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PREFACE 

AS WE START a new millennium and notice the signs of globalization around us, there is a curious paradox. In the past few years, we have witnessed an unparalleled expansion in the distribution of books, television programs and other cultural products worldwide. On its face, this would seem to augur well for cultural diversity. There are seemingly more ideas, more pluralistic expression.

But behind this facade of apparent pluralism are disturbing signs. There is a greater concentration of sources of expression. Five huge record companies control more than 70 per cent of dollar volume in sound recordings. Hollywood dominates cinema film screens and floods local television with hard-to-resist drama. The concentration of media is growing apace around the world. It is harder and harder for “independent” producers to survive, whether in the United States or in any country where concentration is increasing. The distribution of cultural products is often in the hands of gatekeepers who reduce choice rather than expand it. In the book field, shorter shelf life and tightened supplier margins from big-box retail stores have increased the sales of bestsellers, led to publisher consolidation and hurt mid-list titles.

In the face of these problems, the public’s perception is that nothing can be done. Globalization, aided by borderless technologies like satellite TV and the Internet, has seemingly rendered governments helpless. Quotas are largely considered ineffective or easy to avoid. And in any event, governments arguably cannot be involved in regulating cultural industries without compromising freedom of expression or breaching international trade obligations.

Are these perceptions well founded? Or are they misplaced?

As a Canadian lawyer practising in the area of communications law and cultural policy for the past thirty years, I have had occasion to study these issues in a very practical way. I have acted for broadcasters, satellite and cable TV operators, book publishers, music labels, magazine publishers, film and television producers, talent guilds and copyright collectives.

Canada provides an interesting case study. If globalization can be described as a process in which borders are eliminated and multinational companies can extend their reach across geographical boundaries, Canada has encountered this in the broadcasting field since the 1950s. The signals of U.S. television stations along the U.S.–Canadian border were freely available “off the air” to millions of Canadian homes in the 1950s and were permitted to be carried into homes of cable TV subscribers in communities across Canada in the 1970s. This had a profound effect on Canadian communications and cultural policy and forced Canada to confront, far earlier than most other countries, many of the issues now raised by satellite broadcasting and the global reach of the Internet.

Perhaps as a result, Canada has also had more direct experience in trade disputes in the cultural area than has any other country. Its attempts to carve out a space for its own cultural expression in the face of globalization have been challenged by its neighbour to the south on more than one occasion, and the lessons learned from these encounters provide an illuminating guide to the impact of trade law on culture. 

In looking at these issues, I have focused on the field of popular culture — books, magazines, records, movies and broadcasting. This is not a book about arts policy or the performing arts, although the high arts share the same talent pool and often the same media as more mass-oriented expression. In American parlance, the companies that disseminate popular culture are typically categorized as being in the “entertainment” or “leisure” industries (along with gambling and sports). The word “culture” is typically relegated to areas like the ballet, symphonies and other branches of the performing arts, or applied to the area of “folk” or traditional arts and crafts.

But it is in the area of popular culture that globalization has made its most pervasive attack on local cultural expression and led to cries of U.S. dominance. It is also the area where the economic rewards are highest for the successful company, and where those companies are most likely to resort to trade law in order to maximize those rewards.

Two other preliminary points are worth raising.

First, this book is not focused on preserving cultures or on protecting a unique cultural identity. The idea of unique cultures being frozen in time, like flies in amber, has never been realistic. Indigenous cultures are constantly changing, not only in response to outside influences, but also because of internal changes. Modernization is not the same as globalization, and this book does not support suggestions that cultures must be saved harmless from change. In fact, the world of cultural expression is vastly enriched by the free flow of ideas across borders, even when those ideas challenge local cultures. The problem addressed in this book is how to provide space and choice for both domestic and foreign popular culture, not to prohibit the latter.

In the same vein, this book does not take the view of the cultural relativists that no cultural practice should be criticized. There is a huge difference between promoting diverse cultural expression and sanctioning cultural practices. When cultural practices offend human rights and fundamental freedoms, they may be rightfully condemned. But the focus here is on the world of ideas and on the need to make room for alternative expression in a world dominated by blockbusters.

To put a book of this size and scope together, I called on Chris Wood to help me in researching and writing it. Chris, a former senior bureau chief, national editor and business editor for the Canadian newsmagazine Maclean’s, has wide experience in covering economic and trade issues. That, together with his sense of ironic good humour, kept us on track.

Although much of the book is based on my own experience and research, Chris and I supplemented this with extensive interviews and a survey of the burgeoning literature in this area. Singly or together, we have met with representatives of cultural industries in cities as disparate as Cape Town, Colombo, Paris, London, Frankfurt, Valencia, Lucerne, Sydney and Rabat, as well as Toronto, Montreal, Vancouver, New York and Los Angeles.

Our research led us to inquire into what The Economist has described as the “curious economics” of cultural industries. Why and how do the products of popular culture succeed? Are they any different from ordinary commodities, and if so, how? Does the marketplace for popular culture automatically provide what people want to see or hear, or is it a distorted market? Are government measures that seek to ensure space and choice for underrepresented cultural products, particularly those created by their own nationals, justified? What impact does foreign-ownership policy have on the market for cultural products? How does competition policy affect this market? And, last but not least, what is the impact of trade law on the distribution of popular culture?

The result of our studies was instructive.

In particular, we discovered that there is a compelling economic case for keeping cultural products out of trade agreements that otherwise might preclude countries from maintaining space and choice for local cultural expression. Upon analysis, it becomes startlingly clear that markets for cultural products do not behave like those for widgets and that the imposition of trade liberalization rules designed for ordinary commodities would simply institutionalize the stark imbalances that characterize the world of popular culture.

We also learned that contrary to popular opinion, satellites and the Internet are not about to render governments ineffectual or powerless in acting to protect diversity of cultural expression. In fact, a number of structural measures, when properly applied, can be quite effective in maintaining a level of pluralism in cultural expression. This has proven to be true not only in countries around the world but even in the United States, where conventional wisdom disdains any regulatory involvement in programming.

In this book, we describe how the marketplace for popular culture works in practice and how governments around the world have tried to make room for local cultural expression in underrepresented genres. Some of the measures chosen by governments have been badly drafted or largely ineffective, or have had negative effects on freedom of expression. Also, the circumstances of each country differ, and measures that may be effective in one environment may be irrelevant in another. In looking at all these examples, it is important to stress that we do not support structural measures for their own sake. We are opposed to censorship and to the imposition of prohibitory quotas that do not allow the best of foreign cultural products to be enjoyed by the citizens of every country. Local cultural expression can be impoverished if it is not open to foreign ideas. But it can equally be impoverished if it is dominated by the voices of another country.

In the end, it is possible to put together a “tool kit” of measures that government can implement to sustain or develop a broader range of popular cultural products, without undermining freedom of expression. The measures include support for public broadcasting, the imposition of reasonable scheduling or expenditure requirements on private broadcasters and other cultural gatekeepers, support for the creation of popular works through subsidies or tax incentives, the application of foreign-ownership rules in certain sectors, and the use of competition policy measures. As will be seen, most of these measures have weaknesses as well as strengths, and they need to be carefully drafted and implemented in order to be fair and effective. In addition, the cultural policy appropriate for one society may be quite different from that for another, just as every cultural product is unique.

To illustrate some of these points, we have focused on a particular cultural product: Degrassi: The Next Generation, a Canadian drama series for teenagers and young adults. Seen in Canada on the CTV network and around the world on a number of channels, including the ABC in Australia, France 2 in France and Noggin in the United States, the series deals with universal issues of growing up but is uniquely Canadian, taking a slant quite different from that of other programs in its genre. It is a popular program, outperforming most of the competition in its time slot. Yet Degrassi would not exist but for the tool kit of measures identified in this book. It is exactly the kind of alternative form of popular culture that would be silenced by the economics of the blockbuster if trade law were permitted to override cultural policy.

We are now in the midst of an international debate on the extent to which this tool kit of cultural policy measures should be affected by bilateral or regional trade agreements or by the multilateral trade regime of the World Trade Organization. UNESCO, having issued a “Universal Declaration on Cultural Diversity” on November 2, 2001, is now considering the development of a “New International Agreement on  Cultural Diversity,” which would recognize the unique nature of cultural products and seek to permit government to take reasonable measures to support and enhance diversity of cultural expression without fear of trade retaliation.

That debate seems to pit many countries against positions taken by the United States government and the U.S. entertainment industry. But this is not an anti-American dialogue. In fact, as the following pages shall show, the same factors that create imbalances in the flow of popular culture around the world also impoverish diverse creative expression in the United States. The economics of the blockbuster and the prevalence of gatekeepers is just as problematic for pluralistic expression within the United States as it is outside it. We hope this book will contribute to a better understanding of the issues at stake and of what can be done to address those issues.

PETER S. GRANT 
Toronto, 2003 



CO-AUTHOR’S NOTE

WHEN PETER GRANT suggested to me that there might be a book of mutual interest in the economics and public policy of culture, my curiosity was piqued. The economics (and, to a degree, the policy) of the “cultural industries” have scripted much of my professional existence.

I have spent thirty years observing how popular culture is made and sold, but always from the perspective of the fevered places where the stuff is assembled out of raw meat, flogged, sold or put down. In sum: the market.

My first permanent job was at a private radio station. I was a disc jockey. It paid barely above minimum wage. The entirely imaginary notoriety of appearing on the radio attracted an endless supply of potential replacements eager to subsidize a two-digit paycheque with boundless ego gratification. That was a first lesson in the Darwinism of the cultural trades. Lesson two was discovering how quickly compunction fades in the face of few hundred promotional singles begging for air. After the first half dozen, any song that failed to grab inside four bars got yanked before the fifth. Songs that opened on a drum roll didn’t make it that far.

Later, with a friend, I launched a radio syndication business. It allowed radio stations to air knowledgeable programs about music without the expense of hiring someone who actually knew about music. Naturally enough, most preferred to go on playing long sweeps of soft favourites with no attempt to inform listeners about anything at all. The business succumbed to the creative destruction of the marketplace.

By 1980, I was earning my living as a freelance magazine writer. Editors (at least those with budgets) received far more proposals on any given day than they commissioned. What they paid, calculated against the time it took to research a topic thoroughly and produce a finished product, was normally laughably less than the minimum wage I had earned a decade earlier in radio. Most people who wrote for publication either did not make a living at it or made a poor one. But there were lots of magazines in Canada and the United States. If you were fast, met deadlines, managed to sell every snippet of research at least twice and had something the next ten guys didn’t have, you could earn a living, and not a bad one.

In the mid-1980s, I went to work for Canada’s Maclean’s magazine. Here, each week brought a whole new series of Darwinian judgement days. There was never enough space, and Monday morning conferences squelched most story ideas in the first four bars. Each issue that reached the newsstand then fought for notice among a crushing multitude of other publications.

I have also written a couple of books, as well as a feature film screenplay. (The last has been under option a number of times, a fact that ranks it above 90 per cent of all other scripts while still deep in “no cigar” territory.)

An invitation to write about the market behaviour of broadcasting, popular music, magazines, books and film held immediate interest. It was a chance to put the economics of my own livelihood under a microscope. 

The book Peter had in mind would illuminate the troubled intersection of economics and culture. The discussion promised to trace to its source the sour smell of falseness that always seemed to hang about the economic right’s crabbed critique of cultural policies. In Canada, that critique has argued that if this country’s cultural products have merit, the market will reward them. Not infrequently its advocates go further, asserting that popular Canadian “culture” is at best an artifice, a hot house flower that blooms only when force-fed on subsidies. The demeaning corollary, only relatively more rarely stated, is that Canadian creators — those, at any rate, who aren’t in New York or California — are at best mediocre, coddled by “protectionist” policies.

I know the market. Let me tell you, it has never felt very protected, let alone coddled. But the disconnect is really between the critique and the evidence.

“Culture” is an elusive term. But each year hundreds of millions of purchases of Canadian books and magazines, of recordings by Canadian musicians and admissions to films, as well as hours of couch-time spent with Canadian TV, confirm that Canada has it — and that Canadians treasure it.

