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The business behind the film industry is far removed from the 
glamorous world its products display on the silver screen. 
For every blockbuster or sleeper hit, studios release dozens 

of other films that either under perform or lose millions. For de-
cades, success has depended on a studio’s ability to create the per-
fect synthesis between a film’s source material, writers, cast, pro-
duction team, director and so on. However, the film industry has 
begun to shift towards a new model, one that focuses almost exclu-
sively on building franchises and leveraging existing markets. This 
shift has drastically impacted every aspect of the industry.

The movies being produced today are predominantly based on 
established content from comics, to board games, books, old mov-
ies and even bubble gum characters. The success major studios 
have found with this new strategy has compelled more than half of 
them to shutdown or divest their independent film divisions over 
the past few years. The increased importance of content owner-
ship also prompted companies like Marvel Entertainment to form 
their own studios rather than license their material to companies 
like Universal or 20th Century Fox. Only 14 months after Marvel 
released its first self-financed and self-produced film, Disney pur-
chased the entire company for $4 billion in an effort to secure fran-
chises such as Iron Man and X-Men. The acquisition of this type of 
content further aligns with the strategic industry shift towards 3D, 
IMAX and computer generated imagery films; all of which are dif-
ficult to incorporate into independent films.

 
From the major studio’s perspective, this strategy makes sense. 

Shutting down their middle-market and specialty subsidiaries al-
lows them to concentrate their resources on films with lower risk 
and higher profit potential. However, the strategy itself holds in-
herent risk, limiting studios to a draw from a finite amount of cre-
ative content – the driving force in the industry. 

Film Industry 
The film industry’s traditional value chain has only a few points 

in which much value is created or captured. The majority of the 
value is created during production and distribution and captured 
by the studio during the film’s theatrical release, and to a lesser 
extent DVDs. This process requires a tremendous amount of finan-
cial resources and expertise, and has typically insulated the major 
studios from new competition. The studio’s focus on downstream 
revenues (video games, merchandise, television show licensing 
broadcast rights etc.) has traditionally been minimal, as its total 
value was relatively small compared to the film’s theatrical rev-
enues and primarily captured by the original license owner. In re-
cent years, however, downstream revenues have been generating 

up to five times more than film’s theatrical release for certain film 
franchises. This trend empowered content owners and prompted 
companies like Marvel to realize that they were leaving money on 
the table by licensing their content to the major studios for only a 
fraction of theatrical revenues. As a result, many began to establish 
their own studio subsidiaries in order to capture value across the 
entire value chain.

The first movie Marvel independently financed was Iron Man, 
which was released in 2008 and grossed over $575 million in world-
wide theatrical revenue. By self-producing the film, Marvel also 
obtained a greater share of the movies downstream revenue, bring-
ing the film’s total revenue to over $1 billion. This success demon-
strated the extensive power Marvel possessed with its library of 
over 5,000 established characters and brands, and led to Disney 
acquiring the company only 14 months later. Disney had realized 
they had been paying for the marketing of Marvel’s downstream 
material, and that a failure to acquire Marvel or other content own-
ers could be a serious long term liability. This issue is of even great-
er concern as Marvel and others continued to move up the value 
chain and become outright competitors of Disney. 

The Marvel acquisition is emblematic of what is a much larger 
strategic shift for major studios, and serves as a precursor to what 
direction the film industry is heading. Virtually all major studios 
are producing movies from unoriginal content, franchising the 
brand and capturing all aspects of revenue related to it. Essentially, 
film studios are no longer solely film studios, but a holding com-
pany. Each of the studio’s franchises or brands act as “subsidiar-
ies”, which provide the company with continuous revenue streams 
across the entire value chain. This transformation reduces the im-
portance of a film’s theatrical revenues and causes a fundamen-
tal shift in the way films are developed - ultimately leading to the 
question of whether specialty film divisions are worth keeping.

