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You can take Hollywood for granted like I did, or you can dismiss it with the contempt we reserve for what we don’t understand. It can be understood too, but only dimly and in flashes. Not half a dozen men have ever been able to keep the whole equation of pictures in their heads.

—F. SCOTT FITZGERALD,
The Last Tycoon      
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INTRODUCTION

I didn’t plan on working in the entertainment economy. It happened naturally. In fact, the way in which my own life has been caught up in the swirl of the mega-media forces I describe in this book is a small but vivid example of just how dramatically entertainment is transforming our economy.

My father was a prominent investment broker, first in Miami and then in Los Angeles. For as long as I can remember, the progress of the stock market and the performance of big companies were a daily part of the family conversation. But performances of a different sort were also a focus of our lives. At my home alongside The Wall Street Journal, Barron’s, and Fortune were also the entertainment trades: Variety, The Hollywood Reporter, and Billboard. My mother was a television producer and entertainment writer. So while one night we might be sitting at the dinner table with one of my dad’s partners or an out-of-town corporate chief, the next night our house could be filled with an after-show supper for the principals of the New York City Ballet or a film editor hashing out the final cuts of a show. The vocabularies of the business and entertainment worlds were always intertwined in my mind.

My early career decisions mirrored this duality between the arts and the numbers. I started out doing marketing for a Hollywood studio. That certainly exposed me to the creative and talent side. Then I ran a financial services company, which sent me to the spreadsheets.

I became a consultant just at the time that the entertainment economy was emerging. There were the beginnings of an awareness that the media and entertainment industries needed to begin to work like real businesses, while at the same time traditional companies were just starting to recognize the criticality of entertainment to their businesses. It was a lucky fit for me.

When I started in this business, entertainment companies didn’t usually hire management consultants. They didn’t need to. They were fat and happy companies that Warren Buffett called “orangutan businesses”—anybody could make money with them, even an orangutan. Well, all that has changed in little more than a decade.

My focus on media and entertainment started shortly after I joined the consulting firm of Booz • Allen & Hamilton. At that time we had a small entertainment practice, and one of the firm’s major industrial clients, Westinghouse, needed some answers about its television stations, which were, amazingly at the time, one of their secondary businesses.

It turned out to be the project that changed my life.

Westinghouse was considering selling its Group W television stations. The growth of cable was scaring a lot of broadcasters out of the station-owning business. There was a constituency at Westinghouse that wanted to unload the stations. Before they did—or maybe just to confirm their inclinations with some hard numbers—I was charged with undertaking a study portentously titled “Outlook on the Future of Broadcast Television.”

In the same way that Willie Sutton explained that he robbed banks because “that’s where the money is,” I realized that if you want to understand where the entertainment business is going, you need to get to the people who control it. Sure, we pored over the figures and the industry trends and analyzed them from every possible perspective. But that could tell me only the numbers story behind a business that is dominated by personalities. I knew I had to get face-to-face, or at least phone-to-phone, with the top broadcasters, advertisers, and studio executives and understand their points of view.

I found myself conducting research in the most high-toned, prestigious, and creative focus group I could imagine. I was encouraged when I got spirited opinions from some of the great minds that were shaping the enormously influential entertainment business. I interviewed a group of more than fifty key executives from each part of the business. I talked to Sumner Redstone of Viacom. I sat down with Larry Tisch, owner of CBS, and with Jack Welch of General Electric, which had just bought NBC. I spent a valuable afternoon with Burt Manning, the chairman of J. Walter Thompson, who was one of the most financially powerful people in media.

Two months later, combining the insights of some of the best brains in the business with our detailed analysis, I felt confident that we had the right answer to present to the people of Westinghouse, even if it wasn’t the story they expected to hear.

It was a cold winter morning when our team cabbed over to the West Side of Manhattan, where Group W had its offices. I was mentally reviewing our presentation and trying to calm my nerves. I knew we would be facing a formidable audience. In the boardroom, the senior execs were ranged around one end of the table. The seating positions reflected both sides of the dilemma we had come to discuss: on the left side of the conference table was the Group W management, and on the right, a confident contingent from Goldman Sachs ready to get the order for selling the stations.

Boiled down to two words, the message of our two-hour presentation was “Don’t sell.” Despite the impact of cable, we believed that TV stations would continue to be growth businesses. We acknowledged that while other major media companies had sold or were rumored to be selling their stations, the long-term outlook was good and Westinghouse should hold on.

This was not what our clients expected. The Q-and-A session that followed the presentation was intense. They wisely probed our analysis. They wanted to understand the rationale underlying our recommendations. In the end, to their credit, they recognized a sound argument and kept the stations.

Their decision turned out to be a highly profitable one. The broadcasting business experienced tremendous growth. Management could read which way the economic winds were blowing, and within a few years Westinghouse was entirely out of every one of its old-line industrial businesses, such as turbines and refrigerators. Eventually, it sold its headquarters in Pittsburgh and moved to “Black Rock,” the CBS headquarters on New York’s West Fifty-second Street. Westinghouse thus became CBS, with broadcasting as its only business.

In the years that it took for this former industrial giant to transform itself from a manufacturer of appliances into a pure entertainment business, the entertainment industry itself underwent a complete revolution. With the advance of new technologies, new outlets, new channels, new ways of thinking, and the emergence of a media-hungry audience that crossed generations, entertainment companies staked out ever-larger pieces of turf in the global marketplace.

