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Abstract 

Introduction 

Movies are considered entertainment goods. Entertainment is one of the experience 
industries. Intangibility, perishability and heterogeneity are the most significant 
characteristics of the movie industry. An emotional reaction of consumers cannot be 
calculated in the same sense that most other physical goods can. If the movie succeeded in 
meeting the expectations, ticket price decreases will not necessarily indicate further 
purchases in the future. There are high risks and uncertainty in the movie industry.  

Purpose 

The purpose of this paper is to define through a hedonic price theory establishing whether 
the recognition is a significant factor to the global success of movies. The global success of 
the movies is determined by the global box office revenue. There are eight independent 
variables tested in this paper: global movie popularity, global popularity of the directors, 
global popularity of the authors, fame (determined by wining Academy Award), major 
studios, sequel, family genre and animation genre. Only one control variable, which is year 
of release, is included.  

Method 

The paper uses empirical model and the data set along with the results of the empirical 
analysis to achieve the purpose. Only secondary data were collected for the paper.  

Conclusion 

To reduce uncertainty in movie industry box office revenue, according to the data collected, 
recognition is significant to the consumers’ willingness to pay. The willingness to pay is 
determined by the global box office revenue. Only four independent variables, namely: 
sequels, Academy Award,  the global popularity of the directors and the global popularity 
of the authors of the original script, are significant recognition factors to the global box 
office revenue. Movie producers shall be aware that consumers have to make sure utility 
gained from the consumption exceeds the costs in order to make purchases.  Based on the 
sample collected, it can be summarized that consumers of the movie industry in general 
rely on previous consumption and recognition to reduce risks and uncertainty in terms of 
making purchases. 
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1 Introduction 

In terms of doing business, every industry has to face risks and uncertainty. Movies are 
considered entertainment goods and entertainment is defined as one of the experience 
industries. The movie industry involves high risks and uncertainty due to high cost of 
production.  Sedgwick & Pokomy (2005) stated that risks can be reduced if consumers 
believe that a film bearing the attributes already known to the consumers such as 
adaptation, famous actors and directors or sequels. (Sedgwick & Pokomy ,2005) Bloom 
(2002) stated that Harry Potter was a best seller. As an author of Harry Potter, J.K. Rowling 
especially seemed to catch the public's attention. Dan Brown’s The Davinci Code also receives 
worldwide success. Well known authors of previously successful best sellers, without a 
doubt, create more expectations to movie consumers. In order to create expectation to 
consumers, recognition of previous success should be a key factor.   

1.1 Aim and purpose 

The aim of the paper is to estimate if different recognition variables are significant factors 
reducing risks and uncertainty in the movie industry. There are eight independent variables 
analyzised in this paper: global movie popularity, global popularity of the directors, global 
popularity of the authors, fame (determined by wining Academy Award), major studios, 
sequel, family genre and animation genre. Only one control variable, which is year of 
release, is included.  

The purpose of this paper is to define through a hedonic price theory establishing whether 
the recognition is a significant factor to the global success of movies. Readers shall be 
aware by all means that in terms of global success of the movies, this paper does not focus 
on the quality dimension but rather on recognition factors that have been identified to 
increase the success of the movies in previous studies.  

In this paper, the writer assumes that the global success of the movie is based on audiences’ 
willingness to pay. The willingness to pay is only based on the highest international box 
office revenue.  

The target readers for this paper are both the producers and the consumers in the movie 
industry.  

1.2 Structure of the paper 

The introduction part of the paper starts by introducing the experience industry in general, 
focusing on the movie industry and recognition factors.  

The second part layouts a theoretical framework for experience goods, movie industry and 
consumer demand.  
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The third part demonstrates the empirical model and the data set along with the results of 
the empirical analysis and the limitation of data.  

The results are discussed in the forth section.  
 
The summary of conclusion and further study is then present in section fifth.  

1.3 Background 

1.3.1 The movie industry as an experience market 

 
As stated by Squir (2004), the movie history began in 1896 when Thomas Alva Edison: an 
American inventor developed the motion picture camera.  In earlier days, as the industry 
grew, studios were vertically integrated production/ distribution / exhibition factories. By 
the late 1940, the U.S. Department of Justice concluded that this structure was a 
monopolistic restraint of trade, and forced divorcement of exhibition in order to enhance 
competition. This landmark divestiture of theatres by studios encouraged the growth of 
independent exhibitors. The 1970s witnessed a redefining of box office potential, with 
breakout successes such as Jaws and Star Wars underscoring the newly discovered value of 
branded merchandising, book publishing and recorded music sales. The 1980s observed 
continual escalations in costs for movie production and marketing. The 1990s noticed 
movie companies absorbed by vast media conglomerates taking a global view. Titanic 
became the highest-grossing picture worldwide while serving as a poor business model, 
going so far over budget that the initiating studio was forced to take on a rival studio 
partner. International export markets generated increasing revenue, and the most popular 
English-language movies were making more money outside the United States than inside. 
After the turn of the century, a new era of risks and uncertainty emerged. Entrenched 
entertainment companies were staring into the future represented by the Internet, a nirvana 
promising direct-to-customer commerce. (Squir, 2004) 

Vogel ( 2007) affirmed that movies as entertainment goods are part of the experience 
industries. It is defined as that which produces a pleasurable and satisfying experience. “The 
idea of entertainment is as a result inferior to that of recreation: It is more exclusively defined through its 
direct and primarily psychological and emotional effects”. (Vogel, 2007) 

As stated by Pine & Gilmore (1998), an experience is a personal adventure: it exists only in 
the mind of the consumer and is formed as a reaction on an emotional, physical or 
intellectual level. Since an experience is an interaction between an established event and an 
individual’s state of mind, it pursues from this definition that experiences are highly 
subjective to individual and that two consumers of an experience will not judge the same 
goods equally (Pine & Gilmore, 1998).  

As for the characteristics of experience goods, firstly intangibility is the most important 
characteristics. Because of the intangibility, expectations are of grand importance for the 
demand on the date of movie exhibition. (Andersson & Andersson, 2006) An emotional 
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reaction of consumers cannot be evaluated in the same sense that most other physical 
goods can. If the good succeeded in meeting the expectations, price decreases will not 
necessarily mean further purchases in the future. Watching movies at theaters is different 
from watching movies on the internet back home; accordingly, location matters in an 
experience market.  Secondly, heterogeneity is common: in experience industry, each 
consumer’s characteristics determine the outcome of the production process. Different 
movies yield different effects to each consumer. Lastly, persihability is apparent; each 
movie is shown at theaters for specific time period. Experiences cannot be stored for later 
consumption. Since the consumer cannot use collected knowledge about the good in the 
evaluation process, he has to use only expected costs and benefits in the decision to spend 
or not at the point of purchase. Movies are only sold to consumers as final copies and the 
market for reproduction is quite different from originals. (Andersson & Andersson, 2006)  
Andersson & Andersson (2006) also stated the combined effects of the numbers of 
gatekeepers, such as critics in the movie industry.  
 