Yet it is also true that many publishers and music labels, television and film producers, in Canada and elsewhere, flirt with insolvency. Too many cultural nationalists like to blame this on the American imperium, a kind of culturo-corporate conspiracy seldom fully articulated but always represented as vastly powerful and, usually, malignant. This is as far removed from reality as are the Jeremiads of the right.

As Peter shared the fruits of many years’ reflection and study, two things became clear. First: why the critiques of Canada’s cultural marketplace fail to describe reality. And second, the alarming possibility that their misperceptions might soon become embedded in international law.

Bringing both insights to wider public view was an undertaking I readily embraced. Peter’s wide-ranging curiosity and ready grace made the work an unexpected pleasure.

Whatever problems plague the market for popular Canadian culture, they have little to do with the products of that culture or their producers. They are not even peculiarly Canadian. They have everything to do with the unique economic behaviour of cultural products in general. That behaviour and its negative consequences are as evident in the United States as anywhere. The failure belongs to the market, not to the culture.

That is good to know. But the concern it raises should trouble not only cultural creators or those who work in, regulate or consult to the “industry” of culture. It should trouble us all, because culture, at the end of the day, belongs to each of us.

CHRIS WOOD



PART ONE
CULTURAL ECONOMICS



1 

DISTINCT VOICES 

AUGUST IN CANADA is the laziest month. Families who can, retreat from the city to cottage or campground. Politicians take to the barbecue circuit to mingle with the masses. Many industries cycle down into a state of somnolent semi-hibernation to give employees a chance to recharge their batteries on beaches or in the backyard. And in cities, suburbs and small towns across the country, classrooms fall silent.

Except here. On this sun-baked weekday morning in early August 2002, the kids of Degrassi Junior High are hard at work.

The school, mind you, is fictional. In real life, the bland brick-and-glass facade tucked into a treed corner of an industrial park in northeast Toronto conceals the studios, sound stages and discreet backlot of Epitome Pictures Inc., a television production company. Still, it is a safe bet that Degrassi is better known around the globe than any more authentic centre of learning in Canada.

Since it opened its doors in 1979 as the setting for the youthful conflicts, coming-of-age torments and weekly victories of an ethnically mixed batch of Canadian teenagers — first in The Kids of Degrassi Street (1979–86), then as Degrassi Junior High (1987–89) and later Degrassi High (1989–91) — the fictional middle school has been piped into living rooms in dozens of countries around the world. Across town at CTV, one of the country’s two private, English-language free-to-air networks, the latest incarnation of the long-running franchise, De-grassi: The Next Generation, is the highest-rated show among the most coveted viewers in its Wednesday evening time slot. In the United States, Degrassi is the year’s highest-rated show on the kids-oriented Noggin cable specialty channel. The second-generation Degrassi gang is popular in Australia, Europe and Indonesia.

The series’ compassionate but candid parables of coming-of-age in a complicated time have the knack of engaging audiences across cultural back fences very far removed from those of Degrassi Street. In Scandinavia, the original episodes were ratings winners among 1980s teens; now those fans have children of their own. Local broadcasters have built high hopes on them for the launch of The Next Generation later in 2002. In the People’s Republic of China, Epitome president Linda Schuyler recalls, her mother’s tour translator knew precisely two things about Canada: “Bethune! Degrassi!”

On this particular morning, current cast members “Ashley,” “Paige,” “Spinner” and “Fareeza” work through the morning’s shooting schedule in one of Epitome’s hallways — lined with school lockers to double as a Degrassi set. In a nearby classroom set equipped with folding tables arranged in a large open rectangle, the show’s production staff holds a faculty meeting of sorts to discuss production glitches that might hinder the shooting of an upcoming episode.

Director Anais Granofsky leads the discussion. A regular player on the original Kids of Degrassi, Granofsky will make her series debut behind the camera on this episode. She cares deeply that everything go well.

One scene fills her with misgivings.

The episode finds Degrassi celebrating an International Day, a ritual familiar to any contemporary school-age urban Canadian — or the parent of one. It is intended to celebrate, mainly in the innocuous imagery of costumes and cuisine, the many faiths, nations, languages and colours represented in Degrassi’s halls.

The goodwill turns sour when someone vandalizes the display that Fareeza has made, shattering a casserole and defacing the flag of her native country. Suspicion falls on Hazel, who has been taunting Fareeza for her conservative hijab head shawl. (A researcher off to Granofsky’s right confirms the details of the garment that wardrobe needs  to provide.) At this point in the script, Principal Raditch — dressed for the occasion in a Scottish kilt — calls both girls into his office.

It is here that Granofsky gets worried. How much authority can the actor playing the principal be expected to muster over bare knees? “I’m a little concerned it might be comical,” she suggests.

“Are you saying Scottish people can’t be serious?” Schuyler fires back.

“It was a red flag,” insists the director, herself a confident bi-ethnic mix of Caucasian Canadian Jew and African-American.

Good-natured banter ensues about the authority quotient of men in skirts, the proper requirements of formal Scottish attire and the hazards of reverse political correctness. In the end, the knees stay bare. Scottish dignity will have to stand on its own.

Still, the question is hardly a frivolous one. Degrassi prides itself on living up to multiple mandates — and counts for its popularity on a form of multiple identity. Degrassi’s core audience is Canadian urban teens — a group as likely to have been born in Xuzhou or Mumbai as in Manitoba. The real and figurative streets of Canada’s major cities — Toronto, Montreal, Calgary and Vancouver — are the most ethnically diverse on earth. They bring a new challenge to the central task of adolescents everywhere: forging an identity solid enough to carry them through adulthood.

Degrassi’s mostly twentysomething writers are keenly aware of how easily the raw teenage sense of selfhood can be bruised. And how quickly that can trigger turnoff. Getting the note just right in many accents is critical to the popularity of the series, both in and beyond Canada.

A straight-on treatment of the facts of adolescent life is another quality the show takes pride in. Degrassi got its start on the CBC, Canada’s public broadcaster, where Schuyler served an apprenticeship in children’s educational programming. Although the show now is distributed mainly on commercial networks, it continues to deal with subjects other youth series find risky. An earlier Next Generation episode dealt with the embarrassment of a girl caught off guard by her first menstrual cycle, a moment dramatized onscreen with a visibly stained dress. Another concerned an adolescent boy’s humiliation over an involuntary erection. Others have dealt with teen pregnancies, drinking, gender stereotyping and the temptation of drug use.

The trick in pushing the boundaries of acceptability lies in knowing how the lines shift around among Degrassi’s many audiences. “Some of them have trouble with some of the issues,” Schuyler concedes over roast chicken and Greek salad in the studio commissary/ Degrassi cafeteria.

Flashpoints vary. “Canadians are more liberal than [viewers] practically anywhere else,” Schuyler says. In Britain, broadcasters fret equally over portrayals of youthful sexuality and violence. Australians are relatively at ease with the sex — but not the violence. In the United States, violence ruffles very few feathers but depictions of dating across racial lines raise executive alarm. “If I responded to every distributor’s concern,” Schuyler says, “our kids would not be drinking, would not be driving without licences, would not be trying drugs, getting raped. They would not be doing any of these things that kids do.”

“We might as well be producing a show for Disney,” Schuyler sniffs. 

And that is very clearly not what she has in mind. There is a grownup subtext to her teen parables. When it came time to give a nationality to Fareeza, the girl whose gymnasium display is vandalized, Schuyler says, “It was very conscious that we chose Iraq” — a country likely to be at war with the land of Disney by the time the episode goes to air.

“But if you notice,” Schuyler adds, “there was no reference to 9/11.”

WELL-CRAFTED, elegantly produced and a proven hit with a lucrative young demographic, Degrassi would seem like a shoe-in for a spot on almost any broadcast schedule. Most certainly in Canada, where its values of candour, social tolerance and a respectful distance from the preoccupations of the superpower to the south all ring with the authenticity of a distinctly Canadian voice.

Relevance. Popularity. Quality. Surely this show has everything it needs to make it on its own in the marketplace.

But no.

Markets are not everywhere and always the same. Some are more perfect than others. And some are not perfect at all, producing results that confound not only expectations but the reasonable desires of their participants.

Such is the case with the products of popular culture, products whose value lies in their creative, expressive and symbolic content.

Left to the marketplace, Degrassi would simply not exist. Canadian teens and young adults might be watching a high school drama on Sunday nights, but that drama would be Boston Public or a remake of Beverly Hills 90210. Its stories might well portray the dilemmas of adolescence, but its lens would be that of another society with its own views on cultural differences, the balance of acceptable sex and violence and relations with a problematic world. The Canadian voice on those issues that Degrassi represents would not be heard.

This is not a presumptive assertion. It is the cold consequence of the mathematics of the market. In business, profit trumps popularity. And who can argue with that? What is seldom understood outside the executive offices of entertainment companies, however, is that profit does not necessarily follow popularity in lockstep. In the peculiar market of popular culture, the most popular offering is often not the most profitable one. And in the case of adolescent drama series for television, not even being the number one hit in its time slot with a sought-after age group would be enough to get Degrassi on the air in its own country.

This is, of course, hugely counterintuitive. There have never been more television channels than there are today. There have never been more books. The entire world seems overwhelmed by creative expression of every tone, note, persuasion and bent. The post-industrial experience, some argue, is almost nothing but idea and emotion: the “information society,” “knowledge workers,” “the creative class.” Certainly for the professional person in a developed country — the most likely reader of this book — among the greatest challenges of daily life is simply keeping up with the flood tide of expressions vying for attention and response: e-mail, proliferating media in every form (especially electronic), advertising spreading insatiably to every available surface.

How, in all of this, can there be any creative idea that is denied an opportunity to assault us?

Yet that is precisely the paradox which concerns us. Amid this apparent plenty of media and message, the spiritual and intellectual nourishment that comes only from a true variety of cultural diet is increasingly neglected. Behind the walls of best sellers and multiplex screens exhibiting the latest blockbuster once every quarter-hour, other voices, in their rich and necessary diversity, are obscured and at risk of fading into the silence and dark.

More and more movies, books and music pass through fewer and fewer hands on their way from creator to consumer, as corporate conglomerates increasingly dominate the world’s commercial culture. This relative handful of conglomerates and the even more ubiquitous calculus of maximum return quite rationally seek to eliminate all but the most highly profitable of creative expressions from circulation. Mere value to an audience or even merely modest profits do not measure up against maximizing value to shareholders.

A MATH LESSON from Degrassi illustrates how the peculiar economics of popular culture defy intuition.

The show’s popularity — in economic terms, consumer demand for it — is not in question. In Canada in 2002–2003, viewers aged 12–34 chose Degrassi over all other programs on the air in its time slot. Among girls aged 12–17, an astonishing one in four of all viewers were tuned to Degrassi on those nights. The show’s national reach was greater than that of any other Canadian drama series.

But in the labyrinth of bottlenecks and surprise off-screen gatekeepers that characterize markets for culture, audiences do not decide what television programs to buy and put on the air. Broadcasters do.

Now consider the arithmetic facing CTV’s acquisition executives as they chose what program rights to buy for broadcast.

For the right to air two episodes of Degrassi — sixty minutes of programming — Epitome’s price to CTV was C$252,000. In 2002, that was about US$165,000.

Alternatively, CTV could buy Canadian rights to one of many dramas already produced for U.S. audiences, heavily promoted on U.S. channels widely seen in Canada — and available for US$50,000.

What explains the threefold difference?

Certainly not the sums spent to produce the programs. Epitome spends the equivalent of US$750,000 to create an hour of its teen drama — low by North American standards. In the United States, television series producers typically lavish US$2 million on a one-hour drama  — and frequently spend more.

There are evident reasons for the difference. In general, creators of cultural wares in English-speaking Canada can hope to amortize their costs across a potential audience of, at best, about 23 million people; in French Canada, barely 7 million. U.S. creators have a potential audience of 300 million people.

That is reflected in what networks pay for broadcast rights in each country. U.S. networks typically pay US$1.4 million for an hour of series drama — eight and a half times what CTV pays for Degrassi.