I realized that the Westinghouse experience was hardly an isolated event. Change was pounding at the gates of the fiefdoms of the entertainment world. In this shifting environment, the lords of entertainment began to turn to their advisers and seek counsel (which is, of course, the root of the word “consultant”). Our practice, which had been a backwater in the firm when I first joined Booz • Allen, moved to center stage as virtually every major player in media and entertainment wrestled with the problems and opportunities of explosive growth. Alliances, acquisitions, divestitures, new businesses, consolidations: we dealt with every possible permutation of corporate expansion. The former orangutans had to become fleet cheetahs and muscular gorillas. Each one had a unique problem, but through it all there ran a common thread: how to take advantage of emerging growth opportunities in the industry. Flush with success from CNN’s coverage of the Persian Gulf War, Ted Turner hired us to help position his collection of cable networks for a concerted campaign of growth in all media.

The Tribune Company, already established in newspapers, television, and radio, likewise was looking to use its strengths in a new strategy of expansion, through reinvigorating its existing businesses and expanding into new areas such as education.

Diverse companies in every area of entertainment and media began to seek our strategic advice. From The New York Times to the NFL, from PolyGram Records to Paramount Pictures, from the Hearst Corporation to the Brazilian TV network Rede Globo, we were charged with figuring out how to expand overseas or start up in America, how to cash in on electronic media, and how to cash out of TV syndication. All the while the companies were growing, and the stakes for both ourselves and our clients were getting higher.

When I went to that first presentation at Westinghouse, a large media company such as Rupert Murdoch’s News Corporation or CBS was worth around $3 billion. Barely four years later, I was called on to recommend a strategy in the midst of a $10 billion power struggle. Two of the industry’s biggest moguls, Barry Diller and Sumner Redstone, were locked in a fight for control of Paramount. We had been retained by Paramount to analyze which of the two suitors would ultimately bring more value to Paramount’s shareholders. In other words, my job was to predict which side offered more synergy, which is how and why I found myself at a secret board meeting of Paramount’s directors. It was so secret that I wasn’t even told when or where it was to be held until late one Saturday night, when a phone call directed me to the Midtown offices of Simpson, Thatcher & Bartlett, Paramount’s attorneys.

When I arrived, a uniformed and armed security guard showed me into the largest conference room I had ever seen: three stories high, floor-to-ceiling glass overlooking Grand Central Station, a solid mahogany table as long as a bowling alley. I sat all by myself in this cathedral of corporate jurisprudence. I wasn’t even permitted to bring an associate.

Twenty minutes later, I was ushered into yet another huge conference room. A platoon of lawyers hovered at one end of the table, their shirts rumpled and their eyes sunken from having pulled an all-nighter, drafting and redrafting corporate resolutions. Three investment bankers from Lazard Frères stood in a group at the back of the room. The entire Paramount board was there. I was invited to take my seat by Paramount CEO Martin Davis. Unlike the other weary participants, Davis managed to appear fresh. No matter when you saw him or how busy he might be, he always had the well-put-together look of a man who had just come from a visit to his barber.

I was there to give a dispassionate business analysis, but neither I nor anybody else in the room could ignore the subtext of what had been a highly visible conflict that made for colorful front-page copy in the daily press. The entry into the mix of Barry Diller, the former studio chief at Paramount, had turned what had begun as a friendly takeover bid by Viacom into a heated contest.

Paramount’s board was looking for an answer to the essential question “Whose offer should we take?” My team and I had done deep, lengthy analysis. Our response was direct: “If you accept Viacom’s offer, the numbers add up to three billion dollars more in shareholder value than you would realize from QVC.”

Ultimately Redstone prevailed with a higher bid and immediately set about realizing the synergies we had projected. Synergy: it was a relatively new buzzword at that time, but it was also the one that most accurately characterized the change I had observed in the entertainment industry. Companies were no longer interested in merely being the biggest studio or the most successful TV network. They had to be more. Theme parks, cable networks, radio, consumer products, books, and music, all became prospects for their potential empires. Medialand was gripped by merger mania. If you weren’t everywhere … you were nowhere.

To justify new acquisitions or extract profit from old ones? To go global or stay local? To create new markets or more fully exploit existing ones? There was, and continues to be, tremendous ferment as the innate sexiness of entertainment and the allure of the huge revenues it generates brought scores of companies to seek our advice.

MTV and Deutsche Telekom, NBC and the NBA, the BBC and Bertelsmann—every type of business involved in producing and distributing content came to us to help develop growth strategies. The problems ranged from starting a new global cable network to fighting for home video rack space at convenience stores; from reviving a wheezing magazine brand to charting a course for the migration of a traditional television network to the on-line world. At the same time that we considered a plan for multinational theme parks we were also analyzing music preferences at local dance clubs and radio stations.

Through those years, I learned that you can’t understand the entertainment business if you are not having fun with the product, and you can’t understand the business if you are having too much fun. Consulting to entertainment companies requires a strange combination of showbiz and analysis, getting into the experience of the product and also standing back and being objective about the business side. Suits versus creatives was the old model. I feel that “creative suits” is the new one.

I’ll never forget going to my first meeting with Frank Bennack, president of the hugely powerful Hearst Corporation. Bennack’s offices are on the second floor of the building built by the model for Citizen Kane himself, William Randolph Hearst. I was ushered into the Hearst inner sanctum, a magnificently paneled office that Bennack used to receive guests.

On one wall was a case displaying editions of the company’s world-famous magazines (Good Housekeeping, Cosmopolitan, and Esquire among them). On the other side were stacks of Hearst’s daily newspapers and the call letters of the company’s cable and TV holdings (including Lifetime and A&E). It was an impressive room.