According to Tapscott & Williams (2008), the authors of  Wikinomics, collaboration, 
publication, peer review, and exchange of precompetitive information are now becoming 
keys to success in the knowledge-based economy. The driving force behind this shift is the 
digitization of information and communications through every industry. Digitization means 
information can be shared; cross- referenced, and repurposed akin to never before 
especially through the internet that contents are constantly updated.  Movie goers 
demographic in general are rather young generation with access to high technology and 
information. In practice, there are “two Hollywoods,” one aiming to produce high grossing 
blockbusters and the other, more independent sector is now accepted. Gabler (1988) notes 
that: “There are now small movies for older arty audiences who enjoy watching movies at home serenely and 
big movies for younger action-oriented ones who prefer watching movies in spectacular ambiences in theaters.” 
(Gabler ,1988) 
 
The decision whether movie consumers will purchase the movies can be based on 
information gathering from two types of these critics: cynics and amateurs.  Cynics are 
professional critics who mostly focus on technical aspects such as plots, lighting or audios1

                                                 
1 For example, Dargis (2007), a movie critic of New York Times.com claimed that “Transformers”( ranked at 

36 at the global box office revenue on the retrieval date) allows boys and their toys in full formation in a movie of 
epically assaultive noise and nonsense’  Wlhie amateurs or consumers themselves on MTV.com stated the 
following comments about the same movie: ‘they do such  an awesome job with the CGI’’ (Computer-generated 
imagery) and ‘love this movie! Plus Megan Fox (the leading female character) is really hot!’   

. 
Ametuers are movie consumers themselves.Creative artists occasionally are being cynics 
themselves. Monaco (2009) noted that Virginia Woolf, an English novelist, for example, 
criticized the adaptations from novels into movies that reduced a novel’s complexly 
nuanced idea of “love” to “ a kiss” rendered “death”, or literal-mindedly, as a “hearse”. 
However, these physical symbolic are the easiest way for the movie audience to 
comprehend. In reality, amateurs’ reviews usually have bigger impacts on consumers 
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than the cynics due to the fact that consumers in general do not posses deep knowledge 
about movie production and are more likely to identify themselves with peer review or 
amateurs in this case. According to King (2007), there are too many critics and too 
many movies for serious critical bias to develop.  The possible reasons are 1.) Critics 
may raise issues that do not worry most audiences. They are more prone to observe and 
comment on technical issues, such as cinematographic technique, than the average 
number of the audience 2.) They may write for a readership that has dissimilar tastes 
from the average cinema goers. 3.) The effect of forceful marketing at the time of the 
movie’s release might control critical evaluations in determining opening attendance.  
Levene (1992) surveyed students at the University of Pennsylvania and summarized that 
from her 208 applicable surveys, the positive critic review ranked tenth, behind plot, 
subject, and word of mouth are on a list of factors that influence the decision to watch a 
movie. Faber & O’Guinn (1984) summarize that movie advertising, word of mouth and 
critics’ reviews are not significant compared to the effect that movie previews and 
movie excerpts have on movie going public.  

1.3.2 The movie industry: a producer of complex entertainment goods 

Sunk costs are costs that have been incurred and cannot be reversed, for example, spending 
on advertisement or market research. Movie industry involve various sunk costs. 2

 

 Squir 
(2004) acknowledged the public’s perception of an average movie’s value decreases as 
access to it increases as it ages. A successful movie can remain in theatrical release for six 
months or more, while a failure can be gone from theatre screens in two weekends. (Squir, 
2004) 

As for the global movie market, international box office markets largely follow the United 
States pattern. For instance, Japan remains the largest overseas market for U.S. films 
despite a falling economy; limited screens, a weak yen and the world’s highest ticket price. 
(about 1,800 yen or $15 in 2004) Most Scandinavian distributors treat Iceland separately, 
since their 250,000 citizens have the world’s highest per capita cinema attendance and a 
good film can generate tens of thousands of dollars. The total Scandinavian population is 
about 31 million with Sweden representing 9 million. The numbers of screens and 
attendance have held steady for years, with few new multiplexes being built compared with 
the rest of Europe. For the most part the global box office mirrors U.S. result. (Squir, 
2004)  Terry et al. (2008) stated that the correlation between international box office and 
the United States box office might be explained by the cultural blending across countries 
generating common interest and preferences. (Terry et al., 2008) 
 

Based on Caves’ basic economic properties (2000), movies are considered complex 
experience goods. Making each movie consists of many creative functions: script writing, 
producing, audio and soundtrack, and editing, accordingly, differentiated skills are required. 

                                                 
2 See in the appendix about the characteristics of the movie industry. 



 

 
5 

As a result, movies also consist of many final creative outputs: namely stories, motions and 
audios. (Caves, 2000) 

Process of movie making3

According to Abrams et al. (2001), there are three main stages in film making: 
preproduction, production and postproduction. Each step in these three main stages 
contains problems, risks and negative costs. For example, Monitor changing scripts, in the 
case of William Shakespeare's Romeo and Juliet which was adapted into Romeo + Juliet (1996)  which 
is suitable for those who find the reading of Shakespearean text complicated but have an 
aspiration to explore his masterful works. Movie producers usually convince the members 
of the law division that the movie is not based on the author’s original work to avoid any 
cost of intellectual property rights. Once it has been determined that a certain text will be 
developed into a movie, the producer and the author generally make a contractual 
agreement. The producer purchases the transcript and then has, approximately, between 
eighteen months and two years to develop it into a screenplay. If the agreed time passes 
and nothing of essence has been produced, the rights are returned back to the author and 
they can then preserve them or resell them to another producer. There is an increase of 
negative and sunk cost in every step of making movies. (Hill & Power, 2005)  

 

According to the complex characteristics stated previously, movie ticket demand is 
unknown and surrounded by uncertainty for several reasons. First, number of movie 
tickets sold cannot be precisely calculated in advance before the actual selling process has 
already begun. In the movie industry, operation cost on theater property is already fixed. 
This fact introduces price discrimination among various groups of consumers in order to 
cover the fixed cost.  Second, movie is heterogeneity good. Each movie viewer perceives 
the same movies differently and on the other hand, the same movies yield different effects 
on each consumer. Consumers’ preferences seem to be of importance in the movie 
industry. Third, different channels of movie distribution produce different outcomes to the 
same consumers. Seeing a movie in theater with 3D special effects is different from 
watching the same movie on the internet back at home. Forth, a movie is only run in the 
box office at specific period of time. Independent and lower budget movies are not widely 
available in many theatres such as high budget movies. Most movie makers aim to produce 
a movie that communicates high expectations to consumers to increase both the 
willingness to pay, and the exposures to many consumers as possible.  
 
The art of recognition: movies based on previous success 
According to its complex characteristics stated above, movie production involves high 
negative cost, and high uncertainty. Wasko (2005) reveals that the average cost to produce 
a Hollywood feature film has dramatically increased over the last few decades. One 

                                                 
3   See Figure 1 and Table 1 in the Appendix for the complete process of movie making and movie 

characteristics   
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measure of a movie’s expense is its negative cost or the amount spent on actual production 
costs, studio overhead and capitalized interest. The average negative cost for feature 
movies can be found below in Table 1.3.2.2 

Table 1.3.2.2 Average negative cost for feature movies
 

  

Year Average Negative Cost ( million $ US)   

2002 58.8 

2001 47.7 

2000 54.8 

1999 51.5 

1998 52.7 

1995 36.4 

1990 26.8 

1985 16.8 

            Source: Wasko (2005) :33, adjusted by inflation rate 

According to Bakker (2001) the main value of stars and stories lay not in their ability to 
predict successes, but in their service as giant ‘publicity machines’ that optimized 
advertising effectiveness by rapidly amassing high levels of brand awareness. Stories 
(preexisting literary works) cost several times as much as original screenplays, their popular 
appeal was at least part of the reason for purchase.  