That alone might give U.S. shows an advantage, if enough of the extra money ends up “on the screen.” It could instead go to stars whose performance might, or might not, reflect the extra “rent” they collect. There is no shortage of expensive flops to make the case that big budgets do not necessarily overcome a lame script or limp acting.

Yet such are the looking-glass economics of popular culture that whatever its quality, when this expensively produced U.S. program arrives on a buyer’s desk in Canada — or anywhere else after its first sale — its price will be a small fraction of its original cost.

Later in the book we will return to the peculiar ways that creative goods behave in the marketplace. As we will see, taken together they confound every assumption on which market fundamentalists rely. These effects are not U.S.-specific. Nor do they depend on the merit — or otherwise — of any particular film, book or CD. They are true of all symbolic goods and producers.

It is enough to note here one of the most important of these peculiarities, well explained by The Wall Street Journal. “Intellectual-property based businesses,” Alan Murray observed in the bible of capitalism, “behave differently from others. Their costs are concentrated upfront — in artistic creation, or research and development. The costs of actually ‘making’ the product — discs of the hottest new recording, for instance — are minimal.”

This point is critical. For creators of popular culture, it means that once the first copy of any work is paid for, more copies — to say nothing of exhibiting an existing copy for broadcast — cost next to nothing. Or, to put it another way: once any television program’s production cost is recovered, additional rights can be sold for any price above zero — and still make a profit.

Armed with this peculiar advantage among others, international media vendors put before program buyers offers that they frequently cannot refuse. If it were simply a matter of price, says Stephen Stohn, Schuyler’s husband and business partner, “no rational broadcaster could afford to pay the full cost of Degrassi, even if it were drawing three times as much audience.”

How then does Degrassi get made at all? In part, because CTV pays three times for the Canadian show what it would for a U.S. import. Its motive for doing this is clearly not commercial; it arises from conditions attached to CTV’s broadcast licence. Advances on export sales, investor equity and Epitome’s own risk capital cover another two-fifths. The rest is financed through funds raised from mandated levies on cable and satellite TV distributors to support Canadian drama, tax credits and government subsidies.

Quality makes Degrassi popular. But in the paradoxical market for works of the creative imagination, popularity alone did not make it possible. What did that was policy: a tool-kit of measures Canada has enacted to level the stage and secure its citizens’ rights to tell their own stories — whether in words, music or moving images.

SUCH PERVERSE EFFECTS are not limited to Canada. They are artifacts of all creative products in every country. Accumulating and mutually reinforcing each other over time, they produce a marketplace of expression in which the megaphone of the blockbuster increasingly drowns out the whispers of the independent, the alternative, the local and the marginal.

This is not an academic or theoretical concern. “Culture” is what makes us who we are, as individuals and as societies. The products of cultural creators — songs, stories told in print or on a screen — provide the templates of our lives. Free access to the fullest variety of expression is not a social luxury. It is the very substance of freedom.

More than that, cultural expression is the essence of how we imagine our way into the future. Circumstances change. We adapt or perish — one and all. And neither societies nor individuals adapt without a capacity for self-discovery, an ability to orient themselves to the forces around them. That is the irreplaceable function of culture: to exchange our visions of ourselves and of how we fit with others, to help us each navigate towards our complex hopes, dreams and destinies.

But the making of culture is also an industry. Its business is transacted in markets. This is not a matter of choice, either. The most potent expressions of culture, because they touch the greatest numbers of people, are those of mass-market books, popular recorded music, commercial movies and television. These forms of popular culture are products of commercial enterprises. Their production shares features with other large industrial undertakings: a need for substantial physical and financial resources, the requirement for many specialized material and human inputs, the capacity for mass-produced units of sale that reach mass audiences.

And yet, what is sought and bought by the individual members of those audiences is not really a product in the physical sense at all. It is an experience. The object of a consumer’s desire is not a stack of paper between cardboard covers marked up with ink, even less a shiny plastic disc or strip of celluloid an inch and a half wide and a mile long. What we value is the ephemeral transfer of an imagined life from the author’s mind to our own, the few minutes of emotion provoked by a song, or the hour and a half we spend in another world conjured up by coloured light moving across a screen.

Beyond these paradoxes are deeper currents at work in the contemporary world. “Culture” is increasingly viewed as both a field of economic competition and a vector of power. In the post-industrial regions of the globe, it is an engine of great wealth. In other regions, where modernity is either a still-distant goal or even actively resisted, many authorities denounce the creative expressions of “developed” nations as moral time bombs, threatening to replace proud traditions with a plastic monoculture of consumerism.

As advocates of global economic liberalization seek to bring every nation into the ambit of trade agreements, others fear an erosion of identity and seek shelter behind the bulwarks of culture. “Peoples and nations are attempting to answer the most basic question humans can face: Who are we?” Samuel P. Huntington writes in The Clash of Civilizations: Remaking the World Order. “And they are answering that question in the traditional way… by reference to the things that mean most to them… ancestry, religion, language, history, values, customs and institutions. They identify with cultural groups: tribes, ethnic groups, religious communities, nations, and, at the broadest level, civilizations.”

“Previously isolated peoples are being brought together voluntarily and involuntarily by the increasing integration of markets… and remarkable advances in telecommunications,” says Diana Ayton-Shenker in an analysis for the United Nations of human rights and cultural diversity. “The resulting confluence of peoples and cultures is an increasingly global, multicultural world brimming with tension, confusion, and conflict in the process of adjustment to pluralism.”

These conflicts of interest and perception have come together on a global stage, where diplomatic and commercial actors are playing out a drama whose implications for the diversity of popular culture are immense and whose denouement is far from clear. Canada is not alone in recognizing that markets left to the law of the jungle do not necessarily serve audiences well. To the contrary: virtually every other country with a functioning market economy — including the United States of America — has taken steps to secure better order in those markets and happier outcomes for their creators and citizens. Those measures have been resoundingly successful. In many countries, a vibrant diversity of local and foreign creative expressions compete for time, attention, and discretionary spending. But those measures are now under attack.

Global trade negotiations, captive to misplaced faith in the undifferentiated equivalence of conventional and cultural products, have placed at risk the tool kit of measures that dozens of the world’s countries have used successfully to secure their citizens’ rights to have their own voices heard.

That story is too easily portrayed as casting the United States against other countries. What is true is that U.S. administrations have long forcefully advocated a view of culture that is strongly in the interest of that country’s big corporations — even as it has been at variance with the evidence of the marketplace, with America’s own experience and even, frequently, with its actions. That view asserts that culture is nothing more than entertainment, as one American critic defines it: “the act of diverting, amusing, or causing someone’s time to pass agreeably.” Products of cultural expression, in this view, simply serve consumer demand for diversion, amusement and time-passing. In themselves they are no more meaningful than a ham sandwich or a fishing rod. Hence, they may be treated in trade law and international commitments just as ham, bread or fishing rods are treated.

This equation of creative expressions of the ephemeral interplay of self and society with ham and cheese is simple-minded on its face. It is also not what the empirical evidence of the market confirms or the actions of successive generations of American industry and U.S. governments reflect. Even so, it has a strong currency in the arguments advanced for extending the conventions of “liberalized” economic theory, as expressed in global trade agreements, to the expressions of popular culture.

IT IS THIS DUAL NATURE of culture as idea and culture as commerce, this Janus face of art and industry, that renders our subject so challenging. 

Like that dilemma of subatomic physics — you can discern the electron’s charge, or where it is, but not both at the same time — commercial culture eludes both full and precise definition. Policy-makers who assume it can be analyzed like any other commodity are as confounded by the irrepressible unpredictability of audiences as investors seeking to plot the payback curve of art. This is the paradox we hope, in the balance of this book, to begin to understand and resolve.

Chapter 2 begins at the root of the problem by examining where popular culture comes from in the first instance, and why cultural production and decision-making tend to cluster in only a few centres.

Chapter 3 looks closely at the “curious economics” of the production and distribution of popular culture to understand why the marketplace for popular culture is quite different from that for ordinary commodities. Chapter 4 examines two of the most important anomalies of popular culture, namely, the unpredictability of demand and the question of why advertising and promotion are so necessary to achieve success. Chapter 5 then explores the disproportionate advantage of size in the field of popular culture, and how this has led to an increasing tyranny of market concentration in distribution. This discussion sheds instructive light on the nature of the problem we face: how the rise of a “blockbuster” mentality and an illusory plenty in popular media can coexist with the reality of cultural malnourishment in a world where gatekeepers control shelf space.

At the centre of this paradox is the inescapable fact that commercial culture is both industry and art. The nature of its products as “goods” is at war with their nature as “stories,” which contain value only when infused with meaning by an audience’s emotional, psychological, religious, social and political state of mind. Songs are not hammers. Cultural goods are not widgets. Chapter 6 explores this interplay of national context and economic exchange in the global trade in popular culture to unravel how price discrimination leads to trade domination.

Part Two of the book examines in closer detail the policy tools that have historically been used to provide choice and space for underrepresented cultural expression. We canvass the effectiveness of each in light of the experience of their application in Canada and other markets. Chapter 7 examines the problem of identifying the nationality of a product of popular culture, and the ways in which various countries have approached the matter. Chapter 8 explores the record and potential of public broadcasting for promoting cultural diversity. Chapter 9 looks at where content scheduling quotas succeed — and where they fail. Chapter 10 investigates whether regulations that mandate private-sector spending on underrepresented programming can promote diversity. Chapter 11 examines the impact of foreign-ownership policy. Chapter 12 looks into the application of competition law and policy as possible levers to restrain the cultural tyranny of conglomerates and gatekeepers. Chapter 13 presents the evidence for and against the use of direct public subsidies in preserving market space for the human story in all its richness. Finally, Chapter 14 addresses a number of criticisms that are sometimes levelled against these policy tools.

Part Three looks forward to the future. Chapter 15 examines whether the tool kit of measures that have been effective until now is doomed to irrelevance, as many critics contend, by “borderless technologies” like satellite broadcasting and the Internet. Chapter 16 examines the impact of existing and prospective international trade agreements on popular culture. In particular, it explores how some disciplines currently being advocated may imperil the capacity of national governments to deploy effective cultural policies. Chapter 17 puts forward the outline of a new international instrument that might protect the ability of governments to deliver what is surely any regime’s most fundamental obligation: to preserve its citizens’ freedom and capacity to be who they are. Finally, Chapter 18 returns to the problem confronting programs like Degrassi and the urgency of giving such creative expression room to grow.

But this has all been by way of overture. Let us get on to the soul of the story.



2 

CREATIVE CLUSTERS

MORE THAN twenty-five years ago, in July 1976, one of us was visiting the Inuit community of Pangnirtung, on Baffin Island, just below the Arctic Circle. At the local lodge he encountered the least expected of fellow travellers: a film crew working for Eon Productions Ltd.

A documentary for National Geographic, perhaps?

No. The crew had just finished shooting the climax of the opening sequence in the tenth James Bond film, The Spy Who Loved Me, starring Roger Moore and financed by United Artists.

In this famous sequence, Bond appears to be skiing high in the Alps, chased by a horde of sharpshooting skiers. All appears hopeless as Bond skis along the top of a mountain plateau. But the mountain runs out. Bond skis off a steep cliff into mid-air. He begins falling. There are fully twenty seconds of soundless free fall, during which Bond’s skis come off. Suddenly he sprouts a parachute covered with a colourful Union Jack. A close-up shows Bond gently descending, a weary but bemused smile on his face. The opening credits begin to roll over Carly Simon’s rendition of “Nobody Does It Better,” possibly the best-known of all the Bond themes.

It is an astounding sequence, still ranked among the ten best action stunts ever captured on film. To achieve it, the producers needed a mountain with a long ledge ending in a sharp cliff and a sheer drop of over a mile. One of the few mountains fitting this description is Asgard Peak in Auyuittuq National Park on Baffin Island, just north of Pangnirtung. Stuntman Rick Sylvester received $30,000 to do the stunt, out of a total budget for the film of US$13.7 million. He and the film crew had waited ten days for the wind to die down. When the weather cleared briefly, they shot the footage in a single take with no rehearsal. 

