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Motivation and problem definition

One only needs to go to the local cinema to see the overwhelming
dominance of American film. In most smaller cinemas, non-national
European (NNE) theatrical works almost never hit the screen, and in the
giant multiplex theatres, you will usually have a hard time finding just one
or two foreign films that did not originate in the USA. Whereas nearly
everybody knows the names and faces of Julia Roberts, Tom Cruise,
Jennifer Lopez and Brad Pitt, few people can actually name any European
stars who draw an audience. The same goes for Hollywood studios: even
laymen could probably come up with ‘majors’, such as Walt Disney,
Columbia TriStar or Warner Brothers — but would they have heard of
Tobis, Gaumont or Pathé? And when was the last time that you, the reader,
went to see a non-national European movie?

There clearly seems to be a problem with the European feature film
industry. Awareness of and interest in its works, like its market share,
appear to be low. What is the actual state of the film industry in Europe? In
other words: how bad is it really? Is its condition about to improve, or is it
getting worse? Has there been an effort by pan-European organizations in
general and the European Union (EU) in particular to set up public-aid
mechanisms, and if so, what do they look like? The answers to these
questions form the background to this article.
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Given that the European feature film industry is facing problems and that
the European Union does have a support scheme in place, this leads to the
research questions for analysis:

® What exactly are the main problems of the feature film industry in
Europe?

¢ How does the European Union confront these problems, i.e. what is the
structure and strategic intent of its support scheme?

® [s the support scheme likely to be effective? Will it cure the problems,
or just alleviate the symptoms?

® What could be done to improve the effectiveness of the support scheme?

Literature review

The research method used in this article is mainly a qualitative and
descriptive one. In trying to understand the problems of the European
feature film industry, several books were of great help. The book by
Goodell (1998) presents a detailed insight into the process of feature film
production, spanning all the stages from concept creation, budgeting and
financing, to shooting, post-production and distribution. Howard and
Mabley’s (1993) work focuses on the art of crafting a screenplay, but also
illustrates imperatives for development and pre-production.

Another important source of information was provided by Bizern and
Autissier (1998), which appears to be the only available literature on the
subject of public aid for film-makers. Besides containing facts about
national aid mechanisms and national monographs on public aid, the two
volumes also give an account of the MEDIA and EURIMAGE pro-
grammes. Furthermore, the European Union presents a wealth of informa-
tion on their EU Audiovisual Policy websites, for example, the complete
‘MEDIA II Programme Mid-term Evaluation’ (BIPE, 1998), the study ‘The
European Film Industry under Analysis’ (European Union, 1997), ongoing
studies and general information on the new MEDIA Plus Programme.

The MEDIA Desk website functions as the link between the MEDIA
Plus Programme and the respective national film industries. Therefore it
delivers information about the make-up of the current programme, its
goals, selection criteria and forms of support, and figures concerning
projects that have benefited so far. Since the EU does not provide an
explicit and detailed comparison of the MEDIA Plus Programme and its
predecessors, we compared the data contained in the ‘MEDIA 11 Mid-term
Evaluation’ and Bizern and Autissier’s work with the information available
on the MEDIA Desk website. Looking at the operational changes,
inductive reasoning showed a pattern in MEDIA’s altered approach
towards achieving its strategy of strengthening the film industry. This
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pattern was then looked at in relation to what we found to be the main
problems of the industry, to explore whether the programme promises to be
effective.

Other sources we discovered through research in databases such as
GENIOS mentioned Canadian subsidy mechanisms that enable the local
film producers to challenge the US competition. Several articles in
European newspapers reported the lobbying activities of European pro-
ducers to establish similar mechanisms in the EU. Although not explicitly
cited in the analysis, they contributed to our understanding and assessment
of the situation. In addition, the websites of UNESCO, the Observatoire
Européen de I'Audiovisucl, the Motion Picture Association of America
(MPAA), the German Filmforderungsanstalt FFA and other industry-related
sites, as well as MEDIA Salles and its European Cinema Yearbook (2001),
were useful in completing the picture.

A short history of pan-European film funding

The once-influcntial and creatively respected European film industry, that
could look Hollywood in the eye, never reclaimed its status after the
Second World War. Aside from a few much-admired greats such as
Godard, Polanski, Bertolucci, Fassbinder or Wenders, too many European
film-makers cranked out stale and uninspiring works. Others increasingly
focused on art-house movies and abandoned the mainstream cinema. This
resulted in the low market share, in terms of gross box office, of European
films compared to American ones. Even on their home turf, non-national
European films could only manage market shares of between 5.6 percent
and 20.1 percent in 2000. Looking at the five biggest countries, represent-
ing 81 percent of the European audiovisual market, the figures tell an even
bleaker story (scc Table 1).