Nevertheless, the data for 1940 displayed in the table 1.3.2.3 below illustrates that the 
largest sums of the literary were spent on plays, followed by novels. The difference in 
prices is outstanding: plays commanded ten times more than original screen price and twice 
as much as novels. This premium indicates the use of literary property as brands. Even 
short stories commanded three times as much as original screenplays. (Bakker, 2001) 

Type of Property 
Table 1.3.2.3 Prices paid for literary properties by US film studios by genre, 1940  

Number % share Value ($ US) % 
share 

Average 
Price ($ 

US) 

Stage Play 51 10 1,650,000 37 32,400 

Novels 109 21 1,575,000 35 14,400 

Original Screen 
Stories 

323 63 1,000,000 22 3,100 

Short Stories 21 4 225,000 5 10,700 
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Miscellaneous  11 2 50,000 1 4,500 

Total 515 100 4,500,000 100 8,700 

Total (excluding 
‘Original Screen 
Stories’) 

192 37 3,500,000 78 18,200 

Source: Bakker (2001): 74, adjusted by inflation rate 

According to Hill & Dee (2005), previous success is the key indicator of future success of 
the movie. As stated by Sedgwick & Pokomy(2005), risks can be reduced provided that 
consumers acknowledge that a film bearing the attributes already known to them such as 
adaptation, famous actors and directors or sequels. 

According to David Kipen, a book critic for the San Francisco Chronicle, novels are and 
always have been the most popular source material from films. (Warren, 2007) Bloom 
(2002) stated that, the best seller is a book which enjoys exceptional sales over a very short 
period of time. Harry Potter was one best seller. As an author of Harry Potter, J.K. Rowling 
especially appeared to catch the public's attention. According to Hill & Power (2005), it 
may be rude to describe a great author as a brand and bring them down to the level of 
commerce compare them to Budweiser beer; however, most popular authors utterly 
understand this and work diligently to build themselves as brands, recognizing branding as 
the solution to long term success in a highly competitive industry by differentiating their 
products and cultivating loyal customer base. They are great artists with lexis who 

financially enjoy art for the art’s sake after all. (Hill and Power, 2005) Dan Brown’s The 

Davinci Code as well obtains global success. The thriller becomes an international 
accomplishment more for its outlandish claims than for its narrative subtleties. Certainly, 
although the historical research is nonsense for conspiracy and secret history simple 
commotion, the whole idea caught the public imagination for conspiracy and secret 
histories noted in the book. In many ways, The Davinci Code encapsules a post 9-11 
sensibility where no one can be trusted. The book has been subject to claims of plagiarism 
in the British courts as it has in American courts. Neither claim has been upheld but it does 
suggest how often Dan Brown was led to declare in the end ‘for the record, it’s only a novel’ (Dan 
Brown) In April 2007, The Davinci Code was voted ‘Book of the Year’ having sold 44 million 
copies worldwide (Bloom, 2002) According to the reasons stated above, well known 
authors of previously successful best sellers, without a doubt, generate more recognition to 
movie consumers.  

1.3.3 Previous empirical studies on the movie industry 

According to Jedidi et al. (1998), the movie industry, like a fashion industry, is characterized 
by trends and regular new product or model introductions. Based on the risks and 
uncertainty in the movie industry study by Vany & Walls (1999), movies’ studio model of 
risk management lacks a foundation in theory or evidence. Their study stated that revenue 
forecasts have zero precision. It is not possible to determine the success of a movie to only 
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individual causal factors. The real attraction to consumers is the movies themselves. (Vany 
& Walls, 1999) Previously, there has been a paper by Eriksson (2008) concerning the 
demand creating attributes in movies. Eriksson estimates different indicators, for instance 
length of the movies, of box office revenue for the top performing movies in history. 
However, the scope of this paper only narrows down to recognition being a significant 
success factor for movies.   
 
Most of the empirical work on the motion picture industry has focused on the attributes of 
successful movies. Smith & Smith (1986) examined the impact of Academy Awards on the 
cumulative rentals of movies released from the 1950s through the 1970s. They found the 
impact of the Award important to the rental of movies. According to Weiman (1991), one 
major area of interest in the movie literature has been the role of critics. The majorities of 
studies found that critics are significant to the success or failures of the films. Andersson & 
Andersson (2006) affirmed the combined effects of the numbers of gatekeepers, or critics 
in the movie industry, that block entry and advancement and the uncertain success of the 
final creative output (Andersson & Andersson, 2006) Eliashberg & Shugan (1997) 
separated the critics into two roles: the influencer and the predictor. Their results suggested 
that critics do comprise the ability to control box office revenues based on their review of a 
movie.  The influencer is a role where the critic will influence the box office results of a 
movie based on his or her review of the movie. The predictor is a role where the critic, 
based on the review, predicts the success of the movie; however, the review will not 
necessarily have an impact on how well the movie performs at the box office. They 
demonstrate that the predictor role is possible but does not have the same level of 
statistical evidence as the influencer role. Reinstein & Snyder (2000) reported that only a 
few critics have the power to influence consumer demand. Wyatt & Badger (1990) 
explained that reviews including high information content about a movie increase more 
interest in a movie than a positive one. ( Terry et al., 2008)  

In more recent work, Nelson et al. (2007) have quantified the value of an Academy Award 
on movie revenues using a large panel of data and an event study methodology. Their 
findings indicate that Rosen’s theory of superstars (1981), in which small differences of 
talent or quality translate into grand differences in earnings, is also applicable to the movie 
industry. DeVany & Walls (1997) determined that weekly box office receipts are highly 
convex with respect to a film’s ranking on Variety’ 4

In broader empirical study, Prag & Cassavant (1994) examined the determinants of movie 
revenue and marketing expenditure. They discovered that marketing expenditures and 
quality are important determinants of a film’s success and that production cost, star actors 

s top 50 charts, a finding that is 
consistent with the structure of rewards in the competition for an Academy Award. The 
finding further suggests that the value of the award is several time the value of a 
nomination.  