The 35 mm film had been airlifted to Los Angeles for processing. The crew stood by in the lodge, waiting for a phone call to tell them whether the shot had been successful or if they would need to go back and do it again. The good news came late in the day. Every camera but one had lost sight of Sylvester shortly after he plunged off the ledge. However, a single second-unit camera had managed to film the whole plunge.

The next day, saying goodbye to Sylvester and the crew, the writer toured the community of Pangnirtung. It is a small place, with barely a thousand inhabitants and only a few hundred buildings, huddled between an icy fjord and a mountain range. One of the buildings is home to a unique centre of cultural production, now called the Uqqurmiut Centre for Arts & Crafts.

Inuit art, sometimes still referred to as Eskimo art, is world famous for its striking soapstone carvings of traditional people, polar bears, walruses, drum dancers and shamans. It is also known for its distinctive prints and drawings and small craft items, displayed in art galleries around the world. The community of Pangnirtung is home to a surprising number of internationally recognized Inuit carvers, graphic artists and tapestry weavers.

Printmaking is a Pangnirtung specialty. Every year the Uqqurmiut Centre publishes a series of limited-edition prints. The designs are captivating and ever-changing. How they come to be is almost equally intriguing as a reflection of Inuit society. Annually, every adult and child in Pangnirtung is invited to submit a design on traditional subjects. They receive a nominal sum for each drawing. Hundreds are submitted. A committee selects a dozen of the most compelling drawings and uses them as the basis for a series of finished images. Limited editions of hand-reproduced prints are sold in galleries round the world; the images also appear in a mass-produced annual calendar.

During the filming that July, Pangnirtung witnessed the production of popular culture from opposite ends of a very wide spectrum. At one end were its own talented printmakers, at the other was the visiting Hollywood-financed film crew — but both groups could be said to be part of the “cultural industries.”

Making paper images of Inuit life and legend might seem very far from being an industry. But to succeed, it requires sophisticated production techniques, a financing structure that imposes quality control on the selection of subject matter and a distribution system to market and sell the resulting cultural products worldwide. The same is true for the most expensive form of popular culture, the blockbuster feature film, of which the Bond series is the exemplar. The difference is in degree, not in kind.

But clearly, cultural industries are not evenly distributed around the globe. We start our inquiry into the economics of popular culture, then, by asking why this is so. Why do cultural industries tend to locate in certain places and not in others? Why, in particular, is Hollywood so dominant in the creation of blockbuster movies, and not some other city, like Seattle? Why is a certain sector of the music industry located in Nashville and not Peoria? Why do book publishers congregate not only in particular cities, but on particular streets in cities?

POPULAR CULTURE, it must be remembered, is a team sport. True, some stages of the modern manufacture of cultural products remain comparatively solitary. The initial creator, whether of prints, books, songs or screenplays, may work alone. But bringing his or her product to its eventual audience requires the input of numerous other specialists and considerable sums of money, in addition to the cash value of whatever time the creator has invested.

Take the oldest and most basic mass-produced cultural good: the book. Once written, it is generally edited by someone skilled in a craft quite different from that of original composition. Whether it is to appear in hardcover or paperback, someone with an eye for visual effect must design the front and back covers; designers devote some thought as well to the appearance of the text. Typesetting is no longer the specialized occupation it was in the days of printers’ devils, but even computer-set type profits from a proofreader. Printing and binding are industrial processes that are mainly automated, but the machines that do the work cost millions of dollars and their owners rely on enormous print runs to justify the investment. Once printed, books must be distributed and (authors hope) promoted, tasks that demand further specialized skills.

Much the same process applies to creating a sound recording, with the additional complication that the composer’s work must be brought off the page and transformed into actual music. Occasionally since the advent of digital recording, a musician bypasses this necessity by operating a computer to render files that can be transferred directly to a compact disc. But this is the exception. More often it involves actual musicians with warm bodies and real instruments making melodies in a performance hall or recording studio. If the work is choral or symphonic, these performers and instruments may number in the hundreds. Even a studio recording by a nominally solo artist frequently entails the work of a dozen or more sidemen and session musicians. A specialized sound engineer and producer are also part of the team that creates the finished “master” — the equivalent of the author’s manuscript. The packaging, mass dubbing, distribution and promotion of a commercially released CD all roughly parallel the requirements of book publishing.

Magazines, because they involve so many contributors, fall closer to the complexity of sound recordings than to books, with the additional challenge of meeting recurring and often very tightly timed production deadlines.

Movies and television increase by at least another order of magnitude the team effort and capital needed to make a finished cultural product. A good sound-recording studio can be contained in a closet, and many an album has been laid down in a musician’s basement. Filmed drama or comedies that aspire to commercial release consume vastly greater resources. The staff list for the Degrassi series — modest by North American standards — runs to more than seventy people. A mid-sized feature film may have a cast and production crew — not counting extras, outside suppliers and studio overhead — of several hundred.

They include the handful familiar to most moviegoers or couch potatoes: stars and supporting actors, writers and directors. Others belong to crafts that figure further down the credit list: directors of photography, art and set decorators, casting supervisors, props masters, makeup artists and costume designers. Some have curious titles: grips (in charge of camera dollies and anything else that moves on a set) and gaffers (in charge of lighting and whatever plugs in). Then there are trades that few associate primarily with show business at all: carpenters who construct sets and the painters who paint them, electricians, teamsters who drive the vehicles that carry cast and equipment to and from every unionized location shoot, caterers who keep the commissary stocked. Then there are some whose very existence is unknown outside the business. Continuity supervisors make sure the outfit Julia Roberts wears as she enters a motel from the outside matches what she wears inside, in a scene filmed days later. Stand-ins take the place of higher-paid actors when a scene is being blocked out for the purposes of lighting and camera angles. Wranglers keep track of the whereabouts of all the rest of a sprawling production crew.

Then there are the people who may contribute only briefly, but significantly, to a production: day-players on television series, animal handlers, providers of vintage automobiles to period pieces, stuntmen and stuntwomen, voice coaches, special-effects creators. Still others begin their role only when principal photography ends: film editors, composers, post-production supervisors.

For a film or television show to romance an audience and meet its timetable and budget (at least as important to the producers backing it), every one of those many people must perform to at least a minimal standard of competence. To lift a show above the noise, a significant number must perform at a level well above the merely competent. It will not suffice for only the star to sizzle, the director to know her craft or the script to be well constructed. All the parts must work well on their own and, ideally, even better together.

Prints and books are by far the cheapest cultural good to produce; filmed entertainment is by far the most expensive. Books, requiring fewer inputs, are also the easiest to produce to a competitive competence. Scripted film or television drama (even more than comedy) is correspondingly the hardest to “get right.”

Access to the many and varied skills required for these team efforts implies a corollary condition: that each specialist enjoys enough work to stay in business and keep in practice. If lighting designers cannot make at least a minimal living, they will eventually be forced to find other work. If they cannot work often enough, their skills will atrophy or at least fail to develop. Their contribution to whatever production they do work on will likely fail to achieve the necessary minimal standard, pulling down the collective result — however skillful the other contributions to the common effort may be.

These multiple skills also cost money — frequently exorbitant amounts of it. Taken together, the subjective requirement for hot talent and the concomitant need for cold cash have a major bearing on where cultural industries locate.

Economists like Michael Porter — who pioneered the notion of “cluster theory” — have articulated the market mechanisms that encourage industries to coalesce in certain places. They would call the locally concentrated critical mass of available work and available crew a “thick market.” In thick markets, there is enough regular work to support many providers of each specialty, whether they be book editors, sound engineers or set dressers. As a result, when producers undertake a new project, they have a choice of suitably skilled workers to select from.

Thick markets of specialized suppliers tend to have a wealth of relevant “back and forth linkages” — a broad supply of many specialties. Hence producers of complex creative goods such as filmed entertainment can find not only all of the varied specialists they require for a given project — set dressers, grips and gaffers — but also a choice of suppliers of any given specialty.

A related mechanism in the formation of industrial clusters further illuminates why many creators congregate in particular places to produce the complex products of commercial culture. This is the effect first noted by the classical economist Alfred Marshall more than a century ago. He suggested that industrial districts arise in part because of “knowledge spillover.” Although Marshall was never able to model the phenomenon in mathematical terms, he believed propinquity encouraged an informal but economically significant exchange of trade information. As he put it: “The mysteries of the trade become no mysteries but are, as it were, in the air.” A non-economist might think of it as the propensity for people in the same business to talk shop in social situations or the value of networking. Cheekier analysts have identified it as “that constant and necessary industry database known as gossip.”

The spillover effect goes beyond the direct participants in creative enterprise. It embraces those satellite activities that, while not strictly necessary to the production of cultural goods, nonetheless support, serve or exploit the producers. They include managers and agents who represent authors, actors, musicians and sometimes other in-demand craft specialists; concert promoters and impresarios; contract publicists who hire on to individual productions or concert tours; book, music and film reviewers; trade journalists and the publications that employ them; celebrity scribes and paparazzi photographers. For this demimonde, proximity is the key to access, and access next to godliness.

The requirement for a sophisticated production infrastructure and the impact of knowledge spillover go far to explain why cultural industries tend to agglomerate in only a few centres. But another factor also contributes powerfully to this result, one unique to the field of cultural industries: the “A-list” effect.

The phenomenon was first observed in the field of performing arts, where it is also referred to as the superstar effect. The emergence of a small number of supernova performers, it is theorized, has less to do with their talent than with other factors. Most consumers have difficulty remembering more than two or three names in any specific performing genre, but thanks to recording media they can select those few from a global talent pool. The social benefits derived from discussing well-known artists with friends may exceed the solitary pleasure of appreciating a less-known performer even if she is more talented. All these factors lead demand to concentrate on a few select artists (the A-list) in each field of popular culture. Thus, very small differences in innate ability may result in very large differences in popularity and incomes.

OVER THE DECADES, various cities have been centres of critical mass and cluster economies for different forms of popular culture. Vienna at the end of the nineteenth century was such a centre for classical music and opera. London of the same era was a centre of staged entertainment and book publishing. By the mid-twentieth century, New York had eclipsed London on both counts, and it remains today the English-speaking capital of the musical stage and America’s epicentre of publishing and television news media. In its somewhat smaller universe of country music, there is only one Nashville.

But no production capital of any contemporary cultural genre comes close to rivalling the dominance that Los Angeles exerts over moviemaking. Los Angeles County (which embraces Hollywood and Burbank as well as the eponymous city) is the undisputed nine-hundred-pound gorilla, the original King Kong (it invented the metaphor) of filmed entertainment. Vienna in its day served Europe. London served the Empire. Nashville serves North America. L.A.’s celluloid fantasies light up the entire planet. “To be on the same playing field with everyone else,” Canadian actor Eugene Levy tells aspiring thespians, “you have to do it in L.A., because that’s just where it happens.”

Although the numbers go up and down, American movies have typically commanded 80 per cent (and often much more) of world big-screen revenue; U.S. television fiction programs a 70 per cent share. Seventy per cent of the filming happens in Los Angeles, ten times the amount done in the next-largest U.S. centre of New York City and six times the combined production of the next four English-language countries with film industries — Canada, the United Kingdom, Australia and New Zealand.

Why does Hollywood rule the field of blockbuster films? The answer, like movies themselves, turns out to involve a little bit of light, some more luck and a lot of money.

The first moving pictures, like the first audio recordings, came from the prolific laboratory of Thomas Alva Edison. Viewers peeped into a darkened box to watch a few seconds of moving images with limited plot. One snippet showed a mustachioed gent taking a pinch of snuff and sneezing, another a ballerina twirling once. Nonetheless crowds flocked to Edison’s first “kinetoscope” parlour, opened in 1894.

