual industry and describes the
different types of audiovisual products, as well as the related audiovisual
sectors.

The second section (Chapters 4, 5 and 6) concerns the economics of
audiovisual production. In more detail, Chapter 4 analyses the main
costs and revenues of audiovisual products, Chapter 5 proposes a pricing
model for audiovisual products, while Chapter 6 provides a model for
the estimation of the value of audiovisual firms.

Section 3 (Chapters 7 and 8) explores audiovisual funding and the
related risks. Chapter 7 examines in detail the traditional financial
model of audiovisual firms, while Chapter 8 describes the main financial
techniques used by banks and financial intermediaries when they lend
money to the audiovisual industry, also providing for a taxonomy of
financial risks connected to audiovisual finance.

Conclusions are drawn in Chapter 9, proposing a market model
focussed on the idea of a financial platform for the audiovisual industry.

@ ® Except where otherwise noted, this work is licensed under a
Creative Commons Attribution 3.0 Unported License. To view a

copy of this license, visit http://creativecommons.org/licenses/by/3.0/
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2

Create Connections between
Audiovisual and Finance

Abstract: The finance of the audiovisual industry is
essentially self-referential; therefore intermediaries and
financial markets have a small influence. The chapter provides
an insight on the explanations to the distance between the

} audiovisual industry and financial markets, considering
both the perspective of audiovisual companies and financial
intermediaries. It also analyses which reasons call for a deeper
connection between audiovisual and financial industry and
which requirements should be fulfilled to create a profitable
and long-lasting interaction between audiovisual and
financial markets.

La Torre, Mario. The Economics of the Audiovisual Industry:
Financing T'V, Film and Web. Basingstoke: Palgrave
Macmillan, 2014. DOTI: 10.1057/9781137378477.0007.
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6 The Economics of the Audiovisual Industry
2.1 Introduction

The audiovisual industry, as well as the entire cultural industry, has
been experiencing for many years the outcomes of several innovations.
Typically, they concern procedures, product policies and business
strategies. The financial management of enterprises or single projects,
on the contrary, is still on the margin of this enhancement process.
Consequently, the finance of the audiovisual industry — and in broader
terms of the cultural industry — is essentially self-referential; therefore,
intermediaries and financial markets have a small influence. This
peculiarity can be noticed at an international level, with few exceptions,
including the USA, and it is particularly evident in European countries.
Several studies and surveys have confirmed this evidence'.

Why? What is the explanation for the distance among financial
markets, intermediaries and audiovisual companies? What reasons
would explain a deeper connection between the audiovisual and financial
industries? What requirements should be fulfilled to create a profitable
and a long-lasting connection? It is worth answering these questions if
we want to foster the shift of audiovisual industry, as well as the entire
cultural production, from a state of domestic handcrafted market to an
industrial international dimension. This chapter provides an insight on
the explanations about the distance between the audiovisual industry
and financial markets, considering both the perspective of audiovisual
companies and financial intermediaries.

In the light of the above-mentioned topics, the positive possible
outcomes of an inversion of the trend are described, as well as with refer-
ence to the development of an audiovisual financial market.

2.2 The distance between audiovisual and finance: the
concerns of audiovisual firms

The audiovisual industry and, in general, the cultural industry, are
characterized by an evident fear (Figure 2.1): the access of financial
intermediaries to the market would allow them to create a financial
seigniorage on artistic production, transforming the cultural industry
into a mere shooting ground for the search of new clients and new busi-
ness opportunities.

DOI: 10.1057/9781137378477.0007



Create Connections between Audiovisual and Finance 7

FINANCIAL
SYSTEM

AUDIOVISUAL
INDUSTRY

DIFFERENT CULTURAL
BACKGROUND

FEAR OF FINANCIAL
SEIGNIORAGE

FIGURE 2.1  The wall between audiovisual and finance: the concerns of
audiovisual firms

The cultural and linguistic shorting out created by audiovisual play-
ers backgrounds, very different from those of finance professionals,
has made misunderstandings, increasing the distance between the two
realities. The above-mentioned issue is confirmed by a study commis-
sioned by the European Commission’, surveying 2,861 firms operating
in the cultural industry: in the period of observation, only 38% of total
cultural firms and 53% of total audiovisual firms involved in the survey
contacted a bank to search for external finance; 67% of cultural firms
and 74% of audiovisual firms approached a Government body. About
30% of cultural firms and 29% of audiovisual firms were convinced that
contacting a bank is a waste of time; 32% of cultural firms and 48% of
audiovisual firms had the perception that banks do not understand their
business.

The distance between the audiovisual industry and finance is also due
to the peculiarities of the audiovisual industry financial cycle. Sources of
finance for the production of an audiovisual work can be identified, theo-
retically, both in internal and external financial resources. The first type
includes equity, personal resources and rights of exploitation pre-sales

DOI: 10.1057/9781137378477.0007



8 The Economics of the Audiovisual Industry

on different markets, as well as funds from co-production agreements.
The second type concerns public financial support - at a local, national
and European level - also including all resources from private investors
and financial markets (Figure 2.2).

Audiovisual companies deal with their structural need for financial
resources mostly by rights of exploitation pre-sale and achieving public
financial support. Firms operating in this sector prefer to substitute
market finance with a finance based upon internal resources and
on government subsidies, which have acquired the status of private
investments “surrogates” This circumstance has reduced the urgency
for audiovisual companies to require bank loans and to access capital
markets.

PERSONAL DEBT AND
EQUITY MARKET EQUITY

INTERNAL EXTERNAL
FINANCE FINANCE

PRE SALES AND

COPRODUCTIONS PUBLIC FUNDS

FIGURE 2.2 Financial resources of the audiovisual sector

DOI: 10.1057/9781137378477.0007



Create Connections between Audiovisual and Finance 9

According to the cited IDEA (2013) study, business revenues and
subsidies are the two most important financial resources for audio-
visual firms and, in general, for cultural industry. This is consistent
with the outcomes of other studies. The HKU survey reports that 56%
of the cultural firms involved in the interview indicate self-financing as
the most important financial resource. Only 12% indicate bank loans as
the most important financial resource®. The KEA study confirms that
self-financing is the basic financial resource, followed by retained profits:
61% of firms have never benefited from external finance*.