TABLE 1
Share of US, NNE and domestic films in five European countries

Country Share of US films Share of NNE films  Share of domestic

(%) (%) films (%)
France 63.7 5.6 28.2
Germany 82.1 6.2 11.6
Italy 69.5 115 17.5
Spain 66.5 6.7 24.8
UK 79.0 - 21.0

Note: Data aggregated from MEDIA Salles (2002).



232 Media, Culture & Society 27(2)

FIGURE 1
Growing trade deficit in audiovisual sector in billion €
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Source: European Audiovisual Observatory (2002)

Where even domestic films reflecting the cultural particularities of a
country can hardly compete with the American multi-million-dollar produc-
tions, it is not surprising that interest in their neighbours’ cinematic works
is extremely low in European countries. Only one in five films produced in
Europe is ever exhibited outside its home country, and the market share of
European films in the US was at the extremely low level of 1 percent in
1999, These numbers arc cven more astonishing in light of the fact that,
quantity-wise, the old continent is on par with North America, producing
roughly 650 full-length features per year (MEDIA Salles, 2002). This
situation has contributed to an annual European trade deficit of US $9
billion in the audiovisual sector in 2001, a deficit that is still growing (see
Figure 1).

The first thoughts about a common European media policy surfaced in
the 1960s and 1970s, with the first concrete plans for a European co-
production fund being rejected in 1983 by Denmark, Germany and the UK.
These countries deemed any such proposal to be a problematic tampering
with the market, which resulted in further delay in creating a European
Union support scheme (MEDIA Desk, 2002). During the mid-1980s,
suggestions and ideas for helping the European film industry to overcome
its weakness were gathered, until, in 1990, the first ‘Mesures pour
Encourager le Développement de I'Industrie Audiovisuelle’ (acronym:
MEDIA), were greenlighted, with a budget of €200 million (US $210.02
million)' over five years. MEDIA I's main objective was to strengthen and
promote the European film and television industry by increasing its
competitiveness, especially focusing on small and medium-sized enterprises
(SMEs), while also upholding and emphasizing the cultural importance of
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these sectors (European Union, 2002b). These goals remain largely
unchanged until today.

Ninetcen European states participated in MEDIA I (1991-5), the 15 EU
member states plus Norway, Iceland, Hungary and Cyprus. The EU
Commission gave operational control of the programme to 19 independent
organizations, each overseeing a different activity such as assessment and
selection of applications, financial management, monitoring projects, etc.
This decentralization incurred high administrative costs of up to 22 percent
of the budget over the duration of the programme. Meanwhile, support was
focused on fields upstrcam and downstream in the value chain, (i.e.
development and training of professionals in screenwriting and media
management, as well as distribution). Some 2200 films were supported in
distribution and more than 2000 projects were shored up financially during
their development stage. To answer questions about its efficiency, the EU
commissioned an audit of the programme by Roland Berger Stratcgy
Consultants. In 1997, the audit concluded that, despite a limited budgetary
allocation, MEDIA I had contributed to the networking and understanding
between pan-European producers (Bizern and Autissier, 1998). It also
revealed some of its problems, most of which were resolved by the
MEDIA 1I Programme already running at that time, having come into
effect after a chaotic ‘interregnum’ in 1996 (DOCOS, 2000a, 2000c¢).

MEDIA II's budget was boosted by 55 percent to €310 million (US
$325.53 million) for the period 1996-2001, and decentralization was
drastically reduced. Administration was concentrated into three areas —
training, development and distribution — instcad of the 19 different,
independent ficlds employed before. The financial interest of the EU was
protected by a company that was commissioned to put all the necessary
controls in place and to carry out financial audits on the intermediary
organizations and the clients. Clear distinctions between loans, start-up
funds and grants, which had been lacking in MEDIA 1, were created.
Applicants were also required to state other sources of finance to avoid
‘collision’ or double-funding by national support schemes. MEDIA II's
scheme planned to put €265 million (US $278.28 million) towards
development and distribution; training was to receive the remaining €45
million (US $47.25 million).