A kinetoscope could entertain only one person at a time. Auguste and Louis Lumiere soon overcame that hurdle. The French brothers exhibited the first projection film in 1895. Within a decade, theatres across Europe and North America were showing newsreels and short movies. But lawsuits among competing holders of patents for various aspects of film production hampered the nascent industry’s development. The deadlock broke in 1908, when major holders pooled their patent rights — and promptly began buying up film distributors in an attempt to take control of the entire cinematic value chain.

Until then, the critical advances in film had all taken place on the U.S. east coast or in Europe. But the Motion Picture Patents Co.’s predatory attitude produced an unintended consequence. It sent many talented early moviemakers fleeing to California, as far as possible from the company’s reach.

That was not the only reason to locate in southern California. The bright, dry weather was good for exterior shooting, and unions had yet to organize local film labour. On such attributes early producers laid the foundations of modern Hollywood. William Fox created 20th Century–Fox; Carl Laemmle founded Universal; Marcus Loew assembled Metro-Goldwyn-Mayer (MGM) and Adolph Zukor became the controlling figure at Paramount.

The introduction of talking pictures, followed by the Great Depression, badly shook the studios. The original moguls were forced to turn to eastern bankers to finance the conversion to sound. In return, the financiers demanded a brutal industry restructuring that left five companies in control of Hollywood: Warner Brothers, RKO, 20th Century– Fox, Paramount and MGM.

It may have hurt, but it also ushered in a golden age of studio profitability. In-house writers, full-time crews and contract players sustained a continuous production line of comedies, dramas and musical spectaculars. Subsidiary distributors fed their output to captive chains of movie theatres. “Stars” had glamour but no freedom: multi-year contracts obliged them to make whatever movies the studios dictated with little liberty to demand higher pay. The handful of theatres the studios did not own had no more leeway: coercive block booking obliged them to exhibit anything the studio sent them, the turkeys along with the hits. Studios could, and did, manipulate every transaction from the conception of a film to the final credit-fade onscreen for maximum return.

It was a picture too perfect to escape challenge for long. In 1938, exhibitor complaints against block booking prompted the U.S. Department of Justice to initiate an anti-trust investigation. Sparring continued for a decade, distracted by war. But in 1948, the U.S. Supreme Court finally heard the case. Its ruling, which came to be known as the Paramount Decree after the lead defendant, ordered the studios to give up ownership of exhibitors and foreswear block booking. Impressively, the decree would hold for five decades.

But like the Great Depression’s earlier blow, the Paramount Decree proved a lesser shock than did a concurrent revolution in technology. Once it had been talkies. At mid-century it was television. “The public,” as Richard Caves puts it, “could now enjoy B-movie entertainment at home, at no marginal cost and in the company of a six-pack and an undershirt.”

Television triggered a transformation in Hollywood far more sweeping than the reorganization of the 1930s. The studios’ in-house production model of permanent stars, writers and crews dissolved. Within a decade “the Majors,” as they continued to be called, reduced their ongoing activity to the three functions that would most reliably preserve their earnings: financing and distributing new movies, and managing the rights to their libraries of existing ones.

The actual making of films atomized into a freewheeling business of one-off deals. Entrepreneurial producers secured scripts, packaged “talent,” hired crews from the pool of newly independent (and frequently unemployed) craft specialists and brought them all together — often on sound stages rented from the majors — just long enough to complete a production. The new model sharply increased the value of personal contacts. Work as an actor or screenwriter or lowly third grip relied more than ever on wide informal networks of personal acquaintance, keeping a close ear to the grapevine and “being there” at the right moment.

But none of this posed a challenge to Hollywood’s title as the capital of big-budget moviemaking or as the production centre for the emerging new medium of series television. Indeed, quite the opposite happened.

Martin Dale has described the neural system by which major studios “green light” a project in these terms:

The Majors directly employ 15,000 people in their film divisions and provide work for another 150,000, but commissioning rests in the hands of the studio chiefs. The “genius of the system” is the wider editorial apparatus that exists in Hollywood. There is constant dialogue between the senior studio executives, the top agents, the leading producers and the star talent which determines which projects feel “right” or not. This is a community of around 200 top “players”…

“The business is all about relationships with talent,” says one agent. “You learn to quickly form an opinion — is someone still ‘in the business’ or not. People can disappear overnight”… The top 200 players are divided into a series of fiefdoms which coalesce around each studio and the main agencies. But each fiefdom has feelers which stretch throughout the movie colony. There is constant feedback… 

As a result, “cluster” dynamics, “knowledge spillover” and the A-list effect have all continued to reinforce Hollywood’s unique critical mass. So long as the “green light” (financing for particular projects) stayed in Hollywood, then the A-list talent would also hover there, hoping for a positive nod and hiring agents to push for the next deal. The heart of the producers’ task is to marry talent and financing, so producers too must go where the green lights are.

In a classic feedback mechanism, the converse also applied. As long as the talent and agents bringing proposals stayed in Hollywood, then the green-light mechanism also had to stay there, so as not to miss out on the next blockbuster package. The networking involved in the new Hollywood was omnipresent and inexorable. To be part of the network, one had to “be there.”

The result is that despite the institutional collapse of the studio system in the 1950s, the locus of decision-making never strayed from Los Angeles. The strict corporate camps of the studios may have blurred into the looser affiliations noted above. But, if anything, Hollywood’s primacy only increased.

A measure of the forces at work is the insignificance of the changes that occurred when foreign owners bought some Hollywood studios. Even when Japan’s Sony bought Columbia, Australia’s Murdoch bought Fox, and Canada’s Seagram and later France’s Vivendi bought Universal, the decision-makers for their film projects stayed firmly in Hollywood. They had no choice; that was where the A-list talent was. As expanding budgets raised the sums at risk and production packages predominated, the pressure to make decisions in Hollywood only increased.

The dominance of Hollywood is not due solely to the cluster effect. A number of other factors also contribute: the majors’ control of theatrical distribution, the barriers to entry arising from the unique risk–reward ratio of popular culture and the advantages that arise from wielding price discrimination in different markets. Each of these factors will be explored in later chapters.

What is not in question is that once Hollywood achieved critical mass, it was never eclipsed. It remains the undisputed centre of production and distribution of the blockbuster film. According to figures from the Motion Picture Association of America (MPAA), which represents major studios, 543 movies were made in the United States in 2002. Of those, MPAA members released 220. Significantly, that number included virtually all of the 50 titles that managed to gross more than $20 million in domestic (which, for the MPAA, includes Canadian) box-office in 2002 was a record US$9.5 billion.

IF THESE DYNAMICS are real and independent of any magic potency in the southern California water or genetic pool for talent, they should also be observable in other countries.

As, indeed, they are.

Two world wars and an economic depression shattered Europe’s moviemaking infrastructure, along with much else. But eventually Europe did rebuild. In the 1950s and 1960s, Rome and Paris became centres of production for directors like Francois Truffaut, Jean-Luc Godard and Federico Fellini, who cast A-list stars like Sophia Loren, Marcello Mastroianni and Catherine Deneuve in movies that drew significant foreign audiences. In the same era, Italy pioneered a production form later to be harshly criticized in Hollywood as the “run-away” — standing in for the American frontier in a series of “spaghetti Westerns.” Britain sustained a critical mass of production centred in London.

In the past quarter-century, a handful of additional film and television production clusters have developed. A few emerged organically, mainly where large domestic audiences speaking languages other than English constitute markets that Hollywood is ill-placed to satisfy. Active production centres in India and Hong Kong are examples. By 2000, the almost-800 films made annually in India surpassed the number shot in the United States. Hong Kong makes fewer — 133 in 2000 — but exports them to audiences in the rest of southeast Asia, Taiwan and South Korea. Japan exports few feature films, but its animated productions are widely viewed abroad. Lesser known is Nigeria as a production centre for direct-to-video feature-length movies that circulate widely in the rest of Africa.

Where large linguistically and culturally distinct domestic audiences have not existed, governments and filmmakers have still sought to create conditions in which film and TV production might coalesce into a critical mass. Screenwriters, directors and actors in many countries, including Canada, Britain and Australia — and, for that matter, in U.S. states such as North Carolina and Texas — have wished to make films on their own physical as well as cultural turf. Policy-makers are lured by the millions of dollars and thousands of jobs that keep the movie-making machine turning over. In Europe, Latin America and the non-U.S. anglosphere, substantial efforts and significant public resources have been invested in various attempts to trigger self-sustaining creative clusters.

That Hollywood remains Hollywood should not be taken as proof that those efforts have failed. The undertaking is a complex one — as is any attempt to assess its success.

To begin with, the critical mass necessary to support a viable cultural industry clearly depends on the product in mind. For some products, like blockbuster films, a large industrial infrastructure may be necessary. But for others, like the production of Inuit prints, sound recordings, or the publishing of books, it is a different story. Authors of literary fiction can live anywhere (although their agents must stay close to the “green lights” at publishing houses). High-quality recording studios can be found in most major cities (and, indeed, in many smaller ones).

Audiovisual products uniquely require an especially elaborate infrastructure. But even there, opportunities may exist to diversify centres of production. To begin with, the talent required to produce films has much in common with that for television drama. Measures to support the accretion of a critical mass in television production may thus also have a positive impact on film.

Moreover, certain categories of audiovisual production can support distinct clusters: documentaries, for instance, or animation. A critical mass of schools, talent, production facilities and access to financing can create a self-sustaining industry in these sub-genres even where large-scale dramatic features may be out of reach.

The Canadian experience here is particularly telling. In the past two decades, government policy has succeeded in creating audiovisual production clusters in three Canadian cities: Toronto, Vancouver and Montreal.

Prior to 1984, independent film and television production essentially did not exist in Canada. State-owned corporations (the Canadian Broadcasting Corporation, the National Film Board and the Canadian Film Development Corporation) dominated the very limited amount of dramatic production. A brief foray into tax-incentive financing for feature films had ended disastrously in the late 1970s. But in the mid-1980s, the government introduced a carrot (a federal subsidy for independent Canadian drama) and a stick (a regulatory requirement that private broadcasters air new Canadian drama). With this combination, an industry gradually came into being.

Over the next fifteen years, thousands of hours of drama were created. A critical mass of audiovisual infrastructure emerged to produce the new programming. And as that programming steadily improved in quality, a fortuitous event occurred. The Canadian dollar declined relative to the U.S. dollar, until by the mid-1990s there was a 35 per cent differential. (In 2003, the Canadian dollar strengthened and reduced the differential to only 25 per cent.)

The result was that Canada suddenly became not only a centre for its own dramatic production but a lure for foreign-location shooting. The major Hollywood studios commissioned and financed productions in Canada for the same reason that Italy had once been a popular location to make spaghetti Westerns: the combination of skilled crews and (comparatively) low costs.

By the mid-1990s, Toronto, Vancouver and Montreal could each claim to have achieved the critical mass of many specialists necessary to modern filmmaking. A trade digest of production service companies and talent agencies in Vancouver runs to 432 glossy pages, covering everything from animatronics to wrap-party venues. The producers, cast, day-players, writers, publicists and suppliers who make Degrassi are among more than 46,000 people who work in filmed entertainment production in Toronto (compared with 60,000 in New York).

As moviemaking entered its second new century, Vancouver and Toronto were internationally significant producers of filmed entertainment. In a study by Roger Martin, dean of management at the University of Toronto, that city was identified as the world’s second-largest exporter of television programming. Between 1998 and 2000, according to a 2002 report to California’s state legislators, Vancouver and Toronto together “produced more MOWs [movies of the week] than the U.S. [and] captured nearly half of all MOWs shot worldwide.”

The combined value of audiovisual production in Canada reached C$5.1 billion in 2002, consisting of $3.3 billion in Canadian production  and $1.8 billion in foreign-location shooting. Included in the latter total was the 2003 Academy Award winner, Chicago, filmed in Toronto.

It is worth putting those numbers in perspective. The combined value of production in all three Canadian centres about equals that of New York City — and was less than one tenth of Hollywood’s output. But it was a remarkable achievement nonetheless.