Public financial support seems to be very important to start the fund-
ing process: according to KEA (2010 a), 59% of firms get access to public
funds (57% tax incentives); on the contrary, public financing usually
covers a small percentage of total production budget leaving producers
with a significant gap financing.

2.3 The distance between audiovisual and finance: the
concerns of financial intermediaries

Banks and other financial intermediaries have to deal with a misleading
attitude in approaching the audiovisual industry. Except in the USA, very
few collaborations have been developed upon the presumption to apply
to the audiovisual industry the same financial support, analysis and risk
management techniques used for other industrial sectors.

Several causes can explain the caution financial intermediaries have
preferred to keep, more or less voluntarily, in their investments in the
audiovisual industry. Those reasons refer to psychological and cultural
aspects, to the nature of firms operating in the industry, to their balance
sheet and to business peculiarities (Figure 2.3).

With reference to psychological and cultural determinants, besides the
very well-known concern of stressing the cultural goal to the detriment
of economic and financial requirements, it is also worth considering the
belief that culture is a high-risk sector. According to IDEA (2013), 42%
of cultural firms and 50% of audiovisual firms declare that banks have
rejected their loan applications because the investment was considered
too risky. Financial intermediaries’ poor knowledge of cultural produc-
tion dynamics, as well as of cultural industry economics, does not foster
an objective evaluation of cultural and audiovisual projects. The produc-
tion and the distribution of cultural products is a peculiar activity, and

DOI: 10.1057/9781137378477.0007



10 The Economics of the Audiovisual Industry

AUDIOVISUAL FINANCIAL
INDUSTRY SYSTEM

DIFFERENT CULTURAL
BACKGROUND

FEAR OF CULTURAL
SEIGNIORAGE

FEATURES OF AUDIOVISUAL
FIRMS

FEATURES OF AUDIOVISUAL
BUSINESS

FIGURE 2.3  The wall between audiovisual and finance: the concerns of financial
intermediaries

this makes such business hardly conceivable and hardly associable to
other industries: lending money to a museum, or financing the produc-
tion of a film, is not the same as granting credit to any other type of
business.

Also intermediaries with a good knowledge of the audiovisual indus-
try — and of the cultural industry in general — have to deal with many
crucial issues.

Firstly, many criticisms concern market structure, that is to say the
nature and the peculiarities of firms. The whole cultural industry, and the
audiovisual industry in particular, is characterized by firms with a weak
organizational structure; small dimensions, small number of employees
and often non-profit oriented missions are the main causes. According
to IDEA (2013), almost 30% of cultural organizations are one-person
business entities, about 20% have no legal structure and 37% are non-
profit organizations. Looking specifically at the audiovisual industry,
over half of the firms in the study sample have 1 to 4 employees, 15% have
no legal structure and 20% are non-profit organizations. The majority of
audiovisual firms (51%) falls in the category of “less than 5 employees”.

These features also affect the efficiency of cultural and audiovisual
firms. The management of most cultural firms still does not prove to

DOI: 10.1057/9781137378477.0007



Create Connections between Audiovisual and Finance 1

be efficient and transparent, and therefore it does not allow financial
intermediaries and investors to complete an accurate evaluation of the
credit rating of the borrowers. According to Clayton & Mason, only 36%
of cultural firms declare to prepare formal business plans, while 35% use
no formal ones and 29% have no business plans at all. These results are
confirmed by the HKU survey, which shows that 75% of cultural firms
make their own business plans and only 20% use professional consul-
tancy services to approach banks and financial intermediaries. IDEA
(2013) demonstrates that there is a strict connection between the ability
to prepare a business plan and the size of the firm: only 20% of cultural
firms with zero employees and 40% of firms with less than five employees
(the majority of audiovisual firms) have a three-year business plan. As
confirmed by Burrows and Ussher, this results in being one of the main
obstacles in accessing external financial resources and, in general, in the
interaction with banks and financial intermediaries’.

Furthermore, it is also necessary to point out a wide underestimation
of firms’ equity, as well as their difficulties in providing real guarantees as
possible funding collaterals. According to IDEA (2013), 38% of cultural
firms and 45% of audiovisual firms declare that banks have rejected their
loan applications because they could not, or refused to fulfil, collateral
requirements.

Many criticalities concern the nature of business itself. Audiovisual
products are often distributed in domestic markets, and this decreases
potential revenues. Moreover, the estimation of audiovisual products is
quite complex, since this mostly depends on audience appreciation and
on the emotional experiences it is able to provide. Therefore, it is diffi-
cult to measure it ex ante since it cannot be defined based on objective
quantitative parameters. Finally, public funding granted to audiovisual
companies as non-recoupable financial support creates many constrains
to pricing policies and intermediary profitability.

These are among the main reasons for the small amount of private
funding granted to the cultural industry — and in particular to the audio-
visual industry.

In most cases the audiovisual industry can benefit from short-/
medium-term loans, granted to cover a financial gap, often provided
based upon pre-sale rights contracts. According to the IDEA (2013)
survey, 33% of loans granted to cultural firms show an average maturity
of less than 1 year (66% less than three years); the percentage is equal to
26% for audiovisual firms (64% less than three years). Also the amount
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of loans agreed on is quite low, on average from 30,000 to 70,000
euros. Concerning the audiovisual industry, those amounts are more
relevant, varying from 1.5 to 10 million euros. The explanation can
be identified in a higher simplicity for bankers to finance audiovisual
companies granting loans secured with pre-sales contracts.

2.4 The determinants for a financial development of
the audiovisual industry

What causes can justify, considering the current context, an envisaged
connection between audiovisual and finance? What is changing?

During the last few years many criticalities of the financial model
adopted by the audiovisual industry have undoubtedly arisen. This
model represents the milestone upon which the entire audiovisual
industry has based its own survival and development since the post-war
years. The recent financial crisis has generated two negative effects: the
first one concerning internal financial resources, the second involving
public funding.