Specialty Division Market Share

Warner Bros. Pictures New Line Cinema 20.10%

20th Century Fox Fox Searchlight 16.10%

Paramount Pictures Paramount Vantage 14.30%

Columbia Pictures Sony Picture Classics 14.10%

Walt Disney Pictures Miramax 11.90%

Universal Studios Focus Features 10%

Red Indicates Closure

Why Goliath needs David
How major film studios are threatening their long-term survival by closing their speciality divisions
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Disney Holdings, Incorporated
One of the major benefits of the franchise holding company 

model is the way in which it allows the studio to reduce production 
and marketing costs through scale. Avatar cost 20th Century Fox 
an estimated $350 million to produce. However, the vast major-
ity of production expenses, such as developing the film’s character 
models or buying content rights, were one-time costs that would 
not be incurred in developing a sequel. Many other production re-
lated costs, such as staffing and casting expenses, would also be 
lower due to the ability to simply carryover talent. As a result, 20th 
Century Fox can expect a considerably lower production costs for 
Avatar 2.

Marketing budgets for films are notorious for drastically reduc-
ing the net profit a film will receive. By developing film franchises, 
studios are able to leverage existing consumer awareness around 
the brand and use momentum from other brand launches, such as 
a recently released video game or new television series. These tac-
tics allow the studios to further reduce film budgets and achieve 
other franchise-related marketing synergies that will drastically 
improve overall profitability. The proof of this can be evidenced 
by the fact that studios are continually shortening the gap between 
a film’s theatrical release and its appearance on DVD. Ten years 
ago, companies like Disney would have never reduced this win-
dow, as it was their primary source of revenue and could damage 
theatre relations. However, shortening this gap allows them to re-
tain strong consumer awareness and interest around the brand as 
it continues down the industry value chain. 

By developing film franchises, studios 
will be able to leverage existing con-
sumer awareness around the brand and 
use momentum from other brand-related 
launches, such as a recently released vid-
eo game or new television series.

The upcoming Avengers franchise by Marvel provides an exam-
ple of this strategy on a mass scale. In 2008, the company released 
The Incredible Hulk and Iron Man, both shared key characters and 
organizations. The films’ successes have prompted Marvel to be-
gin signing leading actors, such as Samuel L. Jackson, to nine film 
contracts. In May 2010, Marvel releases Iron Man 2, with Thor and 
Captain America coming out the following year. Each of these films 
is expected to build upon each others “mythology” and contain 
crossovers from the leading characters in the other films. Finally, 
all of these characters will appear together in The Avengers in 2012. 
This rapid succession of films, as well as their subsequent down-
stream revenues, allows Marvel to continue consumer awareness 
of these franchises for several years and effectively subscribe con-
sumers to repeated purchases. 

Non-franchised films have a clear contrast, having one shot at 
covering marketing expenses and making a solid profit. Converse-
ly, studios are much more inclined to make a smaller profit when 
introducing a brand like Avatar, which could have substantially 
greater long term value. Even in the event that one of the films fails, 
they will simply put it on a layaway and re-launch it in a few years.

This holding company model further exemplifies the impor-
tance of content ownership. Once a major studio owns a brand, 
they own it for its lifetime. This magnitude of potential profits is 
only made possible through the content ownership. The business 
model shows why independent features are losing their place. 
Compared to franchised movies, independent movies are not well 
equipped to have significant reoccurring revenue, or cost savings.

The Dominant Business Model
With the revenue potential Marvel holds, Disney’s decision to 

shut down its famed film house, Miramax, becomes much clearer. 
Many specialty divisions are unable to adjust to – or compete with – 
the new business model being adapted by the major studios. Major 
studios benefit from a significantly simpler and less risky produc-
tion process. By using existing franchises or brands, major studios 
can quickly and easily develop film content. Production is more 
streamlined and requires less effort when it comes to cinematog-
raphy or location-finding. Additionally, potential blockbusters can 
also be produced in 3D or IMAX, which are not only increasingly 
popular with audiences but can also increase ticket prices by 35%. 
Lastly, using existing brands means that the likelihood of the film’s 
failure is also reduced. Even if the theatrical release does not cover 
the budget, downstream revenue helps the company improve its 
financial return.

Speciality divisions have an entirely different process that’s also 
significantly riskier. Strong source material is harder to find, slower 
to develop and typically based on a completely new idea. The pro-
duction is often less efficient and the film itself is less likely to be 3D 
or IMAX. Finally, the release has very high risk of failure, especially 
since it caters to a much more niche audience. Contrasted to a stu-
dio, the failure of one major independent film can bring down the 
entire independent studio.