                                                 
4 www.variety.com is a breaking entertainment movie news, movie reviews, entertainment industry events, 

news and reviews from Cannes, Oscars, and Hollywood awards website 

http://www.variety.com/�
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and awards are positively related to marketing expenses. Their empirical study tests many 
of the rules of thumb about the determinants of a movie’s commercial success. While some 
of these rules of thumb and logical associations were supported by their results, others 
cannot be confirmed using their data. Simple correlations provide some interesting facts. 
There is no clear relationship between cost of production and film quality. There is 
evidence of a positive relationship between film quality and years release, Academy Award 
winners and the presence of major stars. Sequels appear to be lower quality films. Their 
regression results indicate that, in the largest sample, negative cost, being a sequel, star 
power, winning an Academy Award and quality are definite positive factors in a film's 
financial success. In the sub-sample of films, this factor is an important determinant of rent 
but star power, negative cost, and winning academy awards were no longer important 
factors. (Vany, 2004)  
 
According to Prag & Cassavant(1994), the only genre dummy which was significant was 
that for dramas and it indicated that being a drama was a negative factor for film revenues. 
Also, PG13 and R rated films do not perform better at the box office. Litman (1983) finds 
that film ratings are not a significant predictor of financial success. Austin (1984) also 
attempts to find a correlation between ratings and movie attendance but discovered no 
significant relationship. Advertising expenditures are determined by production cost, the 
presence of a star and movie genre. This is sensible since in the case of using a major star; 
movie makers are likely counting on the star's drawing power to attract consumers. 
Creating as many exposures as possible by informing people about the star's presence in 
the movie through advertising is one way to make use of that draw. A similar argument 
could be made about high cost productions such as science fiction movies. The importance 
of movie genre in determining marketing costs is likely due to the fact that genres such as 
Action and Comedy are easier to communicate in short movie clips. (Vany, 2004) As for 
actors, Chung & Cox (1998 & 1994) discovered that the superstar phenomenon by Rosen 
was an accurate model for explaining the distribution of appearances in movies for a set of 
actors. (see Rosen, 1981) But as stated earlier in the purpose section, the variables related to 
actor will not be tested in this paper due to their recurrent analysis in previous researchs.  
 
However, some attributes that generate expectancies for consumers are missing in previous 
research. These attributes, for instance original manuscript, have not been analyzed yet.  

2 Demand in the experience industry 

2.1 Risks, uncertainty, utility, leisure time and income 

This section will define an equation of consumption determinants of experiences. The two 
most important factors for demand are income and the amount of leisure time. They are 
substitutes to each other meaning if one of them increases, the other will decrease.  The 
total numbers of hours (T) in one year is 8,760 hours which must therefore be divided 
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between working hours (N) and leisure hours (L) so that N = T – L. If we assume the 
wage income per year (Y) to be the product of the wage rate per hour (w) and the number 
of hours work in a year, the annual wage income is Y = wN = w( T - L ) (Andersson & 
Andersson, 2006) 
 
Andersson & Andersson(2006) develop this approach further by assuming that the 
preferences of the individual take the shape of a utility function with a ‘CES form’, which is 
the general mean value function with Hardy, Littlewood & Polya developed in their book 
Inequalities (1934, 1967). The idea behind this function is that the utility is a weighted 
average of the individual’s income and leisure time, with an empirical determination of 
three weights in the following way 
 

U = (αY -р + βL –р ) –(1/р)     (2.1.1) 
 

Where   U = utility 
  Y = wage income per year 
  L = number of leisure hours per year 
 
α and β are given parameters where 0 < α , β < 1 and where  р > -1. When β approaches 0, 
it can be illustrated that the utility function, U, approaches the geometric mean of wage 
income and leisure time. Applying the simplified assumption that total time is the only 
constraint, we can formulate the constraint as follows: 
 

Y = w ( T – L ) = wN or Y /w + L = T  (2.1.2) 
 

Accordingly, the individual can (implicitly) purchase leisure hours at unit price or 
equivalently increase her yearly income by converting an hour of leisure into working time 
at the given wage rate w. 
 
Provided that the individual maximizes utility subject to the time constraint, we may 
equivalently maximize the following Lagrange function: 
 

L = (α Y –р+ β L –р) –1/р – λ ( wL + Y – w T )  (2.1.3) 
 
Simplifying the optimality conditions we arrive at the following relation between annual 
hours of work and the wage rate. 
 

(T – L) = [    T/ 1 + ({β / α } w р ) 1 /(1+ р)  (2.1.4) 
 

As can be seen from this expression, the number of working hours will decrease with 
increases in the wage rate if р is positive. Under these conditions, leisure time will be 
steadily increasing with increasing real wage rates. AS the real wage tends to grow in 
proportion to the growth of labor productivity, we would expect per capita leisure time to 
be increasing over time, assuming that р > 1 for most individuals.  
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However above a certain wage level that the total income is high enough to offset the 
incentive to work more when income increases. When people are earning enough to afford 
leisure time; the substitution effect no longer applies. (Andersson & Andersson, 2006) 
 
The writer assumes that in the movie consumption process, the two most important 
factors are risks and the utility. In a case of watching the movies consumers have seen 
before, their risks is low and their utility gained is also low.  Whilst in a case of watching 
new movies for the first time, the consumers’ risk is higher but their utility gained is also 
higher. However, in a case of watching a new movie with recognition factors for the first time, 
the risk will be reduced while the utility will be increased. Figure 2.1.1 below clarifies these 
incidents.  
 

 
Figure 2.1.1 Utility and risks 

 
Source: Writer’s own illustration 

α = Risk reduction from recognition improvement 

β  = Utility increase from recognition improvement 

Frey (2001) distinguishes that there is more than one aspect of demand for creative goods: 
not only is the number of consumers significant but also the concentration with which the 
experience is enjoyed. Willingness to pay is as a result not only a measure of consumers but 
also of experience concentration and personal taste. (Frey, 2001)  
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As noted by Caves (2000) another concept influencing demand in the experience industry 
is the importance of putting consumption of creative goods in its social context such as 
peer review or the word- of- mouth effect.  
 

Liu (2006) used authentic word-of-mouth information to examine the dynamic patterns of word-
of-mouth and how it helps clarify movie box office revenue. The word-of-mouth data were 
collected from the Yahoo Movies website. The results indicate that word-of-mouth activities are the 
most active during a movie's prerelease and opening week and that movie audiences tend to hold 
relatively high expectations before release but grow to be more critical in the opening week. More 
significant, word-of-mouth information offers significant explanatory power for both aggregate 
and weekly box office revenue, especially in the early weeks after a movie opens. However, most 
of this explanatory power comes from the volume of word-of-mouth and not from its valence, as 
measured by the percentages of positive and negative messages. (Liu, 2006) According to Basuroy 
et al. (2003), negative reviews hurt box office performance more than positive review help 
performance but only during the first week of the movie exhibition. Negative reviews are acting 
like infectants or poisonous diseases to the box office revenue. Despite the strong cumulative 
effect word-of-mouth has on the movie industry, this paper does not aim to estimate these factors 
that are rather difficult to observe.  