Changes in trend of the economic cycle have caused an evident
decrease in advertising incomes for TV broadcasters. It has negatively
affected not only TV companies’ balance sheets, but also other players of
the audiovisual industry. The financial crisis has also imposed narrower
boundaries on public expenditure. In the European Union, the fulfil-
ment of the Stability and Growth Pact requirements has emphasized
the need of Member States to reduce public contribution rates intended
to support welfare state; cultural industries — primarily the audiovisual
one - suffered from this situation.

Firms involved in the audiovisual industry have had to deal with a
double financial criticality: with reference to internal sources of funds, it
has meant a decrease in advertising incomes; regarding external financial
resources, it has meant a reduction in public funding. A partial growth
in the number of international co-productions has been the only posi-
tive outcome against the gap generated by the new context. The financial
stress due to this context is risking to affect audiovisual firms” balance
sheets (Figure 2.4).

A wider opening to financial markets, supported by a policy oriented
to development of those potentialities still unrevealed by rights
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NEGATIVE TREND OF
ADVERTISMENT AND PUBLIC FUNDING e
LIQUIDITY AND MARKET IMPACT ON FIRM
RISKS BALANCE SHEET

FIGURE 2.4 The urgency for a new funding process of audiovisual firms

exploitation markets, both at a national and at an international level,
becomes a necessary path.

The existence of a potential market for private finance is also confirmed
by the survey conducted by IDEA, which estimates that, in Europe, the
financing gap in the cultural industry, considering a seven-year period
(2014-2020), ranges from 8 to 13.4 billion, depending on different
scenarios®.

A new financial network for the audiovisual industry is not only
necessary, but also justified by a relevant potential demand, which
appoints private finance for the task of providing the necessary coverage
to structural financial need of firms active in the industry (Figure 2.5).

Actually, the access to finance would represent for audiovisual compa-
nies a chance to enter two different types of market: credit market and
capital market (Figure 2.6).

The first one, more traditional, assures bank loans and financial inter-
mediaries support. The second type is related to securitization processes
experienced by capital markets. Debt securities, equity instruments and
shares are the correspondent financial tools, while financial intermediar-
ies and other institutional investors are to be considered principal inves-
tors; private and retail customers will play a less crucial role.

However, in the lack of an effective action by policy makers and market
players, it is difficult to envisage a path for a virtuous interaction between
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FIGURE 2.5 Towards a sustainable funding process of the audiovisual firms

BANKS
BANKS INSTITUTIONAL INVESTORS
FINANCIAL INSTITUTIONS PRIVATE INVESTORS
RETAIL INVESTORS

FIGURE 2.6  Sources of private finance for the audiovisual firms

financial markets and the audiovisual industry. According to the IDEA
survey (2013), 62% of cultural firms have affirmed they would not apply
for a bank loan in the upcoming six months. This is clear evidence that
something must be done in order to reverse the trend.

Notes

1 Among others: Clayton & Mason 2006, HKU 2010, Kea 2010 a, IDEA Consult
2012 and 2013.

2 IDEA Consult, 2013.
HKU 2010.
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4 KEA 2010a.

5 Burrows and Ussher 2011.
6 IDEA Consult, 2013.

@ @ Except where otherwise noted, this work is licensed under a
Creative Commons Attribution 3.0 Unported License. To view a

copy of this license, visit http://creativecommons.org/licenses/by/3.0/
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OPEN

Defining the Audiovisual
Industry

Abstract: This chapter defines the perimeter of the
audiovisual industry based on theoretical approaches adopted
in literature, as well as the regulatory one used by policy
makers. The perimeter of the audiovisual industry will be
defined also with reference to classifications based upon
statistics and accounting needs. Implementing an empirical
approach, the chapter defines the different audiovisual sectors
based on the intersection of three variables: the nature of
audiovisual products, production process and distribution
dynamics. In accordance to these variables, it is possible to
identify three macro-sectors: television, cinema and web. For
each sector, this chapter will explore the peculiarities of the
main audiovisual products.

La Torre, Mario. The Economics of the Audiovisual Industry:
Financing TV, Film and Web. Basingstoke: Palgrave
Macmillan, 2014. DOI: 10.1057/9781137378477.0008.
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3.1 Introduction

A satisfactory analysis of the audiovisual industry requires defining the
perimeter of the different audiovisual markets. Markets identification
implies an in-depth knowledge of specific products circulating in those
markets. With reference to the audiovisual industry, the definition of the
typical product is more complex than it could be for other industries.
Indeed, the approach cannot focus only on technical and commercial
features. Besides a mere technical aspect, that is to say the definition of
the product as a combination of sounds and images, it is worth consid-
ering the deep connection existing between audiovisual and cultural
product. That is the reason why the audiovisual industry is considered as
a subset of the cultural one.

This chapter defines the perimeter of the audiovisual industry based
on theoretical approaches adopted in literature, as well as the regulatory
one used by policy makers. The perimeter of the audiovisual industry
will be defined also with reference to classifications based upon statis-
tics and accounting needs. Implementing an empirical approach, the
chapter defines audiovisual sectors based on the intersection of three
variables: the nature of audiovisual products, production process and
distribution dynamics. In accordance to these variables, it is possible
to identify three macro-sectors: television, cinema and web. For each
sector, this chapter will explore the peculiarities of the main audiovisual
products.

3.2 The perimeter of the audiovisual industry

Theoretical approach to cultural industry

All attempts to find a taxonomic definition for cultural industries have
different roots, but they all share the same common need: the measure-
ment of the actual value of cultural industry, as well as its impacts in
economic and social terms’. This purpose can be achieved considering
different perspectives (Table 3.1).

Traditionally, literature has always focused on the “intrinsic value” of
culture and, therefore, on its ability to communicate moral and ideo-
logical messages, studying impacts in terms of aesthetic excellence and
individual enjoyment - associated with the concept of beauty or moral
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TABLE 3.1 The value of cultural industry

INTRINSIC INSTITUTIONAL

VALUE VALUE MICROECONOMIC VALUE
Focused on the impacts of ~ Focused on the impacts Focused on the value of cultural
culture on personal and of culture on direct and ~ products, mainly measured by the
social welfare, mainly indirect macroeconomic  willingness of the public to pay for
measured by individual effects, mainly on the it. It is also used to value a cultural
enjoyment and aesthetic labour market and firm.

excellence. tourism sector.

improvement and spiritual development - and, in general, in terms of
social welfare>.