The assistant graciously told me to help myself to anything I’d like to drink as she left the room, leaving the door open behind her. I looked around some more. I noticed a Coke machine. I walked up to it. Wow! It was a perfect vintage model from what looked like the 1950s. It was bright red, with a big chrome handle and a coin slot engraved “10¢.” I was thirsty. I reached into my pocket and pulled out a dime. I put it into the slot and turned the handle a couple of times against a little resistance. There was a click followed by the loud clunk of a bottle falling to the bottom of the machine. I wasn’t the only one who had heard it. As I reached inside to take my drink, I was suddenly surrounded by two of the Hearst president’s assistants. “What are you doing?” they exclaimed. “This is Mr. Bennack’s antique Coca-Cola machine!”

“Oh, you asked me if I wanted something to drink,” I replied. Without a word, one of the secretaries opened the double doors of a cabinet to the side of the room, revealing a wet bar with every type of cold and hot refreshment you could want. The glass bottle was gently retrieved, and a few minutes later Frank Bennack joined me and we went about discussing the critical issues of the day.

I can never look back on this incident without laughing at myself. But there’s a big lesson in this silly story. I should have known, of course, that there are no more dime Cokes. Nothing stays the same in the entertainment business.

In the last years, as entertainment companies sought to expand into other industries, nonentertainment businesses began to come to us with questions that rang of showbiz. Citibank set itself a goal of a billion customers. To do that, it believed—and we concurred—it would have to create exciting content to bring people to its bank. It had to be cool and right on top of the pop cultural wave … just like an entertainment company. Hasbro, whose bread and butter had been creating toys derived from movies and television, decided to reverse polarity and produce entertainment products that would generate new toys. As one consumer company after another joined the stampede to the Internet, they realized that they had to fill those Web pages with things that would inform, amuse, and most of all entertain masses of people. As retail stores began to reproduce the look and feel of theme parks, it became clear to me that the line between entertainment and the rest of the economy had disappeared.

Locally, globally, internationally, we are living in an entertainment economy.
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You Are Now Entering the Entertainment Zone

You may not often find yourself musing about mainland China and Las Vegas at the same time, but I do. For the last ten years the growth of the Chinese economy has been nothing short of extraordinary. Roads, ports, housing construction, and manufacturing are all booming. Last year alone, jobs in its largest cities increased by 4.1 percent. Pretty good, but not as good as Las Vegas: its 8.5 percent beat out China, Brazil, France, and the rest of the United States.

What does Las Vegas have that those other economies don’t?

Las Vegas has entertainment. Las Vegas is all about entertainment. There’s nothing else there. You gamble, see shows, play golf, go sightseeing. The unprecedented and continuing growth in the area can all be traced back to one source. Las Vegas is a “one-industry” town, and that industry is entertainment.

Entertainment—not autos, not steel, not financial services—is fast becoming the driving wheel of the new world economy. In the United States, which has the most developed entertainment and media industry, entertainment ranks ahead of clothing and health care as a percentage of household spending (clothes 5.2 percent, health care 5.2 percent, entertainment 5.4 percent). Even if you don’t count consumer electronics (which means leaving out TV sets and VCRs, which I would argue are bought primarily for entertainment), we are looking at a $480 billion industry.

But that is only part of the story. Within its home turf—movies, television, videos, popular music, spectator sports, theme parks, radio, casinos, magazines, newspapers, books, children’s (and grown-ups’) toys, and so on—entertainment is in many parts of the world the fastest-growing sector of the economy. This is as true of developing economies as it is of mature ones. But of even wider impact is the way entertainment content has become a key differentiator in virtually every aspect of the broader consumer economy. From travel to supermarket shopping, from commercial banking to financial news, from fast foods to new autos, entertainment content has seeped into every part of the consumer economy in much the same way that computerization made its presence felt in previous decades. In choosing where we buy french fries, how we relate to political candidates, what airline we want to fly, what pajamas we choose for our kids, and which mall we want to buy them in, entertainment is increasingly influencing every one of those choices that each of us makes every day. Multiply that by the billions of choices that, collectively, all of us make each day and you have a portrait of a society in which entertainment is one of its leading institutions. Without entertainment content, few consumer products stand a chance in tomorrow’s marketplace. I wouldn’t go so far as to say that vehicles such as The Simpsons and Dawson’s Creek are the sole catalyst of the new economy, but it is nonetheless clear that as social, political, and technological change has opened up new opportunities, entertainment has found itself at the forefront of economic growth and cultural evolution.

Guns or Flubber: The True Peace Dividend

On August 19, 1991, the world changed. On that date, Boris Yeltsin and a group of young deputies from the fledgling democratic movement in Moscow stood on top of some rickety, barely serviceable T-72 tanks and sounded the death knell for communism. In so doing, they helped initiate a radical transformation in the U.S. economy. For fifty years, from roughly 1940 to 1990, one of the driving forces of the American economy had been national defense. Gearing up for World War II, fighting and winning it, fighting in Korea, the armed truce of the Cold War, the armed conflict in Vietnam, and the strategic arms buildup of the 1980s accounted for millions of paychecks and billions in dividends to shareholders. What was America going to do without an upcurve of Pentagon spending that stretched from here to infinity?

Though rock videos, Web pages, two Jurassic Parks, the birth of South Park, nine years of Seinfeld, the creation of Lilith Fair and so on haven’t completely compensated for the decline in defense spending (economies, just like the Titanic, have a big turning radius), there is no question that they will. Even more important, the difference between entertainment product and military product is that the value of entertainment product usually grows with the years. You make a missile, and the defense manufacturer gets paid, its workers get paid, a few officers get paid, and then the missile sits there in the silo gathering dust. You make a movie, on the other hand, and you can potentially release it again and again (try doing that with a missile after it’s exploded). Next, it can be released on video. It can play on network television and cable and overseas. It can sell related dolls, lunch boxes, sound-track albums. It can be novelized and made the theme of a string of restaurants. You can send it out on the Web when real-time video hits the Internet. Years from now you can send it out again to a nostalgia-crazed marketplace. Great entertainment assets, like great wines, hold the possibility of becoming more valuable as time goes by. And, of equal value as a lesson, extending and marketing successful brands and products across the whole range of consumer items is one of the most important techniques that the entertainment business is passing on to the rest of the economy, one that companies such as Harley-Davidson, the NBA, Martha Stewart, Tommy Hilfiger, Bloomberg, and others are putting to very profitable use.