Moreover, it was one for which the tool kit of cultural policies deployed by a succession of Canadian governments could take substantial credit. Researchers who studied Toronto alongside fourteen other media centres in Europe, North America and southeast Asia concluded: “This unusually comprehensive policy framework, enacted by senior levels of government in Canada out of a long-standing concern to promote home-grown culture, has almost single-handedly nurtured the development of Toronto’s entertainment, media and publishing cluster.”

BY THE TURN of the century, the original city of celluloid dreams had begun to take note of its rivals’ success. Even though production spending and employment in Hollywood continued to climb, craft unions in particular seethed at the notion that work that might have been done there was instead going to Toronto and Vancouver. A succession of studies and reports sought to document what many in Los Angeles viewed as predatory Canadian subsidies designed to lure “runaway” productions north. The most exhaustive of those attempts — including the 2002 study done for California — failed to find any evidence that the state was at risk of slipping from the pinnacle of the A-list of filmmaking locations.

Unnoticed in Los Angeles was a fact that to Canadian film and television creators was especially ironic. At the same time that California’s unions bemoaned the loss of “runaway” productions, their northern counterparts were experiencing a precipitous decline in the shooting of scripts actually written in or about Canada. Meanwhile the roster of allegedly runaway features and MOWs all had one thing in common. Most creative inputs (the “above the line” talent that includes screenwriters and directors as well as stars) and all of the money still came from only one city — and it was neither Toronto nor Vancouver. For anyone hoping to make a film for $15 million or more (entry level for a commercial feature with a “name” star), only one road led to a green light: Hollywood Boulevard.

The studios may be shooting more projects in lower-cost foreign locations than before. But deciding which films get made is still done where it has always been, where the A-list talent and top film executives who are able to approve such projects live.

This may be entirely acceptable if you are an American filmmaker. But for creators from other countries, the implications are daunting.

Credit where it is due: Hollywood has long been a magnet for the best and the brightest of the world’s filmmaking talent. Spokesmen like Motion Picture Association of America chief executive Jack Valenti are fond of citing this fact in adopting the language of cultural diversity. As an industry based on ideas and entertainment, Valenti and others claim, Hollywood moviemaking is open to the “best” from every culture.

But this claim is disingenuous. The real Hollywood vision is, rather, to see other countries as farm teams feeding talent to the majors. The talented foreign creators brought to Hollywood rarely make films about their own countries or backgrounds. Rather, they are hired to make the movies that Hollywood’s decision-makers believe will do well — first in U.S. theatres and second as products for export. There is a big difference. Simply put, filmmakers who work on Hollywood’s dime make Hollywood’s movies (and it would take a dedicated filmmaker abroad to resist the dollars Hollywood can offer).

That being said, there is a bright side to the Canadian experience. Despite reverses and disappointments, Canada has shown that once a critical mass of skills, service companies and domestic financing is created, local television drama that speaks to a country’s stories and experiences can be made successfully. And while it may not be possible to make successful big-ticket films without Hollywood’s affirmative nod, it is entirely possible to make successful smaller films that have cultural specificity.

THIS CHAPTER OPENED with the contrasts generated when a Hollywood-financed production spent tens of thousands of dollars to film a twenty-second action sequence near Pangnirtung on Baffin Island. Twenty-five years later, a more interesting intersection between the film industry and the world of the Inuit took place just west of there.

It happened over the summer of 1999, in the tiny community of Igloolik. Director Zacharias Kunuk and an all-Inuit cast shot the first feature film ever produced in their own language. Called Atanarjuat (The Fast Runner), the film was a three-hour epic based on Inuit legend, shot in digital video in the High Arctic, then converted to 35 mm film in Vancouver. The story, shown with English subtitles, featured the same themes of nature, shamans and magic that populate the world of Inuit art exemplified in the Pangnirtung prints.

This time, the whole production was conceived, created and produced in the North. Financed in part by the National Film Board of Canada and in part by anticipated licence fees from Canadian pay-television services, the “green lights” for the film came not from Hollywood but from within Canada. The budget for the film was $1.9 million. And because the production used digital video instead of film, there was no need to send the rushes south for processing, as was necessary with The Spy Who Loved Me.

Atanarjuat met the same challenge all small-budget films do: its distribution to theatres around the world was problematic. But wherever it did reach the screen, critics raved. The Inuit epic won the Camera d’Or for best first feature at the Cannes film festival in 2001. “Not merely an interesting document from a far-off place,” said The New York Times, “it is a masterpiece.”

It is a masterpiece, however, that proves less about what it is right with Hollywood than about what is necessary in the tool kit of public cultural policy. This will become more evident in the chapters ahead.
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CURIOUS ECONOMICS

IN ANY STUDY of this type there is some spinach — a portion of the meal distinguished more by its nutrition than by its flavour or texture. This is it.

In coming to understand how markets determine what we watch, read and listen to, we must focus on a handful of quite specific and unique economic characteristics of those products. The following chapters will show how those characteristics play out in the limelight and backstage of movies, television, recordings and books. There will be sizzle and steak to come. But those courses will be easier to follow and enjoy if we first acquire a concise familiarity with each of these characteristics in the abstract. That is the purpose of this chapter. It is brief and concentrated, and, as Popeye found, it will fortify us for the adventures to come.

The last chapter discussed how intangible inspiration, skill and hard money affect the decisions regarding where cultural products are made. It noted that the creation of film, television programs, books, magazines and sound recordings tends to concentrate in centres that attract a critical mass of talent and support. Their production exhibits “cluster effects” enhanced by “knowledge spillover” and an “A-list factor” that gives a few individuals disproportionate clout.

We turn now to the question of how such products, once made, behave in the marketplace. What attributes mark their distribution and sale? Do books and movies, music recordings and television shows behave in accordance with the same laws of market influence and outcome as other commodities? Or do the interests of vendor and consumer play out differently for cultural products than for more tangible and interchangeable goods — a car, a cup of coffee or a box of detergent?

Some might consider these questions extraneous. Of course there is a difference between culture and other products, they say. Films, books and music express ideas and tell stories; they inform and entertain. Ordinary commodities, like cars or detergent, are by contrast essentially utilitarian. They perform a useful function but do not contribute to intellectual discourse.

It is obvious that cultural products do provide something quite different from ordinary commodities. Popular books, music and moving images give voice and expression to our souls, psyche and identity. Not even all the advances of psychometry and behavioural genetics have yet produced reliable means to measure these values — let alone render them into monetary units of exchange. It is understandable therefore that economists find them difficult to discuss and are inclined to dismiss as irrelevant public policy that wishes to focus on the value of the ideas embedded in cultural products.

Yet, clearly, cultural products are also bought and sold. They respond to forces of supply, demand and competition. There is, inarguably, a true and vital marketplace of cultural products.

So an essential question remains. Do cultural products perform in the same way as ordinary commodities in the marketplace? Or do they have some unique attributes that call for a different approach to regulation or public policy than might be appropriate for ordinary goods and services?

At a time when the field of economics has ascended to a place of primacy as the standard for judging public policy, these are crucial questions. This is all the more true given that an uncompromisingly economic paradigm frames the ongoing effort by the multinational companies in the entertainment business to seek rules that would bring international commerce in cultural products under the ambit of trade agreements. (We will have much more to say on this subject in Part Three).

The economics of the arts have been much studied. A number of treatises and some academic journals are devoted to the subject. But oddly enough, until recently, comparatively little expert attention has been directed at the economics of popular culture. A major contribution appeared in 2000, with the publication of Richard Caves’s monumental work, Creative Industries, the first comprehensive attempt to analyze how creative activities are organized and why deals and contracts among their participants are structured as they are. More recent studies have further advanced understanding of what The Economist has called “the curious economics of the business.”

This chapter lays out in concise terms the key economic attributes of cultural products. It provides a conceptual framework for understanding how the market for popular culture is different from that for conventional merchandise. The three chapters that follow trace the activity of these attributes in the real world of domestic and global cultural production and distribution. They will show how the concepts work in practice.

To assist in this analysis, Table 3.1 identifies a number of key differ-ences in attributes that distinguish cultural products from ordinary commodities. Some of these differences apply only to certain cultural commodities. Or they may apply with greater or lesser force, depending on the product. Equally, a handful of non-cultural products — toys, pharmaceuticals and software — share one or two of these differences from other more conventional goods. Still, most of these differences are generally true for the great majority of cultural products. Collectively, they provide a framework for the analysis to follow, and they amply demonstrate that in fact as well as presumption, cultural products are significantly different from widgets.

TABLE 3.1: Why Cultural Products Are Not Like Ordinary Commodities 

	Attribute	Ordinary Commodity	Cultural Good or Service
	 	(e.g., Car, Detergent)	(e.g., Book, CD, TV Broadcast)
	Nature of Product	Serves utilitarian purpose	Communicates ideas — information
	 	 	or entertainment
	Nature of Production	Assembly line; each unit	Expensive one-time process; creates
	Process	requires significant resources	intellectual property that then
	 	 	can be cheaply stored, duplicated
	 	 	and delivered
	Marginal Cost of Unit	Significant	Insignificant
	of Product	 	 
	Predictability	Demand largely predictable	Difficult to estimate demand in
	of Demand	month after month	advance of incurring cost
	Substitutability	Large degree of substitutability	Limited substitutability; product is
	 	with competing brands	perceived as unique; copyright law
	 	 	protects monopoly on each title
	Time Line of Demand	Demand for product continues	Demand falls off sharply after introduction
	 	indefinitely until next product	of the product and when next
	 	cycle (measured in years)	product replaces it (measured in
	 	 	weeks or months)
	Who Determines	Ultimate consumer	Ultimate consumer in the case of
	Demand	 	books and movies within the choices
	 	 	made by gatekeepers; advertiser in
	 	 	the case of magazines and commercial
	 	 	broadcasting; cable or satellite
	 	 	gatekeeper for niche broadcast
	 	 	channels
	Setting the Price	Non-discriminatory;	Within markets is often set at a
	 	arbitrage precludes market	conventional “going rate”; between
	 	differentiation	markets is discriminatory (by market,
	 	 	nature of use, and time line of use);
	 	 	copyright law permits unlimited
	 	 	subdivision of markets
	Pricing Latitude	Dependent on competitive	Marginal cost is insignificant,
	 	forces of demand and supply;	and pricing of cultural products can
	 	constrained by significant	be highly discriminatory between
	 	marginal cost and nondiscriminatory	markets
	 	pricing	 
	Nature of Consumption	Each unit of product is consumed	Original intellectual property is
	 	and is not available	not consumed but can be made
	 	to others	endlessly available; “public good”
	 	 	attributes
	Time Line of	Continual advertising over	Intense advertising at time of introduction
	Advertising	many years to reinforce brand	of product before it is displaced
	 	 	by next product

NATURE OF PRODUCT 

The first attribute to note is the most apparent — namely, that the basic nature of a cultural product like a book or a film is to communicate ideas and emotions, whereas an ordinary product serves a utilitarian purpose. Of course, even ordinary products like cars or soap frequently attempt to convey emotional overtones in marketing and branding. There are also commodities that are not, strictly speaking, utilitarian — gourmet food, lingerie and perfume come to mind. But even these products serve their purpose in their material form, be it a slice of foie gras or frilly lace. In general, the value of a cultural product is mostly in its symbolic or representational content, not its physical form or utilitarian attributes. It is, in that sense, a product that is experienced (or an “experience good”), rather than one that is conventionally consumed or employed for some subsidiary purpose (such as a hand tool or an appliance).

Because they work with ideas and emotions, the creators of cultural products are frequently driven by motives that are not purely profit-seeking. This “art for art’s sake” principle may result in works that satisfy the creators’ own aesthetic choices but do not attract popular demand. It is also one of the reasons for a persistent, universal and in conventional economic terms inexplicable oversupply of creative products, far exceeding demand. Later, we will see how this leaves consumers to struggle in the cultural marketplace with a “too much information” effect.