Another branch of the research has been investigating the “economic
value” of culture. In this field, two approaches can be followed: the first
one is focused on the “institutional value” of culture and analyses impacts
associated to macroeconomic effects generated by cultural production;
the second one is aimed at investigating the “micro-economic value’,
meant as people’s preferences expressed by price or willingness to pay®.

Literature based upon the “institutional value” of culture has inspired
the current definition of cultural industry, frequently used by govern-
ments and institutions while undertaking a cost-benefits analysis of
public financial support to be granted to the cultural industry. The
“micro-economic value” has been less explored by scholars and policy
makers. This perspective is deeply connected to the economic value of
cultural products, as well as to the cultural firm itself. The underestima-
tion of this perspective has caused the current distance between cultural
industries and financial markets: investments are inspired by expecta-
tions and measures of the risk-return factors inherent to the projects,
as well as the rating of the company that benefits from the financing.
Therefore, those analyses do not consider macroeconomic impacts, nor
cultural or intrinsic value.

In this perspective, the philosophical discussion about culture is not
relevant — though very interesting by the way - on the contrary, theories
based upon economic value and focused on a mere empirical approach
are crucial at this point of our study. It is then quite useful to anticipate
that the inclusion of audiovisual within the cultural industry is mostly
due to theories inspired by “institutional value”, more than the “intrinsic
value” of culture.
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The perimeter of cultural industry

The need to measure the impact of cultural production, both in terms
of social dimensions and economic nature, has persuaded academics to
explore the taxonomic features of cultural sectors.

Prior to every kind of analysis, it is necessary to identify those sectors
and activities to include in the perimeter of cultural industry. Theories
based on the economic value, in particular those connected to the “insti-
tutional value”, do not exclude cultural aspects; however, they link the
“intrinsic value” to the conception of creativity, including in the perim-
eter of cultural industry, both cultural and macroeconomic features.
Consequently, a fundamental difference between the European and the
American approach must be stressed: while the first one is focused on the
creative industry, the second one concentrates on the creativity of single
employees. The evolution of the interpretation guided both approaches
to the achievement of an expanded vision of cultural industry’s perime-
ter. According to the European approach, the perspective is based on the
evidence that products fulfilling primary functions can contain elements
of creativity. The American perspective is based upon the idea that crea-
tive professionals work also in other industrial sectors, not necessarily
included in cultural industry. In both approaches, anyway, creativity is
linked to the construct of intellectual property.

This overview is synthesized in the definition of creative industry
provided by the UK Department of Culture Media and Sport (DCMS) in
1998: creative industries “have their origin in individual creativity, skill
and talent and have a potential for wealth and job creation through the
generation and exploitation of intellectual property”. Whichever is the
aspect we are focussing on, the importance of the industry, or the role
of employees, the creativity rate of a product is defined — mainly - as the
ability of the product itself to be the outcome and to represent the expres-
sion of the originality, talent and technique of its creator. This does not
depend on the economic value; nonetheless, the economic exploitation
of the product does not prevent the presence of a creative feature. The
originality of this approach is based upon its ability to combine cultural
and economic value. It is possible owing to the conception of creativity.
Every product characterized by a creative feature, even with primary
functions and having an economic value, can be considered as a cultural
product; therefore, the productive sector it belongs to is the cultural one.
This explains how, and why, along with sectors historically considered to
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be cultural — such as the performing arts and visual arts — are now also
included in the cultural industry sectors such as fashion or design.

According to this perspective, the 2006 KEA study* distinguishes
between “cultural sectors” and “creative sectors”. “Cultural sectors” are
split into “core art fields” and “cultural industries” “Core art fields”
are non-industrial sectors producing non-reproducible goods to be
consumed on the spot; “cultural industries” include industrial sectors
producing cultural products in order to achieve a mass reproduction.
“Creative industries” include sectors producing non-cultural goods with
creative input.

In 2010, also the European Commission, in the Green Paper on Culture’,
followed an extensive approach:

Cultural industries are those industries producing and distributing goods
or services which at the time they are developed are considered to have a
specific attribute, use or purpose which embodies or conveys cultural expres-
sions, irrespective of the commercial value they may have. Besides the tradi-
tional arts sectors (performing arts, visual arts, cultural heritage - including
the public sector), they include film, DVD and video, television and radio,
video games, new media, music, books and press... Creative industries are
those industries which use culture as an input and have a cultural dimen-
sion, although their outputs are mainly functional. They include architecture
and design, which integrate creative elements into wider processes, as well as
subsectors such as graphic design, fashion design or advertising. At a more
peripheral level, many other industries rely on content production for their
own development and are therefore to some extent interdependent with
CCls. They include among others tourism and the new technologies sector.

It is the potential presence of creative aspects in planning and develop-
ment stages that allows the inclusion of a specific sector in the creative
industry. For traditional cultural sectors, the creative element is repre-
sented by originality and unicity, as well as by the absence of a primary
instrumental function. For example, in a theatre the creative element
is characterized by the originality and the unicity of the performance,
which is not aimed at achieving any instrumental function. However, in
a few sectors, products can be linked to basic functions but can include a
creative element. The architectural project of an auditorium, for example,
has a specific function: it has to create a space in which to listen to music
and can be developed with or without an original creative element. A
canvas can be used to paint a picture or to create a dress: the paint-
ing is the result of a creative element, since normally it is original and
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cannot be reproduced; the dress, normally, doesn’t incorporate a creative
element, since it can be reproduced in series with an industrial process.
But if it is a tailored dress, it cannot be reproduced, because it is original,
therefore acquiring an unusual creative element. This approach allows
the inclusion in the cultural sector of those hybrid products, which
can have an original, or a creative and unique, element. The theoretical
weakness of this approach is caused by the circumstance that traditional
cultural sectors can generate non-creative products. When a painting is
the reproduction of another one — and therefore it can be reproduced —
the creative element disappears, unless it can be identified in an original
reproduction technique.