Perhaps no economy in the country was more in fear of the peace fallout of the early 1990s than that of Los Angeles. With 242,000 jobs in aerospace alone, the defense budget for fiscal year 1988 cast a pall over Angelenos. Ten years later, California officials estimate that for every job lost in aerospace the local economy gained two in entertainment, leading to an 83 percent growth in that sector since the end of the Cold War. Nothing has been more symbolic of this transformation than the $95 million conversion of a TRW defense plant into Manhattan Beach Studios. Swords may not have been literally beaten into plowshares, but defense assembly lines have been replaced by fourteen soundstages for film and video production (where swords are used as props). The annual net gain of these post–Cold War businesses in the local economy has been nearly $20 billion.

On the other coast, the city of New London, Connecticut, was basically a one-company town building submarines for the U.S. Navy. Military downsizing led to the loss of 17,000 jobs—over 10 percent of the labor force. No local economy can take that kind of hit and survive. But with the opening of two casinos on nearby Indian land, the Foxwoods Resort Casino and the Mohegan Sun, and the concentric circles of jobs spreading out from that entertainment epicenter, an otherwise crippling blow has been largely offset.

In New York City the effects of the entertainmentization of the economy are even more impressive, in both relative and absolute size. New York wasn’t hit with a peace crisis. Instead, in the late 1980s it experienced a good old-fashioned stock market crash. That nosedive, coupled with a rash of mergers and takeovers, led to drastic downsizing in many Manhattan mainstay businesses. Ten years later, New York’s hotels are full, there are film and video crews tying up traffic in every borough, and tourists are flocking from all over the world to see the sights and shows of New York. Those sights include a revitalized Times Square that goes beyond a $60 million investment by Disney. In pure entertainment production expenditures, this turnaround has pumped an extra $6 billion into the local economy. Throw in tourism, which, in New York, is mostly about consuming entertainment in one form or another, and you have an $11 billion bulge.

Of course, you might say that New York and Hollywood are hardly typical of the rest of the country. What’s this entertainment economy doing in the heartland? Is it there at all?

The Megaplex Effect: Main Street Reborn

Once upon a time, stores and theaters were located in the small towns and big cities where most people lived. For a number of sociological reasons, Americans deserted their Leave It to Beaver communities and crumbling big cities, and moved out to the suburbs. Downtowns died off. People stayed at home in the suburbs, watching a lot of television. They drove to do their shopping in nearby malls that were more convenient and seemed less scary than the decaying downtowns. Meanwhile, back at home lots of people got wired for cable. People grew accustomed to a wide range of entertainment choices on their televisions. Then some farsighted companies such as AMC Theatres and National Amusements had the bright idea of letting people “movie surf” the way they had become used to channel surfing. They began creating huge complexes with multiple screens (at least twice as many as the average multiplex), showing different movies and the same movies at different times. These complexes are more than just a group of theaters in one spot. Many have stadium seating, digital surround sound, restaurants, video arcades, stores, coffee bars, and even bank branches with ATMs. Before we realized what was happening, they’d become a destination.

The megaplex caught on, and, like a lot of new institutions, it has had consequences that nobody foresaw. Couch potatoes lifted themselves off the upholstery and began flocking to these new venues. Stores in the malls started to stay open later to take advantage of the movie crowds. The upshot: whereas the downtowns had been deserted, entertainment-centered malls from Phoenix, Arizona, to Dallas, Texas, to Boise, Idaho, have become the automobile culture’s new answer to downtown.

After thirty years of suburbanization, 1958’s spanking-new, Jetson-like malls had gotten a little tired. Something had to be done. American shopping was in a rut. Malls had been terribly overbuilt. And while there were more malls, people began using them less. Less than 10 percent of Americans shop frequently at malls. This is down from 16 percent in 1987. Whereas a typical shopper made 2.6 trips to the mall per week in 1994, he or she is showing up less than 1.7 times today.

A new mall experience for the jaded and distracted consumer was needed. The megaplex-centered mall was one, the theme park mall another. The Mall of America, in Minneapolis, Minnesota, for instance, added an entertainment complex, a walk-through aquarium, and a seven-acre amusement park to lure shoppers. In other words, the Mall of America added entertainment content in a major way. Attracting 40 million shoppers a year, the Mall of America hosts more visitors than Walt Disney World, Disneyland, and the Grand Canyon combined.

Even bargains—the traditional consumer pull—were not enough. People were seeking entertainment value along with their purchases. At Ontario Mills, an outlet center in California, 214 stores are packaged in a facility with an indoor zoo, two ice rinks, and a motion simulation theater. Where the average visitor spends just over an hour on a visit to a conventional mall, the retailer at Ontario Mills can expect its average shopper to linger 3.5 hours.

Writ large over the face of retail America, Ontario Mills and the Mall of America meant that instead of the stores being the magnet, entertainment has become the draw. And once the car is parked and people are in a fun-seeking state of mind, they are going to behave in a more shopperly way. So entertainment within specific retail offerings, such as Tommy Hilfiger stores, or entertainment as the defining characteristic of an overall retail environment, as in Ontario Mills, has proven to give the edge to highly competitive businesses and the overall retail category.