 

 

2.2 The economy of the talent 

For creative artists, the reward structure for the chosen persons is unlike others. The talent 
is subjective and not in proportion to their often excessive incomes.  Just a few individuals 
have the advantage of earning money on their creative performances. Rosen (1981) 
ascertained the ‘Superstar Phenomenon’: a theory to why some individuals can earn so 
much more income with only small differences in talent and where growth of the market 
size is entirely captured by only existing contributors. According to Rosen, there are two 
major elements required to observe these patterns in a market for individual inputs: 
relationships between rewards and the size of one’s own market along with a movement 
for skewness of both market size and reward to the top talented people. (Rosen, 1981) 

The explanation to the skewed income is found in the convexity of the sellers’ revenue 
function, which is dependent on talent, or quality. Convexity has the implication that the 
longer to the right of the curve very few differences in talent give very great changes to 
income as seen in Figure 2.2.1 below. Highly talented creators cannot easily be replaced by 
a larger quantity of lower talented. Later the curve will flatten out when there is no longer 
use for extra units of talent. High concentration of creators is explained by technology 
which allows for marginal cost of a performance to be almost zero. Creative persons have 
to put the same amount of effort despite the numbers of the consumers. This fact allows 
only a few suppliers to serve the market. (Rosen ,1981) 

The high risks and uncertainty innate in the movie business points to why old-fashioned 
capital has historically shied away from investing, even though control of movie companies 



 

 
13 

has always been attractive to a broad spectrum of players. As its foundation, the industry 
can be reduced to competing for the work of creators in a limited talent pool that shifts 
based on audience preferences. The record of producers, directors, writers, actors and 
others who have received an industry following is very exclusive. Energies are intensely 
spent daily to compare for this limited talent pool and to create innovative entries into it. 
(Squir, 2004) 
 

 

Figure 2.2.1: Talent and revenue function 

2.3 The market for movies 

According to Andersson & Andersson (2006), most movie contracts are based on revenue 
than profit sharing, which means that creators would do anything to increase the expected 
revenue without taking costs into consideration. Creators are inclined to aim at maximizing 
quality along with quantity with potentially unfavorable outcomes for the probability of the 
whole process. A majority of consumers may have a strong preference for individual stars 
such as Brad Pitt. Such stars in fact almost have monopolistic position when negotiating a 
contract for their movie production. The appearance of such stars increases the probability 
of success.  

The complexity of movie production leads to high fixed cost and globally concentrated 
industry such as Hollywood. These scales of economies are further reinforced by the low 
probability of success of each individual movie. The organizational result has been an 
increase in the size of companies, which makes it possible to diversify production in order 
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to reduce the risks of bankruptcy. The following table 2.3.1 demonstrates the size of film 
production in a number of countries, measured as numbers of film negatives produced 
during 1991-1995. (Andersson & Andersson, 2006) 

Rank 
Table 2.3.1 Production of film negative in the top 10 countries during 1991-1995  

Country Number of film negatives 

1 India 838 

2 US 420 

3 Hong Kong 315 

4 Japan 251 

5 Thailand 194 

6 China 154 

7 France 141 

8 Italy 96 

9 Brazil 86 

10 UK 78 

Source: Andersson & Andersson (2006) : 94 

According to Andersson & Andersson (2006), the rank sized distribution of film 
production in different nations is the following 

Film production = 7.22 (Rank)-1.3; R2 = 0.95  (2.3.1) 

An alternative form of distribution is 

Film production = e(5.9-0.12(Rank)); R2 = 0.95  (2.3.2) 

These equations illustrate that distribution is highly skewed, which is also indicated by the 
fact that the mean of the numbers of movies produced is more than twice as large as the 
median production.  Vogel (2004) collected financial data for the production of the film in 
the US from 1976 to 1996. While some of these films were profitable, other suffered great 
losses. The mean cost of production was 34$US million with a standard deviation of 23 
$US million, while the mean revenue was 91 $US million with a very large standard 
deviation of 81 $US million. There was no correlation between revenue and costs. 
(Andersson & Andersson, 2006) 

Using regression analysis, Andersson & Andersson (2006) calculate the effect of top 
ranking directors or actors on assessed revenue. Their result is the following 

Ln (Revenue) = 2.88 + 1.41 T ; (n = 23)  ;  (2.3.3) 
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Where T = 1, if a top ranking director or actor is involved in the production (otherwise 
T=0)  The t-value of the slope perimeter estimated is 2.3 indicating that the estimated value 
is significantly different from zero at the 5% significant level. Their regression equation 
implies that a Hollywood produced movie without a top ranking director or actor can be 
expected to generate 18 $ US million in revenue, while one with a top ranking director or 
actor is 73 $ US million. For production cost, there is no corresponding statistically 
significant ‘celebrity impact’  Whether an actor or director is top ranking is based on the 
numbers of Google (internet search engine) hits greater than specific numbers. (Andersson 
& Andersson, 2006) 

Emerging of new Medias 

Accordind to Wasko (2005), the movie revenue is literally coming down from global box 
office: sales to TV, home video, DVD and all those other revenue strings on a global basis 
are also driven by the success or failure in the domestic box office. (PBS, 2001) Movies are 
sold in numerous retail markets. See table 2.3.2 below 

Through 1950s 

Table 2.3.2. Movie release patterns and markets 

Through 1980s Currently Future 

Theaters 

• First Run 
• Re-release 

Theaters 

Net. TV 

Syndication 

Non-theatrical* 

Theaters 

PPV** 

Pay Cable 

Home Video 

Net. TV 

Cable / Syndication 

Non-theatrical*  

Theaters 

Internet? 

VOD?*** 

Home Video? 

Net. TV 

Cable / Syndication 

Non-theatrical*  

Source: Wasko (2005): 105 

*Non-theatrical markets include 16 mm, schools, universities, hotels, hospitals, prisons, 
military, tec.  

**PPV = Pay-per-view 

***VOD= Video-on-demand 

Cultural differences in movies: the impact of globalization 

What is considered ‘exotic’ in one region might be considered ‘plain’ in other regions. An 
examples of when in certain areas, it’s a common movie with regular plots but in different 
areas it is innovative and becomes a phenomenal success, is Crouching Tiger and Hidden 
Dragons(2000): a Chinese-language film in Wuxia martial arts style. As a China-Hong Kong-
Taiwan-United States co-production, the movie was directed by Ang Lee and featured an 
international cast of ethnic Chinese actors. The movie was based on the fourth novel in 
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a pentalogy, known in China as the Crane-Iron Pentalogy, by Wuxia novelist Wang Dulu. The 
martial arts and action sequences were choreographed by Yuen Wo Ping, well known for his 
work in The Matrix (1999), which is ranked 85 in the global box office revenue of the 
retrieval date, and other films. In the United States, the movie holds the record for the 
most Academy Award nominations for a "foreign" film. It was nominated for 10 Academy 
Awards, including Best Picture, Best Director, Best Music (Song), Best Writing (Adapted 
Screenplay), Best Film Editing, and Best Costume Design. (IMDB.com) In Asia, despite the 
outstanding production, the story has already been widely known.  Based on globalization, 
it is likely that in the near future, cultural differences may no longer create large impact on 
the movie industry.  
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3. Empirical estimation 

This section will describe the data set and the variables along with a presentation of the 
models and the results. 

The data set is collected from the Internet Movie Database (retrieved 30 April 2010) and 
consists of the top 200 global box office revenue generating movies.   

The reader should be aware that all movies in the sample are considered successful in most 
general term: the global box office revenue.  

The top twenty global box office movies of the sample are illustrated in the table 3.1 
below. 