Development funding was given out selectively, assisting producers with
four different types of funds: (1) project funding for film and television; (2)
funding for production companies to develop projects and broaden their
structures, based on a five-year plan; (3) funding for the preparation of
business plans; and (4) funding to create networks of independent produc-
tion companies. The funds were provided in the form of repayable loans,
and selection criteria for eligible companies — those with their head office
in one of the 19 participating states — were based on cultural as well as
economic factors.
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Distribution funding, on the other hand, was awarded through an
automatic system based on the market performance of distribution com-
panies. The previous year’s box office of European films was weighted
with factors linked to territory size and production level of the producing
country, with the resulting funds being eligible for reinvestment in non-
national European films. This could be done either through co-production,
purchase of distribution rights or minimum guarantees, or through reinvest-
ment into distribution and promotion costs. The selective portion of
distribution funding, accounting for approximately 23 percent of MEDIA
II’s overall budget, was awarded to projects that brought together as many
producers from different countries as possible.

The third pillar, funding for training, aimed at providing people in the
film and television industry with the skills necessary to manage companies
and projects likely to have an impact on the EU market. It focused on
screenwriting, and on helping producers to become acquainted with the
new technologies, like digital film, multimedia, interactivity, etc., that are
set to revolutionize the audiovisual market.

Since the beginning of 2002, the third MEDIA programme has taken
over. Its budget was again increased considerably to €400 million (US
$420.04 million). The structure, strategic intent and likely impact of
MEDIA Plus will be scrutinized in further detail in the next section of this
article.

Another programme worth mentioning is EURIMAGES, the Council of
Europe’s fund to foster European co-production, distribution and exhibi-
tion. It was established in 1989 under the auspices of 25 member states.
Each of these member states has a seat on the managing board of
EURIMAGES, whose duty is to determine the policy and conditions of
financial assistance. From 1989 until 1998, the programme had supported
about 627 feature films and documentaries co-produced by over 1000
European companies. In 1995, the programme was involved with close to
50 percent of all feature film co-productions in Europe. The total
contribution amounted to FRF 1.096 billion (= €167.08 million, US
$175.45 million). Interestingly, 29 percent of this sum was allocated to
France; Germany coming a distant second with 8.5 percent. The co-
production funding, granted as soon as half of a project’s financing was in
place, acted as a financial guarantee — resembling a completion bond — to
help producers gather the rest of the money needed to finish the film.
Besides, the supporting scheme included 116 distribution companies
handling 422 European films within EURIMAGES’ member states.

A 1997 external audit on its operation and results revealed that it had not
adequately fulfilled its objectives. Distribution of supported projects ap-
peared much less international than had been anticipated. While 72.3
percent of the films were released for at least a week in the country of the
principal producer, the rate dropped sharply to 40.4 percent and 38 percent
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FIGURE 2
Problems of the European film industry
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respectively for the countries of the sccond- and third-party producers. The
audit hence concluded that co-production could be seen as a simple
addition to production, but international co-production was still essential in
trying to create exportable films with commercial potential (Bizem and
Autissier, 1998).

Analysis of the problems of European film production

Analysing the current state of the European film production industry, in our
opinion the problems can be put into groups, and their origins and effects
traced through the whole process of film production. Although a certain
overlap between them is unavoidable, the two principal problems — high
fragmentation of production and weak distribution — are distinct and of
structural nature. In turn, they entail small budget size, which determines
shortfalls in development and marketing. The sixth problem area is
constituted by the language and cultural barriers (see Figure 2).

High fragmentation in the production sector

The fragmentation of the European film industry leads to a low output per
company, so the total of 600 films produced each year should not be taken
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at face value, but be viewed critically. Currently, there are more production
companies than films produced, with 80 percent of EU production
companies finishing no more than one film a year. Producers are not
organized in structures that could serve as an equivalent to the successful
American ‘studio’ system. The trend towards industry fragmentation has
increased dramatically in the last few years, as is shown by the examples
of Germany and Spain: while the number of films produced in the period
19962000 increased by 7 percent and 8 percent respectively, the number
of production companies skyrocketed by 123 percent in Germany and an
incredible 216 percent in Spain (MEDIA Salles, 2002). The question of
what lies behind this development is hard to answer using the available
data. Explanations could include the possibility that many of these new
companies are not actively producing, but have been established as
‘mailbox companies’ to cash in on loans, grants and subsidies.