With reference to the outcomes of the KEA and European Commission
studies, the UNESCO approach adds a further detail. In 2009 UNESCO,
revising its framework of cultural statistics from 1986, suggested a
broader definition of cultural industry®. The new classification considers
not only cultural products and business products with cultural elements
but also cross-sector products, linked to cultural ones. The main news
concern: (a) the inclusion of the sector “design and creative services”
among cultural sectors; and (b) the inclusion of cross-sector areas aimed
at being functional for the production and the distribution of products in
several cultural sectors (intangible cultural heritage — considered “merely
cultural” - archiving and preserving, education and training, equipment
and support materials — considered “partially cultural”), represented by
“activities that may have a cultural character, but their main component
is not cultural”.

In brief, the expanded and modern vision of cultural industry is based
upon a paramount aspect: creativity. By merging different approaches,
it is possible to build up a taxonomy of cultural industry that would be
composed of three levels: strong culturality, hybrid culturality and a
tunctional culturality (Table 3.2).

The strongly cultural sectors encompass those products acknowledged
as traditional, characterized by an original creative element, as well as by
their unicity and the absence of instrumental functions (such as perform-
ing arts, visual arts, cultural heritage, books and press, music, radio, film,
television, DVD, video, video games and new media).

The hybrid-cultural sectors include two peculiar types of products and
sectors: those that are usually characterized by instrumental functions,
but that can also involve creative features, being almost impossible to
reproduce (i.e., architecture, design, fashion and advertising). This sector

DOI: 10.1057/9781137378477.0008



22 The Economics of the Audiovisual Industry

TABLE 3.2

The perimeter of cultural industry

STRONG
CULTURALITY

HYBRID
CULTURALITY

FUNCTIONAL
CULTURALITY

Includes products, and
correlated sectors, expression
of original creativity,
without any instrumental
function, which may be
considered as prototypes.

Includes products, and
related sectors, which: a)
perform an instrumental
function but may be inspired
by a creative component
and may be considered as
prototypes

b) are deeply connected to
a cultural function because
they perform a recreation
and an entertainment
function

Includes products, and
correlated sectors, which are
useful for the promotion and
circulation of cultural products
and are transversal to any
cultural sectors.

STRONGLY CULTURAL
SECTORS

HYBRID-CULTURAL
SECTORS

FUNCTIONALLY
CULTURAL SECTORS

performing arts, visual arts,
cultural heritage, books and
press, music, radio, film,
television, DVD, video,
video games, new media

a) architecture, design,
fashion, advertising b)sport,
recreation and tourism

intangible cultural heritage,
archiving and preserving,
education and training,
equipment and supporting
materials

can also encompass products linked to culture, since they are aimed at
achieving recreation and entertainment functions (i.e., sport, recreation
and tourism).

The third dimension is characterized by functionally cultural sectors,
peculiar of products useful for the production and the distribution of
cultural products. In this perspective, they are cross-sector products
(defined as intangible cultural heritage, archiving and preserving, education
and training, equipment and supporting materials).

The perimeter of the audiovisual industry

It is quite easy to notice how each classification can include the audio-
visual sectors among cultural ones. However, due to the heterogeneity
of audiovisual products, it is difficult to understand whether audiovisual
sectors have to be enclosed in strongly cultural sectors or in hybrid
ones.

DOI: 10.1057/9781137378477.0008



Defining the Audiovisual Industry 23

Indeed, audiovisual products can be related to creativity and intel-
lectual property; meanwhile, they do not have any primary instrumental
function. However, not all of them can be recognized as the result of
an original creativity, or as characterized by unicity, and, therefore, not
all of them can be considered cultural products. This creates a certain
discrimination among audiovisual products. Often it concerns the type
of products: a film, for example, is usually perceived as a creative product,
while TV news is not. Furthermore, with reference to the audiovisual
industry, the possibility to reproduce an audiovisual work does not
exclude its creative nature: a film is an original creative product, even
if it can be reproduced in a variety of copies and in many formats — for
example DVDs — aimed at achieving a wider distribution of works. The
serial nature of the production process, on the contrary, more than the
possibility to reproduce the product, can damage the creative element
of audiovisual works. In this perspective, a thousand-episode TV series
can certainly suffer from a corruption of its creative aspects more than a
single film work.

The need for a working definition of cultural sectors has persuaded
policy makers to adopt a more pragmatic approach: the theoretical
taxonomy of cultural sectors has been translated into a statistical defi-
nition, which also considers international accounting standards for
industrial sectors.

The European Competitiveness Report by the European Commission
can offer more insights about this topic’”. Moreover, adopting the same
approach of the aforementioned KEA study of 2006, as well as UNESCO
study of 2009, it defines creative and cultural sectors, suggesting a
definition of the perimeter of cultural industry in accordance to NACE
classification®.

The European context assumes significance in the work of the European
Statistical Systems (ESSnet-Culture), a network of several European
Statistical Systems set up at Eurostat in 2009. The study has led to the
publication of several guidelines for member States in order to support
data collection on culture (ESSnet 2012). The ESSnet-Culture does not
only provide a set of cultural domains, but suggests also a link between
groups of activities and the NACE codes. The classification of cultural
sectors is based upon ten main domains and the corresponding NACE
classes and codes® (Table 3.3).

NACE section N and P are transversal to all domains, while each
single domain includes activities encompassed in one or another of the
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residual NACE codes. It is evident that the audiovisual sector appears
to be equally rich, showing activities comprised in different NACE
codes. More specifically, the audiovisual sectors are composed of ten
sub-sectors identifying different activities and corresponding to specific
NACE sections and codes (Table 3.4).