Rank 

Table3.1: Top twenty global box office revenue movies all times  

Title Year of 
release 

Global Box 
Office 

Revenue (US 
$) 

*1 Avatar  2009 2,674,976,702 
*2 Titanic 1997 1,835,300,000 
*3 The Lord of the Rings: The Return of the King  2003 1,129,219,252 
*4 Pirates of the Caribbean: Dead Man's Chest 2006 1,060,332,628 
*5 The Dark Knight  2008 1,001,921,825 
*6 Harry Potter and the Sorcerer's Stone 2001 968,657,891 
*7 Pirates of the Caribbean: At World's End 2007 958,404,152 
*8 Harry Potter and the Order of the Phoenix 2007 937,000,866 
*9 Harry Potter and the Half-Blood Prince 2009 933,956,980 

*10 Star Wars: Episode I - The Phantom Menace  1999 922,379,000 
*11 The Lord of the Rings: The Two Towers 2002 921,600,000 
12 Jurassic Park  1993 919,700,000 

*13 Harry Potter and the Goblet of Fire  2005 892,194,397 
14 Ice Age: Dawn of the Dinosaurs  2009 887,773,705 

*15 Spider-Man 3  2007 885,430,303 
*16 Shrek 2  2004 880,871,036 
*17 Harry Potter and the Chamber of Secrets 2002 866,300,000 
18 Finding Nemo  2003 865,000,000 

*19 The Lord of the Rings: The Fellowship of the Ring 2001 860,700,000 
*20 Star Wars: Episode III - Revenge of the Sith  2005 848,462,555 

Source: IMDB.com. 

* notifies movies with recognition factors. Avatar and Titanic were directed by the same director: James 
Cameron. The Lord of the Rings and Harry Potter are based on previously successful novels. Pirates of the Caribbean, 

Star Wars, Spider Man, and Shrek are all sequels.  
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The figure 3.1 below illustrates the top 200 global box office movies.  

 

Figure 3.1: Ln 200 global box office revenues 

 
 
Figure 3.1 above illustrates the relationship between the global box office revenue and 
movie ranks. It can be seen that the marginal revenue is decreasing at an increasing rate. 
Noted that for the highest two global box office revenues of the rank (Avatar and 
Titanic), obviously outperformed the other movies.  
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Table3.2: Descriptive statistics of the 200 samples collected 
 

Descriptive Statistics 

Variables 
Minimum Maximum Mean Std. Deviation Variance 

Statistic Statistic Statistic Std. Error Statistic Statistic 

Global box office revenue 311,144,465 2,674,976,702 5.18E8 1.841E7 2.604E8 6.781E16 

Year of release 1939 2010 2000.23 0.627 8.872 78.718 

Movie popularity 90,500 5,440,000,000 45,761,334.50 2,764E7 3.909E8 1.528E17 

Family genre (Dummy)   0.26 0.031 0.440 0.193 

Sequel (Dummy)    0.51 0.035 0.501 0.251 

Studios (Dummy)   0.65 0.034 0.480 0.230 

Animation (Dummy)    0.18 0.027 0.381 0.145 

Director popularity 31,600 71,000,000 7,062,263.00 1,017,483,246 1.439E7 0.071E14 

Academy Award (Dummy)   0.31 0.033 0.462 0.213 

Author popularity 31,300 223,000,000 4,957,617.00 1,254,569.216 1.774E7 3.148E14 

       

 
As can be seen from table 3.2 above, numeric values: global box office revenue, movie 
popularity, director popularity and author popularity  are significantly different between the 
maximum and minimum. These datas confirmed Rosen’s Superstar Phenomenon’: why 
some individuals can earn so much more income and popularity with only small differences 
in talent and where growth of the market size is entirely captured by only existing 
contributors. (Rosen, 1981) 

3.1 Limitation of the data 

In terms of the market place, Hollywood dominates the global movie market industry. 
Movies in Hollywood are mostly produced in English language. Moreover, according to 
Terry et.al (2005), movie cost has previously been found important to the revenue; 
however, all movies in this sample are dominated by Hollywood, which already posses high 
cost of production. In addition, consumers in general are unlikely to recognize the overall 
budget of the movies. As a result, movie cost is not included in the recognition variables.  
 
In reality, exposures to consumers, that are assumed the global popularity of the variables 
stated in this paper, are not only determined by the numbers of Google hits of the variables 
in English language.  
 
The data retrieved for this paper was only collected from the internet which is consistently 
updated and the content is mostly in English.  
 



 

 
20 

3.2 Hypothesis 

The aim of the paper is to estimate whether different recognition variables are significant 
factors reducing risks and uncertainty in the movie industry.  Readers shall be aware by all 
means that in terms of global success of the movies, this paper does not focus on the 
quality dimension but rather on recognition factors that have been identified to increase the 
success of the movies in previous studies. The hypothesis of the estimate is the following. 

H1:  Global box office revenue of the movie is positively influenced by recognition 
to consumers.  

The data set is collected from the Internet Movie Database5

The only dependent variable is global box office revenue of the movie. This paper assumes 
the global success of movies in the most common term: global box office revenue.  

 (retrieved April 2010) consists of 
the 200 top box office revenue generating movies on the global market. 

Independent variables in this paper are various recognition variables since movies are 
considered complex experience goods. Differentiated skills and functions are required; 
accordingly, there are many attributes to consumers’ recognition.  The paper assumes that 
being recognition to audiences is a significant factor to determine the willingness to pay. 
The recognition variables that will be determined in the paper are 

1. Global movie popularity: The global movie popularity is a numeric value 
calculated by the numbers of Google hits of the names of the movies. 6

2. Global popularity of the directors : The global popularity of the directors 
is the numeric variable collected from the numbers of Google hits of the 
directors names

 

7

3. Global popularity of  the authors: This variable aims to signify the 
importance of  original script. In this paper, authors are defined by the 
owners of  the original scripts regarding all kinds of  the screenplays the 
movie is based on. The global popularity of  the authors is the numeric 
variable collected from the numbers of  Google hits of  the authors’ names

 

8

                                                 
5 

 

www.imdb.com 

6 The name, movie, and year of release is the Google hit term for the global popularity of the movies. For 
exmaple in the case of Avatar, the google word used is ”Avatar, movie , 2009” 

7 The name (s) of the directors, the movie names and year of release is the Google hit term for the global 
popularity of the directors. All the names of the directors are used. For example in the case of 2 or more 
directors, the Google hit term is “the first name, the second name”   

8  The author(s)’name, original screenplay, and year of release is the Google hit term for the global popularity of 
the authours.  For instance, in the case of Alice in Wonderland, (ranked 55 in the top 200 global box office on 

http://www.imdb.com/�
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4. Sequel: The paper assumes that the consumers tend to response well to 
sequels due to previous recognition and one successful movie brings 
successful chronicles. A dummy variable of  1 is assigned if  a movie is part 
of  sequels at the date of  retrieval. (As of  April 30 2010) 

5. Major studios: The paper assumes that major studios should be more 
recognizable to the consumers and predict major success.  A dummy with 
the value 1 is assigned if the movie is produced by six major Hollywood 
studios that belong to the Motion Picture Association of America (MPAA) 9

6. Fame: Fame creates recognition and introduces vast exposure to 
consumers. The paper assumes that an Academy Award

. 
These six studios account for 80 to 90 percent or more of the total receipts 
from the distribution of theatrical movies to theaters in the United States. 
The six studios are the following: Universal Pictures, Paramount Pictures, MGM, 
Fox Film Corporation, Columbia Pictures, Disney and Warner Brothers.  