Of course, the obverse is true: if the store is a snore, the company probably won’t have to worry about it for too long. Someone else will take it over, someone who understands that exciting, enticing, amusing, and informing the consumer are critical parts of making a sale … if they have the right things to sell.

While sociologists decry the demise of communities, these parking lot neighborhoods of stores and entertainment centers are growing faster than any retail phenomenon in our history. Who knows? Maybe the next step in this evolution is to put housing next to the stores and megaplexes and call it a small town. People living, working, shopping, and consuming entertainment in one place. What a concept!

All of these multiplexes, megaplexes, and a few truly colossal “gigaplexes” on the horizon are not simply a case of an ambitious and overreaching city government building a downtown arts center or domed stadium and hoping to attract a crowd. In fact, they are anything but that. Often, new highbrow arts centers downtown have been good for the construction company that built them and made a lot of local businesses and philanthropists feel they did their civic duty. While these efforts may have helped keep vital cultural institutions (symphonies, dance companies, museums) alive, they did little to bring life back to their neighborhoods. The Dorothy Chandler Pavilion and the John F. Kennedy Center for the Performing Arts are beautiful. Great art is created on their stages, but where are the first-run movie theaters in their neighborhoods, the shoppers out in the evening for a stroll, a meal, a visit to a book or music store?

The megaplexes are centers of entertainment retailing that are real—not bond issue investments but practical, profit-driven businesses that address the mass audience (which is also the mass market). Lincoln Center never engendered anything like the window shopping and nightlife that has come into that area of Manhattan’s West Side since the Sony Lincoln Square megaplex went up on Sixty-eighth Street. Farther uptown, in Harlem, a nine-screen multiplex owned by Magic Johnson Theaters (MJT) is part of a $65 million redevelopment effort on 125th Street that will also include retail shops by Disney, HMV, Modell’s, and Old Navy. This is the biggest development in Harlem in many decades. It is fair to say that without the movie theaters as an entertainment anchor it would not have happened. And though one cannot gauge hope the way that one can track ticket sales, there is no question that when, for many years, the only heavy construction equipment in a neighborhood is a giant crane and a wrecking ball, whole blocks of new construction can’t help but spread around a little optimism and belief in the future.

Magic Johnson Theaters has worked similar magic in Baldwin Hills, an L.A. neighborhood only blocks from many of the disturbances that followed the Rodney King verdict in 1992. Recognizing the nature of the neighborhood and dealing with it, MJT recruited gang members to work on construction crews and prohibited the wearing of gang colors either on the job or in the theaters.

This is in no way meant to conclude that movie theaters are a panacea for declining social services, underfinanced schools, teenage pregnancy, and violent crime. Those problems remain the chief ones facing city governments. Still, more jobs, more goods in the stores, more people enjoying themselves on the streets—all these are factors in improving the general quality of life in areas where it was once assumed that the future held only despair instead of development.

Everywhere I look, I see an entertainment-driven economy bringing some life and, with it, hope to declining areas. Ten years ago, the city of East St. Louis (just across the Mississippi from St. Louis) was a textbook case of Rust Belt decay: raw sewage backed up in the streets, uncollected trash everywhere, and a bankrupt city government (not morally bankrupt, as so many governments are, but literally out of cash). The municipal debt was so extreme that when a resident won a judgment against the town he was awarded the deed to one of the government’s few tangible assets, City Hall!

With the arrival of the riverboat The Casino Queen, this impoverished city of 42,000 added 1,200 jobs. More than 3 million people per year now visit East St. Louis. The casino and associated taxes generate more than 50 percent of the town’s operating budget, which includes a beefed-up police force that has helped cut the city’s murder rate, previously the highest in the nation.

Certainly, gambling does not always bring an economic boom. Atlantic City’s slums, for example, persist despite the line of casinos on the Boardwalk. However, it is hard to deny the hope of new prosperity brought by gambling to a number of small towns such as East St. Louis, which were once mired in poverty.

From small towns to large, in the inner city and in exurbs next to cornfields, megaplexes have taken hold because of our insatiable appetite for entertainment. They have spawned new economic life that has awakened communities from the doldrums of “nowhere to go and nothing to do.”

Cable-Ready Planet

As has been true for most of this century, where America’s entertainment economy goes, the rest of the world is not far behind. Consider this: the United Kingdom now employs more workers in entertainment (films, music, video games, television, software, theater) than it ever did in its coal mines in the heyday of its empire. Or, looked at another way, the earnings of Trainspotting, the Spice Girls, Jamiroquai, Tomb Raider, Teletubbies, Mr. Bean, and Miss Saigon have created a trade surplus greater than the British steel industry.

Half a world away, in Bangkok, the Major Cineplex Sukhumvit entertainment complex has eight movie screens, a bowling alley, fast food restaurants, and the full range of book, video, and music stores that you will find in an Omaha, Nebraska, multiplex-anchored mall, as well as a soon-to-be-completed IMAX dome simulator. Sydney, Australia’s famed opera house, the most photographed building in town, hosted 2 million ticket buyers last year and an additional 200,000 tourists. The same number of visitors are expected annually at Fox Studios Australia, a megaplex with sixteen theaters with a seating capacity of 4,000, a soundstage with backlot open for public viewing, a Kids World adventure playground, and an entertainment retail precinct with a number of stores and restaurants.

In terms of entertainment destinations, Las Vegas may be booming, but nothing under construction there surpasses the Crown Resort in Melbourne, Australia; at 5.3 million square feet, it has the world’s second-largest casino, a 500-room hotel, 25 restaurants, 40 bars, 3 nightclubs, and a 2,000-seat theater. Even more impressive is my personal favorite, the grandiloquently titled Genting, City of Entertainment, a Vegas-style resort complex in Malaysia that attracted 10 million visitors last year. Gambling halls, convention facilities, golf courses, restaurants, and sports facilities all faithfully replicate the Vegas model of an adult theme park, but where Las Vegas offers Siegfried and Roy and their world-famous family of trained tigers, Malaysian legislators (a group that regularly finds little ground for disagreement with the suggestions of Malaysian strongman Lim Goh Tong) have agreed to locate the entire national zoo within a three-wood’s distance from Genting.