The EU Audiovisual Media Services Directive is largely consistent with
the ESSnet classification®. With reference to an audiovisual media serv-
ice, The Directive states that “the principal purpose [...] is the provision
of programmes, in order to inform, entertain or educate, to the general
public” where programmes stands for “a set of moving images with or
without sound constituting an individual item within a schedule or
a catalogue established by a media service provider and the form and
content of which are comparable to the form and content of television
broadcasting” Therefore, the Directive regulatory framework concerns
products containing moving images, regardless of the content and the
aim of the product - information, education, entertainment, commer-
cial communication, advertising. The EU approach is largely consistent
with the ESSnet and NACE classification: music, radio and other types
of artistic creation are excluded, defining a perimeter of interest roughly
corresponding to NACE section J. Besides, the fact that the EU Directive
is mainly aimed at regulating TV broadcasters’ activities does not imply

TABLE 3.4 ESSnet delineation of audiovisual activities in NACE sections
and codes

Audiovisual and Multimedia

NACE Activities NACE Codes NACE Section
Retail sale of music and video recordings

in specialized stores 47.63 G
Publishing of computer games 58.21 ]
Motion picture, video and television

programme production 59.11 ]
Motion picture, video and television

programme post-production 59.12 ]
Motion picture, video and television

programme distribution 59.13 ]
Motion picture projection activities 59.14 ]
Radio broadcasting 60.10 J
Television programming and broadcasting

activities 60.20 ]
Renting of video tapes and disks (50%) 77.22 N
Artistic creation 90.03 R
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that similar products produced, provided and broadcasted by actors
other than TV firms do not belong to the cluster of audiovisual products,
as in the case of films for theatrical release or web products released by
new media players.

Combining the theoretical approaches present in literature with the work-
ing definition based upon accounting and statistical classifications, as well
as the existing regulatory framework, it is finally possible to state that the
audiovisual industry is represented by those industrial sectors characterized
by products containing moving images. The nature of the producer, the scope
and feature of the products, as well as the way products can be broadcasted
and distributed, identifies different audiovisual markets/sectors, each one
with its specific regulations, or even non-regulated, as for new emerging
ones.

Taking as perspective the distribution model, it is possible to categorize
three main audiovisual markets: TV, cinema and web market (Table 3.5).
The methodological approach followed in this text is consistent with this
last classification.

3.3 The audiovisual products

Based on the distribution model, it is possible to identify TV products,
film works and products intended for web distribution. It is worth
clarifying that this difference is less relevant than it previously was.
Indeed, the evolution of the market has encouraged the distribution of
hybrid products. The context of the modern audiovisual market does
not facilitate the identification of the primary distribution channel for
each product. There is a growing trend to produce, for a single product,
a variety of specific adaptations - i.e. remakes, sequels, prequels and
spin-offs — for different types of distribution markets. Furthermore, the
market is experiencing hybrid products which, since the first creative
moment, are designed in order to be placed on different distribution
platforms, without requiring any special adaptations. Moreover, new
media players — mainly the Over the Top" - are starting to produce their
own original products, including TV shows and films, that are released
via web. The taxonomy hereby presented should also be analysed consid-
ering its “work in progress” nature. The possibility to recognize a specific
distribution model for every product has to be considered within a
perspective based upon convergence and integration.
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TV products

If an audiovisual product is designed in order to be exclusively or
primarily broadcast, it can be defined as a TV product. According to
this approach, it is easy to understand that TV broadcasters do not only
schedule TV programmes. This is even more evident if we consider
all film works televised after their screening period. TV products, in a
general conception, can be imagined as a cluster of audiovisual products
that the public can watch on a TV platform, hence being a complex
construct. To simplify, it is possible to identify two types of TV products:
non-fictional audiovisual works and fiction products (Figure 3.1).

The first cluster is destined to be exclusively shown on TV, while the
second can be watched also in other contexts; therefore, television may
not be the priority market of exploitation.

SINGLE
EPISODE

FICTION TELEFILM
SIT-COM
SERIAL
DRAMA
SOAP OPERA
TELENOVELA
TV PRODUCTS
INFORMATION
ENTERTAINMENT
SPORT
NON ’
FICTION
CULTURE
COMMUNICATION ’
MARKETING ’

FIGURE 3.1 Typologies of TV products
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Fiction products include programmes with a narrative structure and
can be created using TV techniques (TV cameras), or cinematographic
ones (film cameras).

In particular, fiction products can be divided based on the following
points:

» Single episode products: include films and TV movies. The first ones
are intended to be screened in cinemas, and can be televised only
after the theatrical release. TV movies can only be watched on TV.

» Serial products, composed of a series of episodes, which have a
continuous narration and stable characters; serial products are
always designed to be shown on TV. There are many types of serial
products:

» telefilms and situation comedies (sit-coms), in which characters are
stable, but each episode has a different plot;

» drama, soap operas and telenovelas, with constant narration and
stable characters.

Non fictional programmes include different categories, such as news,
entertainment, sport and culture programmes, as well as communication
and advertising. Those programmes can be broadcasted live or recorded,
while fiction products are always recorded.

Cinema products

Film works are primarily intended to have a theatrical release and
are normally sorted by duration or content. Based on the duration in
minutes, they can be defined as feature or short films. They can also be
defined as fiction products or documentaries depending on the presence of
specific narrative elements (Figure 3.2).

Fiction products for cinema can be also sorted by genre, that is, by type
of content and narrative style. There are many taxonomies for the genres,
with different levels of detail. Table 3.6 shows a classification commonly
received in USA, in line with the main international classifications.

Often, genre typologies also imply specific subsectors for each genre
identified, and they can reach specific descriptive levels. It is interest-
ing to point out that documentaries are considered as a specific type of
product, which can also identify a specific editorial genre.

Of course, genre classification, created and used mainly to categorize
film works, can be extended to fiction TV products.
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FEATURE FILM ’
BY
DURATION
SHORT MOVIE ’
CINEMA PRODUCTS
FICTION ’
BY
CONTENTS

DOCUMENTARY ’

FIGURE 3.2  Typologies of cinema products

TABLE 3.6  The most common genres of films

GENRES

Action
Adventure
Animation
Comedy
Crime
Documentary
Drama
Family
Fantasy
Horror
Musical
Mystery

Noir
Romance
Sci-Fi or Science Fiction
Short

Thriller

War

Western

The traditional difference between fiction TV products and film works
is not explained based on genre, but on the different types of narration
styles, duration or the tools used for the shootings: film cameras for
films, TV cameras for TV products. However, currently, the differences
linked to the type of cameras used are less relevant, due to an increase
in the use of digital TV cameras also for film shootings. Simultaneously,
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differences among narrative styles appear to decrease, while duration
differences are still relevant.