10  is the 
determinant of the fame. In order to determine the fame, a dummy with the 
value 1 is assigned if the movie has won an Academy Awards in any 
categories. According to DeVany & Walls (1997), the value of winning the 
award is several time the value of a nomination, so this paper assumes that 
only winning an Academy Award is significant to the fame of the movie. 11

                                                                                                                                               
the retrieval date), which is based on children’s popular novel, the Google hit is “Alice in Wonderland, novel, 
Lewis Carroll, 2010.” 

  

9 www.mpaa.org includes information on ratings system for both movies and television, press releases, and 
legislation. 

10  The Academy Awards (frequently known as the Oscars) are accolades presented annually by 
the Academy of Motion Picture Arts and Sciences (AMPAS)[1] to recognize excellence of professionals in 
the film industry, including directors, actors, and writers.  

11 The Academy Award Ceremony is held after the movie exhibition in theaters; however, in case of sequels, 
if the first movie wins, the award will have the effect on the global box office revenue of the sequerl.   

http://www.mpaa.org/�
http://en.wikipedia.org/wiki/Academy_of_Motion_Picture_Arts_and_Sciences�
http://en.wikipedia.org/wiki/Academy_Award#cite_note-0�
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7. Genre: It is difficult to determine whether one type of movie is more 
commercially successful than the others.  However, it is clear that some 
movies such as animation movies are more proper for cinematic view due 
to distinctive setting technology that will influence the audience’s 
willingness to pay for the impressive view. Moreover, a movie that is 
considered main stream such as being family genre which can be viewed by 
anyone of different ages and genders appears to create recognition among 
larger groups of consumers and in return, become more commercially 
successful.   
In this paper, due to the fact that animation and family are closely related 
genre, there is an issue of severe autocorrelation. 

This paper assumes that family and animation genres are the most 
recognized genres to determine the success of the movies.  

• A dummy with the value 1 is assigned if the movie is a family genre. 

• A dummy with the value 1 is assigned if the movie is an animation. 

The following graphs demonstrate the recognition factors of the 200 movies in the sample.  

Figure 3.2: The recognition factors of the 200 movies in the sample. 

Family Genre          Animation Genre 

  

Sequel      Academy Award 

   

Major Studios 

52

148

Family 
Genre 

Others

35

165

Animation

Non-
Animation 

102
98

Sequels

Non-
Sequels

61

139

Academy 
Award won 

Did not win 
Academy 
Award 
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Source: IMDB.com, writer’s own illustration 

There is only one control variable, which is year of release. 

8. Year of release: The reasons to include this variable is first to decrease bias 
towards newer movies due to technology advancement. Second, the data is 
not based on inflation rate which will be positively correlated with time.  

Some of the variables, that have been defined to influence the success of the movies in the 
previous research and are not tested in this paper are sets of actors, a movie rating, the 
length of the movie, the time of movie exhibition in theaters, the marketing expenditure of 
the movies, the cost of the movie production, and a movie’s ranking based on the 
professional critique’s comments. The paper merely focuses on recognition factors.  

3.3 The model 

In this paper, the natural log (ln) equation will be used due to its precise interpretation 
qualities compared to the linear model. 

This study then assumes that the global box office revenue of the movies can be predicted 
by the following equation in the natural log (ln) model:  

Ln (Global Box Office Revenue) = α + β1 Ln (Movie Popularity) + β2 Ln (Author 
Popularity) + β3 Ln (Director Popularity) + β4 D_Sequel + β5 D_Studio + β6 
D_Animation + β7 D_FamilyGenre + β8 D_AcademyAward + β9 Ln (Year)  

D indicates a dummy that obtains the value 1 if the movie has the feature indicated by that 
dummy. Sequel signifies if the movie is part of the sequel at the date of data retrieval. (April 
30 2010) Studio signifies if the movie is produced by 6 major Hollywood studios as stated 
previously in the data section. The equation above indicates decreasing marginal revenue 
from increasing recognition with time.   

129

71 Major studios 

Non major 
studios



 

 
24 

4.  Results 

The result of the significance of the variables is demonstrated below.  

Table4.1: Regression result for all variables in natural log (ln) model 

R2 = 0.213 

Observation = 200 

F = 11. 391  

Variables 

Standardized 
β 

T value Sig. 

α  -2.636 0.009 

Ln Year 0.241 3.010 0.003** 

Ln MoviePopularity - 0.014 -0.188 0.851  

Family Genre (Dummy) 0.027 0.312  0.755 

Studios (Dummy) - 0.074 -1.087 0.278 

Sequel (Dummy)  0.226 3.274 0.001** 

Animation (Dummy)  - 0.002 -0.019 0.985 

Academy Award (Dummy) 0.246 3.319 0.001** 

Ln Director Popularity 0.134 1.951 0.052* 

Ln Author Popularity 0.158 2.392 0.018** 

* Correlation is significant at the 0.1 level (2-tailed). 

** Correlation is significant at the 0.05 level (2-tailed). 

According to the table 4.1 above, the aggreagration of the numeric variables of the movie 
to the left ( Year, Movie Popularity, Director Popularity and Author Popularity ). All βs are 
small. Movie popularity, major studio and animation have a negative effect to the global 
box office revenue. Sequel, Academy Award, global popularity of the directors and the 
global popularity of the authors are only four significant variables to the global box office 
revenue. 

4.1 Interpretation of the regression analysis 

In this paper, the first variable, year, is apparent to the increase in global box office revenue, 
according to the expanding of international market and inflation rate.  This variable should 
thus be interpreted as inflation rate along with expansion rate of the international market. 
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As for the movie popularity, it is common for the result to project a negative relationship 
of the variable to the global box office revenue since movies are exhibited in theaters for 
only specific period of time.  The movie’s popularity in this paper is calculated by Google 
hits with the numbers of the movies. Without a doubt, the popularity of the movies has a 
positive relationship with time. The longer the time passes, the more popular the movie 
becomes compared to when it was initially introduced to the consumers. Accordingly, the 
recognition process of the names of the movies will become more apparent to the 
consumers after the movies are out of the theaters already.  

However, for genre variables, the writer previously assumes that Family and Animation 
genres appear to be more recognizable and commercially successful than other genres.  
Based on the sample of 200 movies, 52 movies are categorized Family genre and 35 are 
categorized Animation genre.  The result for the sample collected suggested that despite 
being more proper for cinematic view and considered main stream which can be viewed by 
anyone of different ages and genders, both Family and Animation genres do not project 
significant to the global box office revenue. Due to advancement in technology nowadays, 
every genre of movies can be produced with any special effects, according to this fact; 
Animation, which has a negative effect to the revenue, might not be the factor to 
determine the success of the movies anymore. There could be a problem of severe 
autocorrelation due to both Animation and Family genre is highly alike.  