Elsewhere in the underscreened, undermalled, still-waiting-for-cable world—in China, India, the Islamic nations, and even highly developed Japan (where the low number of movie screens is completely out of whack with the population)— new ventures are starting on an almost hourly basis. In much the same way that America grew by pushing into new territory while the already domesticated territories consolidated into new cities, so the entertainment economy is settling in new territories around the world.

Here is a number that never ceases to intrigue me. The Chinese like to take pictures. But the average mainland Chinese household shoots about half a roll of film a year. If everybody in China who now buys a roll of film would finish it and start a new roll in the same year, worldwide sales of Kodak film could double solely on the basis of the Chinese market.

Clearly there is entertainment hay to be made in China, which is why, for example, by the year 2000 Rupert Murdoch will have invested nearly $2 billion in Star TV in an effort, if not to control, at least to breach the Chinese and Indian cable markets. Mind you, he has not yet seen one nickel of return on his company’s investment and there is no guarantee that the mercurial and easy-to-offend leadership in Beijing will ever open the door at which Murdoch keeps knocking. You can add to the government obstacles the very real economic problems confronting Asia. But the potential payoff is enormous. For that reason, I believe that eventually we will all consider the cash he has shelled out for this entertainment real estate to be as low as the prices Walt Disney paid for land in central Florida in the 1960s.

Since all the world knows American movies, music, and even television, we have a tendency to think that we are the center of the entertainment universe. But think about this: the United States audience represents 4 percent of the world’s eyeballs; China potentially 20 percent. If entertainment is more and more about delivering audiences for a price, do the math and see where the future lies. Even though China is years, if not decades, behind the United States in economic development, the number of people is so huge that even a small increase in the middle class represents a huge potential market for entertainment entrepreneurs.

The critical difference between the development of entertainment in such potentially enormous markets as China and India and that in the United States is that, in America, at first entertainment was a luxury, something that required a lot of discretionary income before people would make purchases of TVs, VCRs, and computers. In the developing world these items are viewed not as luxuries but rather as necessities for entering the consumer class to which all of the world’s masses aspire. So the pace of entertainmentization of these economies is greatly accelerated. Concurrent with this development, the market is being flooded with more and more entertainment product to satisfy demand.

All this means that the cable TV of China, the satellite dishes of Syria, the pay-per-view channels of India, the Hard Rock Cafes of Malaysia, the Blockbuster Videos of Colombia, and every brand name with an entertainment component, from Coca-Cola to Citigroup, from Windows 98 to Chanel No. 5, are going to have to be nimble, adaptable, fleet of foot, and allied to some megamarketing muscle to have a chance of seeing daylight in the crowded forest of the future. It is becoming clearer all the time that all consumer businesses are going to have to be partly about entertainment in order to be noticed in the increasingly crowded marketplace. This is not just a factor in consumer products and popular culture. Entertainment is also having a transformational effect on political life.

Entertainer in Chief

From Madras to Manila, from Paris to Phnom Penh, defenders of traditional values decry this process, equating the entertainment economy with the inexorable march of Mickey Mouse and McDonald’s as it overturns the values and icons of individual cultures. In this condemnation, they miss the point. True, culture is being transformed as entertainment becomes the lingua franca of society. But each culture will adapt to it in its own way. As the world’s largest economy and as the originator of many of the forms of mass media in the twentieth century, the United States has dominated the story so far. But with only 4 percent of the world’s eyeballs, this can’t go on forever. Going beyond specific content, which for the moment is U.S.-dominated, and looking at the ways in which entertainment has transformed culture in the developed world, we can see the ways that history is repeating itself in emerging economies.

Political life is said to have changed when John Kennedy grasped that a political leader’s chief connection to the people is through the medium of television. While that is true up to a point, an equally important factor is the entertainmentization of news and our expectation that our leaders conform to television archetypes rather than vice versa.

In practical terms, what happened in the United States was that the explosion in programming outlets boosted by cable television meant that to fill up more hours on more channels, programmers turned to more reality and news programming. News makes economic sense: it requires fewer temperamental stars, it does not require armies of highly paid writers, it generates new stories every day, and, minimally, all it requires in terms of production value is some talking heads. Even wardrobe is cheaper. Peter Jennings may wear a Savile Row jacket when he faces the camera from some remote location to bring us breaking global news, but he and his fellow anchor-people often wear jeans, khakis, even shorts, knowing that the camera captures them only from the waist up.

Though there has been a proliferation of news outlets, there is no more news today than there was twenty, or even two hundred, years ago. The solution that television news has devised has been to employ whole battalions of talking heads who can insult one another in fifteen-second sound bites. We might just as reasonably have expected that more news programming would have provided more thoughtful and lengthy analysis, but when every viewer’s thumb is poised on the remote control, political commentary has to be as exciting as a stock car crash on ESPN2, as wisecracky as the banter between Paul Reiser and Helen Hunt on Mad About You, as adversarial as the taunts between WWF’s Stone Cold Steve Austin and the Undertaker.