NATURE OF PRODUCTION PROCESS 

This difference between cultural products and ordinary commodities is critical. Cultural products typically involve an expensive, time-consuming but one-time process of creation, in which almost all of the cost is incurred to make the first or master copy. That process is often a “one off” effort by a team of workers brought together specifically for that project. The film industry in particular involves the creation of expensive prototypes that require huge initial expenditures. But whether the product is a feature film, a television program or a sound recording, the process creates intellectual property embodied in the master copy (nowadays sometimes reduced to a digital bit-stream) that can be cheaply stored, duplicated and delivered. The master copy is never consumed. At the same time, that large initial production cost cannot be avoided. As economists would say, it has been “sunk” — regardless of whether buyers emerge for the product or not.

By contrast, an ordinary commodity like a car or a box of soap is produced in many copies on an assembly line. Significant capital-intensive resources are required to produce each unit, and each copy consumes a more or less significant amount of new raw material (less in the case of a box of soap, more in that of a BMW). Correspondingly, however, producers of conventional goods can cut their losses and cease making a product for which a market fails to appear.

MARGINAL COST OF ADDITIONAL UNITS 

Once the master copy of a cultural product is created, making additional copies incurs an insignificant marginal cost. A copy of a $100 million feature film can be produced on VHS or DVD for less than a dollar. The manufacturing cost of a hardcover book, which may have taken a year or more for a creative team to write, edit and design, is less than three dollars for an additional unit. For mass-market paperbacks, magazines or sound recordings, the marginal cost of an additional unit is typically less than twenty-five cents.

Conventional commodities — such as the player for that DVD or VHS recording — require additional raw materials and frequently complex pre-manufactured sub-components. They need sophisticated continuous capacity for production, assembly and packaging. As a result, the marginal cost of each additional unit of a conventional product is significant. (Pharmaceuticals and software are two non-cultural products that share the distinctions of high initial “sunk cost” in development and minimal “marginal cost” of producing subsequent units for sale.)

NATURE OF CONSUMPTION 

When an ordinary commodity is sold, it is consumed and is no longer available to anyone else. A loaf of bread sold to one person cannot be sold to another as well.

In contrast, a cultural product has value not for what it is, but for the experience it conveys. The mere conveyance does not consume the original source of that experience — the master copy. It can be endlessly conveyed at insignificant marginal cost to any number of additional consumers. In that regard, intellectual property is often described as a “non-rival” good, in the sense that its use by one person (or firm) in no way limits its use by another.

PREDICTABILITY OF DEMAND (“NOBODY KNOWS”)

Most ordinary commodities operate in a market in which demand is to some extent predictable. In many cases, the need for the same product keeps recurring as older units are consumed. At the same time, having consumed a product once, consumers know what to expect and, if it was satisfactory, can be confident in ordering it again. Repeat consumption also makes it possible to contribute further to predictable demand by advertising a brand continually over time.

By contrast, each cultural work is unique. Each consumer can judge the work’s merits only in the consumption (watching the movie, reading the book). As a result, the demand for any proposed cultural product is extremely difficult to predict in advance of incurring the cost of its creation. One of the most-quoted aphorisms describing Hollywood, coined by screenwriter William Goldman in Adventures in the Screen Trade, reminds the unwary that “nobody knows anything.”

The risk factor in launching new works of popular culture is impossible to overestimate. Simply put, the great majority of cultural products do not succeed: few people buy the CD or watch the movie, and the investment in the creation of the intellectual property is not recouped. Adding to the risk is the blunt fact that research and pre-testing are notoriously ineffective in the realm of popular culture. Until audiences actually experience a creative product, it simply cannot be evaluated. In advance of the actual release of the title, nobody knows.

This was dramatically confirmed in a study published in 1994 on the selection of television drama series by the U.S. commercial networks. Despite the use of a number of indicia (for example, well-known talent, track record of the creators, focus groups) in deciding which pilot series to select for the season’s schedules, none of those indicia had any statistical ability to predict which series would actually succeed.

In discussing this matter, a distinction must be drawn between demand for a particular title — typically unpredictable — and aggregate demand for all cultural products of a particular kind, which is fairly stable. Thus, analysts studying the movie industry, the recording industry or the publishing sector can often develop accurate predictions for total box-office admissions or overall unit sales. Similarly, the average number of hours devoted to television viewing has remained surprisingly constant. What is harder to predict in advance of release is which title will be wildly successful in obtaining sales or viewers and which will fail.

NO SUBSTITUTES 

Ordinary commodities operate in markets that have a large degree of substitutability among competing products. Because those products fulfill a utilitarian function, different vendors can compete head-to-head with different brands that perform essentially the same function. Patent laws aside, it is very difficult to protect an ordinary commodity from the entry of a competitor, whether a new player in the market or the launch of a store brand.

In contrast, cultural products are infinitely variable. Each movie or book title or sound recording — even by the same artist or creative team — is perceived as unique. Copyright law protects this uniqueness by prohibiting the unauthorized distribution or sale of copies of a particular title, effectively reserving the market for that title to its exclusive owner. Even within a subject-matter niche, like books for children, individual titles are distinct and unique, as parents familiar with the appeal of Harry Potter can attest if they have ever tried to foist an alternative title on their children.

This monopoly quality of each artist and unique work may be thought of as the “no substitutes” rule. It explains why some artists make such large “rents,” as economists would have it, and others starve. If you are Brad Pitt or Celine Dion or Oliver Stone, no one else is. Similarly, if you have written The Handmaid’s Tale or “G” is for Gumshoe, these are the only versions of those stories that exist. If audiences develop a taste for the “cultural good” you uniquely create, you are the monopoly supplier of that good and able to demand a monopolist’s premium for making it available.

The distinctiveness of cultural products also means that the demand for each title is to a large extent independent of the demand for other titles. Someone who has just purchased a pair of running shoes is unlikely to purchase another pair until the first pair has worn out. Someone who purchases a romance novel is very likely to purchase a second romance novel and a third.

One of the features contributing to the uniqueness of cultural products is the fact that they are often culturally specific — with references rooted in a particular society or country. This adds to their diversity. It also results in those titles being more likely to be popular and successful when they are marketed in the society to which they refer. However, those same titles then typically suffer from a “cultural discount” when marketed in other countries where the cultural references do not have as much resonance.

DECAY TIME OF DEMAND 

The demand for many ordinary commodities continues indefinitely. For staple products like flour, sugar or beer, it may continue forever. For manufactured products like cars, demand continues at least until the next product cycle, which is typically measured in years.

The products of popular culture behave quite differently. Each title has its brief moment in the sun. Then within weeks or at most months, the consumer moves on to the next entertainment or informational experience. Certain cultural products like magazines and romance paperbacks have this decay factor built right into their business plan: at the end of the month, unsold copies of the current issue are ruthlessly removed and replaced by the new issue, with a new cover and all-new features. The decay time for news and sports programs is even more dramatic; there is little or no market for a day-old news program or a sports event that is not “live.”

There are some exceptions: the demand for some cultural products can extend beyond their first appearance. Movies in theatres can have an afterlife in home video and television, giving rise to the value of film libraries. Books that turn out to be bestsellers or classics may stay in inventory and form part of a publisher’s backlist. But for almost all cultural products, demand falls off sharply soon after their first introduction. For most, it drops almost to zero. Toys are an exception on the other side of the equation: they are a conventional tangible product that also frequently suffers rapid “decay time” in the marketplace. On the other hand, toys may also be considered simply another variety of cultural product.

WHO DETERMINES DEMAND 

It’s said that the customer is always right. In most marketplaces for conventional commodities, the consumer is the active agent of the choice to buy. From the car lot to the coffee shop, the customer is king.

Consumer sovereignty is a good deal more restricted when it comes to cultural products. The marketplace for popular culture is largely dominated by “gatekeepers,” “chokepoints” and “tastemakers,” who decide (nominally on the consumers’ behalf) which products get shelf space and which will be excluded from audience consideration. To give the most oft-cited example, commercial television broadcasters choose what programs will appear on their schedules; radio stations select a fraction of the available recorded music to air. But since they are focused on selling advertising, their choices tend to reflect only the preferences of the demographic desired by advertisers, not the preferences of all viewers. Moreover, as we shall see, the pursuit of profit margin over audience size (two quite different elements in a broadcaster’s calculation) can easily produce the anomaly of a less popular program airing in place of a more-popular one. Maximizing profit may also preclude programming that serves a public interest in, for example, educational programs for children or a fully informed citizenry.

Similarly, cable or satellite television companies that decide what specialty or pay channels are available for purchase and how they are packaged may have other agendas in mind besides maximizing the number of viewers of a particular channel.

Gatekeepers are just as omnipresent in determining the contents of bookstores, cinemas and the racks of magazines and paperbacks in mom-and-pop variety stores. Since there are always far more titles available for exhibition or display than there are shelves (or screens or airtime) to display them, some pre-selection is almost unavoidable. But gatekeepers at best make imperfect proxies for consumer demand, and they often reflect conflicting interests.

PRICING 

One of the most compelling differences between cultural products and other commodities is the latitude for “price discrimination” — the ability to set prices differently for different markets, independently of the cost incurred. In most ordinary commodities, the significant marginal cost of producing each additional unit effectively sets a minimum floor for the price of the product. With open competition, prices for equivalent brands will tend to settle out at that marginal cost. Since one commodity can substitute for another, arbitrage will take place if major price differentials appear between different markets.

But these constraints are ineffective against cultural products. Suppliers cannot price their creative products at marginal cost, since that is close to zero. Pricing on that basis would never recover the onetime cost of the master copy. To recover that cost and maximize return, the owners of the rights to the product carefully segregate their markets and price their products on a highly discriminatory basis between each market.

Within particular markets, retail prices for cultural products often settle into a uniform “conventional” price per unit that reflects neither the cost nor the demand for a particular title but rather what is seen in the industry as the “going rate” for all movie tickets, hardcover fiction titles, music CDs and the like. The going rate far exceeds the marginal cost of each unit (given the need to recover the initial cost) and reflects a variety of factors, including the overall price elasticity of demand for cultural products of that kind in the market. Given the unpredictability of demand for particular titles, this approach serves the interest of all the players by giving all products with shelf space a similar price point and, it is hoped, an equal chance at success. In a market of this kind, the return to the distributor and eventually to the creator varies not with the price but with the volume of sales.

When markets and buyers can be differentiated, however, a more discriminatory pricing approach is used. In doing so, distributors benefit from the fact that copyright law permits owners of the content of a cultural product to control its lawful distribution. The rights conveyed not only allow the owner to prevent the unauthorized duplication or public performance of the work, but also facilitate something even more useful: the unlimited subdivision of markets for the product. In setting different prices for the same cultural product in markets subdivided by time, geography and medium, vendors are able to capture the highest return possible from each market.

The benefit of what is called the “orderly marketplace” is best seen in the film industry. For a typical Hollywood feature film, the first market “window” is its appearance in North American cinemas, where it may play for anything from one week to (rarely) a year. The second window for a North American feature is its release to DVD or video cassette rental and sale. Here a film will typically be available for six months to as long as a year. The third conventional window is exhibition on pay-TV — in the United States, HBO or Showtime. This window again usually runs for about sixmonths. The fourth window is network television. After that, the film moves to a fifth exhibition window in domestic television syndication (station-by-station release) or cable networks. All of these windows have different prices attached to them.

For each class of exhibitor, release to foreign markets is regarded as a separate window from domestic release. Some windows may also run concurrently. Foreign-cinema release may overlap domestic video, for instance. As the theatrical window draws to a close, some movies may appear on airplane screens or as in-room hotel entertainment. Completing the run through all the windows in every territory can take as long as seven or eight years from the date of a film’s first release.

Economic logic underpins the orderly marketplace. The idea is to extract the absolute maximum “consumer surplus” (what each consumer is willing to pay for the experience of enjoying the product) from every class of audience before making it available to the next. Thus, the first window is designed to capture viewers prepared to pay the highest price to see the film to fullest advantage on a big screen with industrial-strength sound. The subsequent rental-video window captures consumers who are unwilling to pay for the cinema experience but ready to pay a moderate premium to watch the film at their convenience. A third pay-TV window targets consumers prepared to part with less again, but still something, in order to watch a film uninterrupted by commercials. Those willing only to watch for free will eventually see the film on conventional off-air TV (and pay for it by sitting through the commercials).