• Hot Wheels
• Battleship
• Candyland
• Max Steele
• Stretch Armstrong

Why Goliath Needs David

• Monopoly
• Lego
• Asteroids
• Magic 8-Ball
• Smurfs

Company 20092009 20112011 20122012 20132013 20142014
Exp. Rev. Exp. Rev. Exp. Rev. Exp. Rev. Exp. Rev.

Franchise $300 $500 $250 $500 $200 $550 $200 $600 $200 $700
Independent 1 $10 $50 0 0 0 0 0 0 0 0
Independent 2 0 0 $20 $5 0 0 0 0 0 0
Independent 3 0 0 0 0 0 0 $30 $200 0 0

Holding Company Model

Movies Being Made on Existing Toys and Games



April 2010  |  Ivey Business Review  27

It is often independent movies that herald critical acclaim and 
win many of the most prestigious awards. However, blockbuster 
movies are major studios’ core competency and primary revenue 
source. Conversely, studios not only make substantially less with 
its independent films, they also have a tougher time with marketing 
and distribution to their niche appeal and the amount of nurturing 
they require throughout the process.  As a result, the studios’ incre-
mental investment will almost always be put towards building the 
next potential franchise, rather than towards its speciality division.

David’s Advantage 
What studios fail to realize is the long-term implications the 

closure of specialty divisions will have in creating a sustainable 
competitive advantage relative to other major studios. Originally, 
the birth of specialty divisions arose from major studios recogniz-
ing the additional revenue streams they could capture by creating 
films for niche markets. The hyper competitive nature of the busi-
ness caused each of the six major studios to create or acquire their 
own branches, and this same competitiveness is now causing stu-
dios to divest. 

For an industry that relies on content, this decision should be 
alarming. By closing their specialty divisions, the major studios 
are essentially turning off any new inflow of ideas and resigning 
themselves to their existing stock. Prominent film franchises such 
as The Godfather, Terminator, Twilight, Saw and Star Wars, were 
all launched from a major studio’s speciality division. Save for the 
odd exception, it’s difficult to see how the major studios’ current 
strategy will have any similar franchises see the light of day. 

Many major studios would argue their new strategy will still 
incorporate smaller scale independent films. History paints a clear 
picture of the limited success they have had in marketing these 
productions. Simply put, the independent film industry is very dif-
ferent from mainstream movies. Independent divisions are called 
specialty divisions because of the expertise required in producing 
and marketing their films. Studios have considerable experience 
and understanding of the mainstream market. However, what they 
do not know is how to market a specialty documentary, foreign or 
art-house film. They all serve niche markets of varied and diverse 
demographics where individual attention is essential for success.

Paramount has recently announced an interesting new strategy, 
spending $1 million on 10-20 micro-budget films a year. While this 
is an admirable effort to continue to develop new talent, without 
a specialty arm to properly nurse the movies’ development it will 
likely be unsuccessful. The inconsistent performance of these films 
will influence studios to revert back to their reliable holding com-
pany model when determining which films to finance. In an in-
dustry where content drives the value chain, when studios release 
more content to be produced by other firms they are distributing 
power.

The major studios’ shift away from the independent market has 
already allowed new players to compete and thrive. Independent 
studios like Summit Entertainment, Overture Films and The Wein-
stein Company have been on the rise. The performances of these 
companies indicate that non-mainstream markets still exist, and 
there is a significant amount of money that can be made serving 
them – even without the holding company model.

By closing their specialty divisions, the 
major studios are essentially turning off 
any new inflow of ideas and resigning 
themselves to their existing stock. 

Major studios are forgetting the importance of mixing creative 
inputs when it comes to ensuring their long term success. The in-
dependent subsidiaries should not be treated as a drag on the stu-
dios’ blockbuster franchises, but rather an investment needed to 
develop new ideas and secure the studio’s competitive position in 
the marketplace. Furthermore, the long-term direction of the in-
dustry may result in another rise of the independents. In this event, 
the studios that have shutdown or divested their subsidiaries will 
find themselves unable to catch up. Meanwhile, newly formed in-
dependents will find it’s their time to shine. When this happens, 
the major studios shouldn’t count on them to be an easy buy.

Why Goliath Needs David