The O. J. Simpson trial and then l’affaire Lewinsky presented the judicial and executive branches of the American democracy as vehicles for torrid tales of sex, violence, and betrayal. Bill Clinton’s humiliating admission of an extramarital affair was barely examined as an extraordinary intrusion of private matters into public life; instead, the pundits treated it as if it were a speech in a made-for-TV movie and wondered if it showed the kind of true contrition or sincerity that one might look for in evaluating a writing audition for Chicago Hope. One can only wonder if the amorous Benjamin Franklin, who fathered an illegitimate son, would have made it onto the thousand-dollar bill if Chris Matthews and John McLaughlin had been around at the founding of the Republic.

If it is true that we know our leaders as we see them on television, it follows that they will begin to take on the qualities (or at least we will endow them with the qualities) that work for other television personalities. Without television there would have been no Reagan presidency. Ronald Reagan himself was a fixture on television long after his film career had gone into decline. He had a self-deprecating smile and an anecdotal style that worked well on the screen. More to the point, like a perfect 1950s sitcom dad, there were the homespun values that he communicated as explicitly as Robert Young or Danny Thomas, who, at the end of every episode, made sure that both the audience and his television family simultaneously got the point by “getting serious for a moment” and giving the moral of the story.

Think back to the charismatic, prescandal Bill Clinton, who, with no Hollywood experience, was equally adept at personifying the cultural values of a new era’s television heroes. Like Hawkeye in M*A*S*H, he showed that a real man could show emotion, even shed a tear or two. Emotionality didn’t make him less fit; it made him more in touch with himself and therefore the audience/electorate. Like the overeducated Frasier who hung out at the bar with the regular working folk on Cheers, Yale- and Oxford-educated Clinton could touch the common folk because he communicated with a folksy Bubba accent. Until his love life began to define him, I would even say that it was common knowledge that here was a man who liked to chase women, and that made him all the more a regular guy. In TV terms, he was perfectly in tune with the retro wave in pop culture that glorified lounge music and the Rat Pack. The television paradigm here was probably the lovably, and safely, roosterish photographer portrayed by Bob Cummings on Love That Bob.

While the rest of the world may not look to sitcoms for the cultural paradigms that it projects onto leaders, entertainment—both its technology and its content—is already a major factor in societies as different from consumerist America as Iran and India. By now it is well known that an entertainment technology medium, audiocassettes, paved the way for the Ayatollah Khomeini’s rise to power. Sometime later, the rise of the Hindu nationalist Bharatiya Janata party (BJP) in India tapped into centuries of Hindu resentment directed first toward Islamic and then British colonialist masters. Part of Mahatma Gandhi’s greatness had been that he consistently sought to channel potentially destructive and xenophobic Hindu nationalism into more peaceful nation building rather than into settling ancient ethnic scores. Still, the tinder of fundamentalism was all around, ready for a spark. What changed in the half century since Gandhi was that in 1992 Indian television was deregulated. Thousands of entrepreneurs set up satellite dishes, slung cable wire over balconies and trees, and began offering Indian viewers more exciting and contemporary content than had previously been available on the staterun Doordarshan network. Even when it was illegal, cable in India grew at a rate of 50 percent per year. Now audiences from New Delhi to Madras could tune in to Rupert Murdoch’s Star TV, Sumner Redstone’s MTV, and Ted Turner’s CNN. In less than three years, India’s new multichannel television industry was reaching 16 million households, putting it ahead of the United Kingdom’s in market size. No longer was the political message confined to the one favored by the ruling party on the state-owned network. A newly liberated audience was receptive to a new message. The national feeling generated by the serialized retelling on television of the great Indian epic The Ramayana was appropriated by the BJP to deliver its message. Recognizing the power of television, BJP candidates, though they might have had stern messages to deliver, were allowed on television only if the party bigwigs considered them TV-friendly. In short, without the concurrent wiring of India to receive cable, without the Web, without the means and the methods of modern entertainment and media, I doubt that the BJP would have unseated the Congress party. In large measure, the breaking of the fifty-year stranglehold on political power was enabled by the transformation of India’s mass media. This mix of religion, politics, and entertainment has been around in America since the first televangelists. Actually, it goes back to radio evangelists of the 1930s. Religion has generated billions of dollars in the entertainment marketplace. Sales of Christian books alone reach $1.2 billion annually. Televangelist revenues are harder to estimate since they come in the form of small donations. However, the growth in the number of full-time religious stations (from 2 percent of all commercial TV stations in 1981 to 8 percent in 1998) suggests that televangelism is on the rise. Long term, whether more or fewer Americans observe the Ten Commandments as the result of this activity remains in question. I think that as the realignment of politics for 1 billion people in India shows, in less pluralist societies, when religion is grafted onto entertainment, the political rulebook is rewritten.

With these religio-entertainment examples we see the use of media and entertainment forms to foster a sense of newfound empowerment among groups that have felt previously excluded from control of the levers that move the mass media. While in the long run I believe the Internet and multiplication of media choices will lead to more diversity, this should not be taken as a historical given. Whimsical Charlie Chaplin’s movies appeared in the same medium as Leni Riefenstahl’s malevolent masterpiece Triumph of the Will. The same real estate on the TV screen where the MTV “bug” gives a cultural message of youth and irreverence can also be reserved for the fearless leader of an authoritarian system where the state is marketed as society’s one and only brand.

I believe the long-term trends are toward a more pluralist, open world where consumers have more choices to help them enjoy life more fully. In a world where video cameras make everyone a budding producer or actor and where all Web pages are equal, making each of us a potential publisher and distributor of content, this new entertainment economy is much more likely both to lighten humankind’s daily burden and to make lots of money doing it.

The Wave of the Present

One of the major paradoxes of this situation is “If entertainment is the driving engine of the new world economy, then why are so few of the major entertainment companies highly, or even barely, profitable?”