Web audiovisual products

The web is becoming one of the most powerful distribution tools for
audiovisual products. Yet to be completely regulated, the on-line distri-
bution mechanism allows young independent filmmakers to widely
spread their works freely to the public. Also due to the mentioned
features, products designed for an exclusive or a primary distribution on
the web have exponentially increased during the last years. Normally,
they are low-budget products, filmed with TV cameras and with poor
financial resources. Recently, the most successful media players — mainly
the OTT - have entered the market producing their own products®.
OTT have experienced a great success in offering SVoD services to
their customers and have seen their revenues grow over the years; this
has enabled them to dispose of a large amount of resources to devote
to production. Having their own content allows OTT to be independ-
ent of traditional broadcasters, and in particular of the Pay TV which
in Europe are the largest holders of the rights of exploitation of films.
Unlike young filmmakers, OTT can produce high-budget web products
that, in the near future, will coexist and compete with those low-budget
products.

Regardless of budget, audiovisual web products, typically, have a
short duration, often, but not always, few number of episodes. The crea-
tive freedom of the web has encouraged the increase in the number of
product types, many of them not to be categorized based on traditional
standards. The advantageous use of a categorization is based upon a first
difference between fiction and non-fictional products (Figure 3.3).

Web products, such as fiction works, cannot be sorted by genre, in
particular not by cinematographic traditional genres. On the contrary,
they can be categorized based on their specific format: therefore, web
series represent the main innovative element. Web series have a very
short duration - 30 seconds to 25 minutes — with an average duration of
7 minutes per episode. Web series are now very popular; in particular,
they are followed both by young and adult people, due to their creative
spontaneity, as well as an easy way to access the contents, because of
the short duration®. Since web platforms assure a viral diffusion of the
series, they foster users to share their emotional experience with other
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FIGURE 3.3 Typologies of web audiovisual products

unknown users, or members of specific communities. Among web
series, comedy sketches, comedy stories, drama, horror, fiction, fantasy,
mockumentaries, as well as documentaries and musicals are the most
common genres.

Due to their peculiarities and for the immediate feedback possible to
get from the public, nowadays web series are beginning to have a certain
relevance for traditional TV and film production companies, especially
for their talent scout activity. This explains why many festivals dedicated
to web series have been springing up in recent years, while film festivals
are beginning to include special sessions for these products*.

The capability to assure great levels of viral circulation to successful
products, has encouraged the development of two types of peculiar web
products: those using web as a marketing and promotion tool, and those
based upon social features of web products, quite similar to many typical
TV formats.

With reference to the first type, it is possible to identify three kinds of
specific fiction products: viral videos, branded web series and fashion
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films. The first type is a non-serial product, with a very short duration -
usually a few seconds or a few moments, a narrative content aimed at
sensitizing people on social, custom, environmental or economic topics,
or at promoting brands or products. Branded web series are serial prod-
ucts with a narrative feature, focussed on the circulation of a specific
brand, as well as the style of a particular company. Fashion films are non-
serial products, created with the specific purpose of promoting popular
brands, and do not necessarily have to include a narrative element.

With reference to the second type, other kinds of products, similar
to non-fictional TV programmes, can be included. In particular, web
realities and web talks are very popular. Peculiar of web products are also
many audiovisual works that can be include in a specific cluster half-way
between education and entertainment: those products known as “tuto-
rials”, vlogs and still life videos. The first videos are aimed at teaching
specific activities, the second ones correspond to a video version of
blogs — in this case protagonists are defined and known as “YouTubers”
Still life videos are moving pictures related to specific topics with a vari-
ety of contents and an almost completely emotional message.

Notes

For a review of the literature, see O’Brien 2010.
See Holden 2006.

See Throsby 2001.

KEA 2006.

European Commission 2010a.

UNESCO 2009.

European Commission 2010b.

NN AV A W N K

NACE (in French: “nomenclature statistique des activités économiques dans
la Communauté européenne”) is a European industry standard classification
system consisting of a six-digit code. The 2010 European Competitiveness
Report used the NACE rev.2.

9 The ESSnet used the NACE rev.2.

10 EU Directive 2010/13.

11 The so called Over the Top are those pure Internet players offering
subscription video on demand (SVoD) services. For more details on OTT:
European Audiovisual Observatory (2014).

12 The first OTT to invest in original contents was Netflix with Lilyhammer,

Arrested Development and House of Cards.
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13 For more details on web series market, see: Gangemi et al. (2013)

14 Among the most famous festivals dedicated to web series: Austin, Carballo
Inter Play, DC Web Fest, Los Angeles Web Series Festival, Marseille Web
Fest, Miami Web Fest, Melbourne Web Fest, Roma Web Fest, Toronto Web
Fest and Vancouver Web Fest.

@ ® Except where otherwise noted, this work is licensed under a
Creative Commons Attribution 3.0 Unported License. To view a

copy of this license, visit http://creativecommons.org/licenses/by/3.0/
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Abstract: The analysis of the costs and revenues concerning
audiovisual products is the starting point of any theory of
value and is instrumental to the understanding of pricing and
financial dynamics of the audiovisual industry and single

} companies. In this chapter different types of costs related to
the production and distribution of audiovisual products, as
well as possible revenue sources, are analysed, distinguishing
between TV products, films and audiovisual web products.
The chapter is not intended to be a mere classification of
costs, nor a handbook on the costs and revenues measures.
It is rather an attempt to build a methodology to analyse the
economics of the audiovisual industry.
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4.1 Introduction

In market practice, the value of an audiovisual product can be expressed
both as a cost, when referring to the production stage, and as a price,
when referring to the negotiation stage. The analysis of the costs and
revenues concerning audiovisual products is the starting point of any
theory of value and is instrumental to the understanding of pricing and
financial dynamics of the audiovisual industry and single companies.
In this chapter different types of costs related to the production and
distribution of audiovisual products, as well as possible revenue sources,
are analysed distinguishing between TV products, films and audiovisual
web products. The chapter is not intended to be a mere classification of
costs, nor a handbook on the costs and revenues measures. It is rather an
attempt to build a methodology to analyse the economics of the audio-
visual industry.