Major studios have a negative effect to the global box office revenue and do not guarantee 
the global success of the movies. Based on the sample of 200 movies collected, 129 movies 
are produced by 6 major Hollywood studios as previously stated in the data section. The 
result is quite common since consumers in general rarely recognize the names of the 
studios that produce the movies compared to human inputs such as leading actors. 

As for creative human inputs, in this sample, directors’ popularity does not guarantee the 
success of the movies. The same logic about the major studios could be applied to the 
directors since the directors are not commonly well known among large groups of 
consumers in general. However, original scripts or authors’ popularity is significant to the 
global box office revenue. In terms of creative human inputs, consumers are more likely to 
identify best sellers’ authors such as J.R.R. Tolkien (the author of the Lord of the Rings Trilogy 
which all 3 of the sequels are ranked in the highest global box office top 20 movies) rather 
than directors such as James Cameron (who directed both Avatar and Titanic which are 
respectively ranked at number 1 and number 2 in the in the highest global box office top 
20 movies)  

Sequels, as previously assumed, are recognition factors that interpret significant to the 
global box office revenue. Based on the sample of 200 movies that were collected, 102 
movies are sequels.  The Lord of the Rings, Harry Potter and Pirates of the Caribbean are some 
examples for the sequel movies among the highest global box office top 20 movies. The 
first sequel’s global box office revenue in general guarantees the success of another 
upcoming sequel.  

As for Academy Award, based on the sample of 200 movies, 61 movies won one or more 
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Academy Award in any category. Wining an Academy Award from any category in this case, 
is significant to the global box office revenue. Fame is likely to create more recognition and 
exposure to large groups of consumers. The paper assumes that an Academy Award is the 
determinant of the fame. The Academy Award is given after the movie is out of the theater, 
in this case the Academy Award of the first movie of the sequel will have the effect on the 
rest of the sequels. In this case, the fame of the movies itself is proved to be important to 
consumers’ willingness to pay.  
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5. Conclusion 

The aim of the paper is to reveal if recognition is a significant factor to reduce risks and 
uncertainty in the movie industry global box office revenue. Movies are considered 
entertainment goods. Entertainment is one of the experience industries. Intangibility, 
perishability and heterogeneity in both of consumers and goods are the most important 
characteristics of the movie industry. An emotional reaction of consumers cannot be 
calculated in the same sense that most other physical goods can. If the movie succeeded in 
meeting the expectations, ticket price decreases will not necessarily indicate further 
purchases in the future. There are high risks and uncertainty in the movie industry.  

To reduce uncertainty in movie industry global box office revenue, according to the data 
collected, recognition is significant to the consumers’ willingness to pay. The willingness to 
pay is determined by the global box office revenue.  According to the sample, sequels, 
Academy Award and the global popularity of the authors of the original script are only 
three significant recognition factors to the global box office revenue. 

Movie producers shall be aware that consumers have to make sure utility gained from the 
consumption exceeds the risks in order to make purchases.  Based on the sample collected, 
it can be summarized that consumers of the movie industry in general rely on previous 
consumption and recognition to reduce risks and uncertainty in terms of making purchases.  

5.1 Further study 

Based on the risks and uncertainty in the movie industry study by Vany & Walls (1999), 
movies’ studio model of risk management lacks a foundation in theory or verification. 
Their study stated that revenue forecasts have zero accuracy. It is not feasible to establish 
the success of a movie based on only individual causal factors. The real attraction to 
consumers is the movies themselves.   

If so, how can both movie producers and consumers make sure the risks and uncertainty is 
offset by the utility gained since experience goods are subjective and personal to different 
consumers; however, in terms of doing business, as long as there is a demand there will 
always be a supply. Is the movie industry becoming repetitive cliché and facing lack of 
creativity and innovation if the producers only rely on recognition of consumers in order to 
reduce risks and uncertainty? In addition, is the quality of the movies produced going to be 
devalued if both consumers and producers only rely on recognition and previous 
consumption in order to create the movies? How can the quality of the movies stay 
consistent or improved over time provided that risks and uncertainty has to be minimized?  
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Appendix 

According to Picard (2002), the following Table 1 summarizes the characteristics of the 
movie industry.  

Table 1: The characteristics of the movie industry 

Market Characteristics Financial / Cost 
Characteristics 

Operational 
Characteristics 

National and global 
markets 

High capital requirements Labor-intensive 

Strong secondary 
markets (cable-video-
TV) 

Low fixed cost Most costs are for core 
business 

Moderate entry barrier High production costs Moderate cyclical financial 
performances 

High level of direct 
Competition 

Low distribution costs Market strategies are limited 

Much substitution 
possible 

High marketing costs Dependence on limited 
numbers of theatrical 
distribution channels  Genres and performers 

influence demand  
High first copy costs 
Low variable costs 

Source: Picard (2002): 16 
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Figure 1: Three main stages in movie production  

 
 
  1. Preproduction 

1. Meeting with directors, producers, studio excutives, key personnel: production, 
business affairs, project attroney, labour relations, and postproduction 

2. Schedule the movie production 

3. Budget the production 

4. Monitor changing script 

5. Set up deals with guilds and unions 

6. Find office space, set up production office and personnel 

7. Hire key crews, including setting up interviews for director (of photography, 
production designer, costume designer, editor, etc.) 

8. Contact and meet with movie commisssions 

9. Meet with city, state, and government officials 

10. Scout location: weather condition 

11. Find and hold stages 

12. Negotiate deals with crews, hotels, and airlines 

13. Look location and sign contracts 

14. Build and dress sets 

15. Cast the movie: actors, stunts, stand ins, extras and animals 

16. Physicals for the cast 

17. Test wardrobe, make up, hair and key props 

18. Select picture cars, cast trailers, mobile phones 

19. Discuss set safety and sexual harrassment issues with cast and crew 

20. Create call sheets, production reports, start slips 

21. Tech location scout for director and department hears 

22. Production meeting 

23. Cast rehearsal 

24. Set up editing room and projection facility for viewing dallies 
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2. Production 

1.    Run the set 

2. Daily production meetingDaily and weekly cost reports 

3. Communication with studio on creative and financial issues 

4. Analyze the past, monitor the present and prep the future 

5. Monitor script changes 

6. Adjust shooting schedules 

7. View and analyze dailies 

8. Deal with lab 

9. Electronic press kit 

10. Deal with publicity and press 

11. Oversee visual effects 

12. Handle all cast and crew travel 

13. Wrap party 
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3 
3. Postproduction 

1. Monitor the wrap of principal photography 

2. Examine final bills 

3. Fold and hold sets, wardobe, hair, make up, set dressing, props 

4. Return rentals; sell, store, or archive purchases 

5. Shut down production office 

6. View and analyze director’s rough cut 

7. Additional photography? 

8. Sound effects 

9. Visual effects 

10. Looping 

11. Scoring 

12. Temp dub 

13. Research screenings 

14. Final dub 

15. Preview 

16. Cut negative 

17. Create answer print 

18. Cut trailers 

19. Design posters and press kits 

20. Schedule press junkets 

21. Schedule release dates and distribution philosophy 

22. Premiere the movie 

23. Release the movie 

24. Sell foreign rights, cable, TV etc. 

25. Fulfill all studio delivery requirements 

Source: Squir (2004), writer’s own illustration 
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