At each window, both the price paid by each viewer and the amount that flows back to the owner of the film declines. Someone who spends $12 on a cinema ticket to the latest feature may put as much as $6 into a distributor’s pocket. When a family of four rents a video for $5 and watches it together, the return to the distributor may be only 20 to 30 cents per viewer. When the same film is broadcast over the air to a million people, the broadcast licence may pay only pennies — or fractions of pennies — per viewer.

The phenomenon of price discrimination also pervades the sale of cultural products across borders. Those sales can involve the export of physical copies of the work (for which the marginal cost per unit is very low) or the grant of intellectual property rights to the work (for which the marginal cost is zero). In either case, the price charged for the same title can differ markedly between countries.

As Chapter 6 shows more directly, this is particularly relevant for the sale of television movies and drama series to television broadcasters around the world. The prices charged for broadcast rights in various countries bear no relationship whatever to the original cost of the program. Rights to programs costing US$2 million or more to make in the United States are typically sold to U.S. broadcasters for upwards of US$1.4 million and to broadcasters in other countries for prices ranging from US$1,000 to US$150,000. The prices are also highly discriminatory between different countries.

Executives in the commercial television industry take such price discrimination for granted and often fail to realize how unusual the practice is. With ordinary commodities like cars or packaged goods, price discrimination between territories is almost impossible to maintain (apart from recovering transportation costs) because of arbitrage and anti-dumping rules. With cultural products, transportation costs are minimal, while price discrimination between markets is protected by copyright law and is inherent in the exploitation of the work. As we shall see, however, the effect of this discrimination is to undermine the application of normal economic theory to the sector.

The low marginal cost and price discrimination that distinguish the export of cultural products also undermine a principle applied in international trade economics, namely, the theory of comparative advantage. This theory, first developed by British economist David Ricardo in the nineteenth century, states that each country should specialize in those industries in which it is relatively efficient. It should export part of that production and take in exchange (or buy with the proceeds) goods in whose production it is, for whatever reason, at a comparative disadvantage. Because specialization and free exchange among nations yield higher real incomes for the participants, the theory provides a strong argument for free trade, even if some countries have to abandon certain sectors because they are at a comparative disadvantage. 

But as Chapter 16 will explain, the theory encounters some major problems with cultural products. How does one measure a country’s comparative advantage when the products it produces have a marginal cost close to zero? And how does one compare products when they are not substitutable, when the symbolic content (intellectual property) that provides the value in each copy is unique? Moreover, the language and ideas of each product can have cultural specificity, increasing demand in certain societies and lowering it in others.

TAKEN TOGETHER, the attributes identified above amply demonstrate the “curious economics” of the business of popular culture. But they also support two critical observations about the products of that business.

The first is that most cultural products fail to achieve commercial success, and it is virtually impossible to predict ahead of time which products those will be. This makes the cultural business exceptionally risky. That risk is further heightened by the brief opportunity that cultural products have to prove themselves before they are discarded in favour of the next new thing.

The second observation, however, is the converse of the first. If they are successful, cultural products can produce a much higher reward than any ordinary commodities can. Once the cost of the first or master copy has been recovered, the marginal costs of selling additional copies are tiny. Once the first cost is amortized, virtually all the revenue from the sale of additional copies or from the exploitation of a work in additional markets is profit.

These two principles combine to set up a risk–reward dynamic that is addressed more fully in the next two chapters. That dynamic is one of the qualities that makes the cultural industries so alluring. It certainly contributes to the astounding number of new titles that annually buck the unfavourable odds in seeking exposure to audiences.

But a third observation is also worth noting at this point: cultural products that are attractive to consumers in a large geographical market have a lower risk and a much greater potential reward than do those that are produced for a smaller market. The reason is that with the larger market, there are a greater number of potential customers over which to amortize the fixed costs of the master copy, after which the product can go into profit. If a product is culturally specific to consumers in a small country or society, however, and its cost is comparable to that of a product produced for a larger market, it is much more difficult to reach a break-even point even if the product is quite popular in the smaller market, simply because there are fewer potential consumers that may be interested in the product. This can be called the “small country” problem, since it is endemic to the cultural industries in smaller countries around the world. The problem becomes even more difficult when the title is culturally specific to a smaller society within a country: for example, titles with references specific to French Canadians. Language differences contribute to cultural specificity but are only one of the differences distinguishing one society from another and reflected in the extraordinary diversity of cultural products around the world.

The risk–reward dynamic leads most companies in the cultural industries to attempt one or more of a number of strategies of risk reduction. As later chapters will show, all too often the net effect of those strategies is to constrain the choices available to consumers.

With these differences between cultural products and ordinary commodities in mind, it is now possible to apply economic theory to the field of popular culture.

A first observation economists would make is that many of the attributes we have discussed show cultural products to be, to a greater or lesser degree, what they would call public goods. The term “public good” is often misunderstood. The label is typically applied to the provision of services like national defence, education, roads, and health and welfare programs. Looking at this list, people often mistakenly assume that the words “public good” simply refer to goods or services provided by the government, or products that are somehow suffused with a public interest.

To economists, however, public good has a very technical meaning. It refers to a good whose production cost is independent of the number of people who consume it. Public goods also have two distinct aspects: “non-excludability” (that is, non-payers cannot be excluded from the benefits of the good or service) and “non-rivalrous consumption” (one person’s consumption of the product does not reduce its availability to another consumer). The latter aspect is also referred to as the “joint consumption” characteristic.

Most cultural products qualify as public goods within these definitions. A good example might be the creation and dissemination of a live television program, like The Oprah Winfrey Show. The cost of creating the program is fixed, as is the cost of transmitting it. One viewer’s “consumption” of the show does not reduce its availability to another viewer.

Some cultural products — like broadcasting generally and free-to-air television programs specifically — are pure public goods. Other cultural products combine some elements of privateness and some elements of publicness. The content of films, books, magazines and sound recordings is a public good; but the content is delivered to customers in the form of a physical copy that constitutes a private good. Still, given the high fixed first-copy costs and low marginal costs of these products, their predominant attribute is that of a public good.

This “public good”–ness of cultural products — to say nothing of the numerous other ways in which their behaviour deviates from that of conventional products — is a problem for economists. By and large, economists base their understanding of markets on several assumptions. One of those is that market transactions involve only goods of a purely “private” nature. Another is that consumers have perfect information about the range of products they are choosing from. Economists further assume the presence of many competing vendors in markets that present no significant barriers to entry by new players (where there are constant returns to scale). Lastly, they assume that this environment generates a wide choice of readily substitutable competing goods.

In these circumstances, free competition will theoretically produce a market equilibrium at which the price of any good is equal to its marginal cost and social welfare is maximized. This is what economists call an “efficient” market, since theoretically no other price could improve on the market outcome without making someone worse off.

THE TROUBLE with applying this theory to cultural goods is that these goods fail to support a single one of its underlying assumptions.

First, they are public goods, not private goods. Accordingly, market prices are highly discriminatory and far exceed marginal cost.

Second, consumers cannot choose among cultural products on the basis of perfect information. Because these are “experience” goods, consumers must purchase the good before they can fully evaluate it. Moreover, the decision to give shelf space to certain products is often made not by consumers themselves but by a gatekeeper, who is an imperfect proxy for consumer sovereignty.

Third, because of high fixed costs, cultural industries in fact operate under conditions of sharply increasing returns to scale. As Chapter 5 will show, larger firms in the business of distributing cultural products possess significant advantages that present nearly insurmountable barriers to the entry of new competitors.

Finally, cultural goods are not substitutes for each other. Hence, even if there were no barriers to the entry of new suppliers (and there are), perfect competition between alternative suppliers would not exist. 

Given this vast gulf between assumption and reality, it is obvious that markets for cultural products cannot be relied on to generate “efficient” outcomes even within the limited perspective of economists. Given all the peculiarities of cultural products, economists examining these markets would describe them as inherently prone to market failure. By that, they do not mean the failure of a particular cultural product to be successful. As we have seen, the fate of any particular product is unpredictable at best. Rather, economists are referring to the failure of the market as a whole to do what markets are presumed to do best, that is, to lead to the best possible outcome for the greatest possible number of participants. Or, as economists would say, to maximize social welfare.

This realization has long underpinned the regulation of broadcasting. Virtually every country regulates entry to its market by broadcasters and imposes public-service obligations on them to ensure a socially balanced mix of diverse programming. But the same symptoms of market failure are increasingly being recognized in other sectors. Existing models for the production and distribution of books, films and sound recordings all face criticism for failing to provide the full range of choice that consumers and citizens may want.

These unique attributes also render the hallowed trade theory of “comparative advantage” inapplicable to cultural products. However valid the theory of comparative advantage may be for ordinary commodities, it breaks down entirely in serving the interests of nations in regard to cultural products. As Chapters 6 and 16 will show, unrestrained globalization in cultural trade would not yield higher real incomes for all, let alone a wider choice of expressions. Instead, it would simply institutionalize the dominance of a few and prevent governments from taking effective measures to ensure opportunity (success can never be guaranteed), space and choice for a diversity of their own citizens’ cultural expression.

Little in this analysis is likely to surprise those who responded to the question at the outset of this chapter with the intuitive reply that “Of course there is a difference between culture and other products.” To many people intimately involved in the creation of cultural goods, it is self-evident that cultural products are different from widgets. Cultural goods embody ideas and stories. They wield a symbolic influence that goes far beyond the narrow marketplace of commodities to influence such subjective areas as social cohesion, national identity and cultural sovereignty.

Here, economists typically lapse into the language of “merit goods” and “social goods” and the indeterminate “externalities” of cultural products. They refer to the benefits to society that arise from the creation, production and distribution of these products, but that are not and cannot be measured by their market price.

In the face of such externalities many economic analysts throw up their hands in tactical surrender, admitting their inability to deal with those values. Yet most choose simply to roll on past this defeat, declaring in effect that such values, since they cannot be measured, are too trivial to impede the strategic sweep of their vision. One critic, writing in the Yale Journal of International Law, provides an example. Analyzing “culture and other ‘non-economic’ concerns,” he concedes that “in many markets, the price of A/Vs [audiovisual products: films and television programs] may not fully reflect the value of cultural integrity. Recognizing this incongruence is crucial because welfare maximization occurs only when prices fully reflect all the costs and benefits of an action to the society as a whole.” But a moment later, he counters that “culture, the cultural content of A/Vs, and the interaction between the two are so difficult to measure that… regulations… based on the national origin of A/Vs provide only dubious cultural benefits.”

The tendency to belittle cultural benefits because they are hard to measure is a common theme in the writings of economists who wander into the subject to take potshots at cultural policy. Perhaps this is understandable. They may find it frustrating to discover that their conventional economic theories cannot be made to apply to a sector that does not behave like the marketplaces they hypothesize.

But just because economists lack instruments to assign monetary value to cultural or social merits does not make them less vital — or less worth defending. Social benefits not mediated by markets may indeed be hard to measure. But that does not mean they can simply be defined out of existence. Tools capable of mitigating the market failure and ensuring shelf space for diverse cultural expression are of more than dubious benefit. As later chapters will show, the returns from well-made and flexibly applied regulation can be both demonstrable and significant.

With these preliminary observations in mind, we turn next to a closer look at the economics of popular culture in action — on the pages, screens and sound systems of the global marketplace.
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Cost of Production and Average U.S. Network Licence Fee

original Cost $4 milion $2 million

U.S. Broadcast Fee $3milion $1.4 millon

Price Charged by US. Distrbutor to Forelgn Broadcaster for National Rights.

Australia 120,000 $15.000
Austia 20,000 15,000
ecigium 25,000 15,000
Braci 20000 10000
Canada 100,000 50000
Caech Reputlic 15,000 10000
France 100,000 60.000
Germany 200,000 75,000
Hungary 15,000 10000
sapan 0,000 25,000
Mesico 15,000 10000
Netherlands 40,000 25,000
Poland 30,000 25,000
Scandinavia 35,000 25,000
Spain 60,000 35000

Urited Kingdom 100,000 75000
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