Plainly and simply, there is a glut out there. There is too much choice in entertainment. There is more product competing for the consumer’s attention than ever before. And not simply more product but more kinds of products. It’s hard to imagine that only thirty years ago, for all practical purposes there was no cable TV. Twenty years ago there were no VCRs. Five years ago there was no World Wide Web. Today we have endless choices, all clamoring for our attention.

All of this invention and expansion has had a big impact on the entertainment business. Just to get noticed by consumers, every producer of entertainment products has had to increase advertising, marketing, and promotion expenditures. This may be good for the overall economy, and it accounts for a lot of the growth of revenue attributable to entertainment within the economy. Still, the need to get the consumer’s attention has shifted the balance between production and promotion. On any company’s profit-and-loss statement those costs are a behemoth sitting on top of the bottom line. In some cases, advertising, promotion, and marketing outweigh pure production costs by 100 percent.

The expensive mechanism it takes to attract audiences to ever more costly entertainment products has also accelerated the trend toward media consolidation. In many cases, only entities with a broad financial base and access to costly talent can front the money it takes to gamble that an audience will find and then like what it presents. To spread their risk and to enhance their distribution, entertainment companies are typically forced to own a combination of assets that might include a motion picture studio, a TV network, cable networks, a book-publishing company, a magazine division, TV stations, retail stores, theme parks, and merchandise. In the case of the Walt Disney Company, this strategy has worked brilliantly. Disney markets and distributes every one of its products through all the many facets of the company in a classic case of a well-oiled machine. Time Warner, on the other hand, has a similar spread of holdings. But until the Ted Turner regime, it was not making as much of them as Disney was. I have been surprised at how difficult it was for Time Warner to get the different pieces of the company to work together. As a friend of mine used to say, “At Time Warner, synergy means they all charge each other retail.”

Ironically, while the entertainment colossi are colossalizing, what hasn’t changed much is the amount of time each of us, as a consumer, can devote to pure entertainment products. The entertainment companies, as well as the armies of freelance creative entrepreneurs traditionally associated with entertainment, have had to develop markets outside their core industry. While there may be a difference to the consumer if Elton John is performing in a VH1 video or in a Citibank commercial, to the composer, performer, musicians, soundmen, lighting technicians, and makeup artists, it’s all paying work: new venue, same skills.

Entertainment and the rest of the economy have unique needs and capabilities that they are able to fill for each other. They have, as it were, been thrown into each other’s arms in a marriage of convergence. The result is a world of commerce where the lines between entertainment and nonentertainment are increasingly blurred. Is a business convention in Las Vegas with four hours of meetings and one round of golf, and an invitation to bring spouses along, strictly business, or is it vacation spending too? Is a ride to London on Virgin Atlantic Airways a party in the air or just a way to get from point A to point B? When a teenager buys jeans at the clothing department at a Target store because it is selling the Titanic sound track in the next department, is that clothes shopping or Leonardo lust? Does five minutes watching CNBC count as business research or channel surfing? The answer in every case is “It’s both.”

Just a few years ago, the business world was dazzled by the way Wal-Mart Stores measured just about everything. It could project sales with preternatural accuracy. Then the rest of the business world took the hint and everybody began to measure everything they could. Pretty soon Wal-Mart’s competitive advantage became just another widely used business tool. Companies now have to do something else with their businesses beyond instituting just-in-time inventory control or SAP enterprise automation. They have to create an experience; they have to inform and amuse; they have to build a destination. In other words, just as shoppers have come to expect milk producers to add vitamin D to their product, consumers are looking for the E-Factor in every product … that’s E as in Entertainment. It’s an extremely effective way of standing out from the rest of the pack. And only if a company’s product stands out is someone going to pick it off the shelf or off the Web site on the Net. Entertainment has become a key part of the consumer value equation.

The New Conquistadores

I find it amazing that 90 percent of the people reading these words know the name Intel and its flagship product, the Pentium chip. Do you think everybody on your block knew the name of the carburetor on your Chevy when you grew up or who made the hot water spritzer for your KitchenAid dishwasher? Why would anyone want to know the brand name of the little silicon wafer inside a computer?

You go to see a movie because Julia Roberts is in it. You watch a television show because George Clooney is in it. You buy a dress because Donna Karan made it. You buy a computer because Intel is inside. Brands and stars have become the same thing. Stars attract us to entertainment products. Brands attract us to other types of products. In the emerging world economy, where entertainment and the laws of the entertainment business infuse more and more of the rest of the world of commerce and culture, successful businesses need star brands to bring consumers through the door.

In the entertainment economy, celebrity is the only universal currency. The moguls at the top of the big entertainment companies, and the companies themselves, are stars. Citigroup will generate $48 billion in annual revenues, while Universal Studios will take in $6 billion. Further down the high-finance food chain, Playboy Enterprises does $300 million a year. Yet people know more about Universal or Playboy than they do about Citigroup, and unquestionably more people have heard of Hugh Hefner than the vastly more powerful John Reed, co-chairman of Citigroup. Entertainment companies occupy a place in the cultural landscape far out of proportion to their relative place in the scheme of big companies.

Part of the explanation is that they are guided by leaders with a strong vision whose exploits are written about in Time and Newsweek, who are talked about on Entertainment Tonight and The NBC Nightly News, and who are interviewed on Larry King Live (all of which are entertainment vehicles controlled by the companies that these same leaders direct). A hundred years ago, industrialists and financiers symbolized their age: the Carnegies, the Mellons, the Rockefellers. Today, Ted Turner, Michael Eisner, Sumner Redstone, and Rupert Murdoch are the businessmen who capture the headlines and the popular imagination. They are the conquistadores of modern business, and in the same way that staking out claims to huge areas of the globe created great wealth in the past, I believe even greater wealth will come with the conquest of the emotions, interest, and allegiance of the global audience.
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