4.2 Typologies of costs and sources of revenues

The overall cost of an audiovisual product may be divided into different
types of spending. It is possible to distinguish five categories of costs: (a)
pre-production costs related to the development of the project, (b) artis-
tic production costs, (c) technical production costs, (d) post-production
costs and (e) distribution costs (Figure 4.1 and Table 4.1).

’— PRE-PRODUCTION COSTS ‘

’— ARTISTIC PRODUCTION COSTS

’— TECHNICAL PRODUCTION COSTS ‘

’— POST-PRODUCTION COSTS ‘

’— DISTRIBUTION COSTS ‘

FIGURE 4.1 Typologies of costs of audiovisual products
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TABLE 4.1 The costs of audiovisual products

TYPOLOGIES OF COSTS COST ITEMS
PRE-PRODUCTION COSTS Storyline and Screenplay
Preparation:
Project Research and Development
Feasibility Study

Pre-recruitment of Technical and

Artistic Resources
ARTISTIC PRODUCTION COSTS Director

Cast
TECHNICAL PRODUCTION COSTS Producer Fee

Editing

Crew

Extra Talent

Wardrobe

Set

Location

Transportation

Music

Publicity

Fringes

Insurance

Equipment
POST-PRODUCTION COSTS Post-production Film & Lab

Editing

The pre-production costs are attributable to the creative idea at the very
core of an audiovisual project, to the feasibility study of the project, to
its development up to the first supply of technical and artistic resources
necessary for the production. The cost of the creative idea is represented
mainly by the cost of so-called “plot or storyline” and the subsequent
screenplay.

The storyline and screenplay can be original and created ad hoc,
original but already existing, or non-original and derived from literary
works — in the last two cases the cost coincides with the purchase price of
the plot rights, the screenplay rights, or the rights to the literary work.

Production costs are divided into artistic costs — generally referred to
the director and main actors — and technical costs that include all the
costs related to the crew engaged in the production, location costs, set
and wardrobe, as well as the costs of advertising and promotion.

Post-production costs comprise all costs related to the editing of the
film, in particular images and sound editing, and special effects.
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Distribution costs relate to both the costs of accessing a specific distri-
bution platform through which the public may watch the product and
the costs of communication and marketing.

The extent of individual cost items, and its significance as the percentage of the
overall budget are strongly dependent on the product typology. Audiovisual
products, despite being subject to the same manufacturing process, are the
result of a mix of artistic and technical elements that will differ for different
types of products. Moreover, strategic choices may have an impact on the
nature of production costs and their extent.

The analysis of costs, therefore, should be conducted with reference to
the type of product and to the priority distribution channel.

When analysing the revenues, it is important to clarify how audio-
visual products fall into the category of “experience goods’, from
an economic point of view, and in that of “intangible assets”, from an
accounting point of view. In other words, audiovisual products are goods
expressing an intangible value related to the emotional satisfaction of the
audience and, for this reason, are classified as “experiential goods”. This
explains why the capacity of an audiovisual product to generate revenues
depends directly on the will of the public to pay for the possibility to
watch the product, and thus transforms itself from potential audience to
actual viewers. The more actual-paying viewers an audiovisual product
attracts, the more revenues it generates. Therefore, the revenues are
related to the product’s capacity to attract paying viewers on various
markets of exploitation.

The nature and volume of revenues generated by an audiovisual product are
linked to the economic exploitation of the product, and the product, in turn,
is linked to the channels used by the public to watch it. Exploitation rights
for an audiovisual product refer to the right of economic exploitation of the
same.

Therefore, exploitation rights may not coincide with the ownership of
the work, but still they entitle their holder to economic exploitation of
the product, meaning the possibility to obtain revenues from its sale or
from licensing the right to it.

The main forms of economic exploitation coincide with the main
and most widespread forms of watching audiovisual products: cinema,
television, home video and the web. The access to different markets
of exploitation is linked to different market practices and regulatory
constraints that define a precise timing of usability of the audiovisual

DOI: 10.1057/9781137378477.0009



Costs and Revenues of Audiovisual Products 39

NEW MEDIA,
ANCILLARY AND|
DERIVATIVES

HOME
VIDEO

FREE
vV

FOREIGN

THEATRICAL MARKETS

PAY TV PPV

FIGURE 4.2 Windows of exploitation

product through various forms of exploitation: the time slots dedicated
to different exploitation markets are called “windows” (Figure 4.2). In
an international context, the windows have different durations but the
chronological sequence of exploitation is sufficiently harmonized and,
for a product which can access all forms of exploitation, mainly cinema
works, the first window is the movie theatre, followed by Home Video
(HD), Pay TV, PPV, Free TV, and other ancillary and derivatives markets,
including the ones related to new technologies: new Media and Video
on demand (the so called “VOD”). These new technological markets
allow a non-linear and interactive use of a work. The most important
among ancillary markets are merchandising, advertising (the use of
images or sequences of images to promote products), sponsorship (the
use of images or their sequences linked to the sponsor’s name), premium
promotion (use of promotional items relating to characters distributed
freely for promotional purposes regarding products or services) and
recording (separate use of the work and the soundtrack). The most
important among derivative markets are those exploiting the rights for
sequel, prequel, remake, spin-offt (a work derived from an already exist-
ing work that focuses on one of the characters and develops a whole new
plot) and novelization (adaptation of a story from another medium).

Foreign market is a specific source of potential revenue regarding the
possibility of selling the rights to exploit a work in a country other than
that in which it was produced, and so it is independent from the timing
of other windows of exploitation.

The new tendencies in the audiovisual market, and the subsequent
creation of hybrid cross media products, result in the traditional linear
p