Weak distributors and low level of vertical integration

Since European distributors rarely produce or co-producc themsclves,
another difficulty for European film-makers is finding distribution for their
product. While this may still be achievable within their home country, the
division of Europe into separate territories, mostly along language borders,
(e.g. ‘GSA’, which comprises Germany, Switzerland, Austria), makes it
more than problematic for producers to achieve pan-European cxhibition.
This creates a vicious circle: a decimated potential audience, diminished
gross box office, a smaller return on investments and tinier budgets. As for
the distributors, a lack of vertical and horizontal integration results in
reduced cconomies of scale.

The market share of American major distributors in Europe throughout
the 1990s was generally more than 50 percent (MEDIA Salles, 2002). As
vertically integrated companies, with a stake in production, world-wide
distribution and exhibition, the majors can exercise considerable power in
selecting the content they choose to distribute and market. Thus, their ‘in-
house’ produced movies are at an advantage in relation to thosc of small,
European independent producers trying to find distribution without much
negotiation leverage. Their global domination also enables US distributors
to reap enormous profits overseas without the need to reinvest money there
— in fact, virtually none of the majors’ production has been shifted to
Europe (Cannes Market, 2002). Instead they have opted to buy finished
films on favourable terms, thereby - intentionally or not — keeping
European production small. This creates the necessity for strong European
distribution, but instead the landscape is dominated by small distribution
and production companies, and therein lies the next problem: budget
restraints.
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Small production size and budget restraints

The average European film competing for the attention of the audience in
1996 was produced with a budget of US $3 million (European Union,
1997). It is hard to find more recent, significant figures on this topic since
total investments fluctuate strongly each year, and, even though there
seems to have been a slight upward trend since 1996, US $3-4 million per
film is a valid estimate. The above-mentioned lack of a European ‘studio
system’ denies local producers cconomies of scale or scope. In the US, a
$3 million film would be classified as a Jow-budget movie, in view of the
fact that it cost four or five times that much, on average, to make an ‘indie’
movie in 1996. It is very likely that this financial gap has increased further
since, becausc of a strong trend towards more capital-intensive movies in
the US.

The contrast between US and European budgets becomes even more
stark when one considers the average budget of films produced by the
major studios such as 20th Century Fox, Warner Bros, Sony/Columbia,
Universal, Viacom/Paramount and Disney/Buena Vista. Each of them
develops several US $80 million projects a year (Cannes Market, 2002).
This means that each major studio on its own spends more than the total
amount invested in film production by all the companies in either
Germany, or Italy, or Spain. Of course, this huge disparity shows in
quality: European films lack elaborate special effects, expensively built sets
and cxtras — in other words, the visual richness of American films. The
field most severely affected by lack of funds, however, is development.

Shortfalls in development

The Co-director of Columbia University’s film division and Dean of the
Film School at the University of Southern California, Frank Daniel, once
pointed out: ‘European filmmakers only recently began to admit [. . .] that
the total abandonment of the screenwriting metier in the past thirty years
[. . .] has led to an unhappy result. National filmmakers have lost their own
audiences’ (Howard and Mabley, 1993: 20). The director-as-auteur theory
prevalent in Europe partially caused screenwriters to be seen as an
unnecessary cost factor, whose job could equally well be fulfilled by
directors. As a result, screenwriters were, and still are, miserably paid, and
screenwriting education was neglected. The basic wisdom that a film
cannot be any good if it is not well written was dismissed for years. This,
combined with the desire of many producers to target a pan-European
audience, culminated in what is now known as ‘Euro-pudding Cinema’ —
badly written, identity-dissolving films based on the lowest common
denominator.
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Hand in hand with the disregard of what is often seen as a stage that is
distinctly less important than production, European film-makers are highly
averse to committing sufficient funds to development, while being less
sclective about quality. Only 2 percent of a film’s budget in Europe is
allocated to development, whereas in the US this figure reaches about 10
percent (European Union, 1997). Still, in the USA, only one out of ten
projects passes the developmental stage — in Europe, it is one out of four,
demonstrating European producers’ unwillingness to abandon projects
which lack commercial potential.

Weak marketing efforts

1t is only logical that marketing, too, has shortcomings. It is again budget
problems that hinder the advancement of European film. In the US,
marketing often takes up the biggest part of a film’s budget with an
average of 50 percent (Cannes Market, 2002). EU producers only spend
about 3-6 percent of their money on marketing, leading to the simple
conclusion that, even if there were more good European films, few people
would get know about them. This somewhat bold statement can be backed
up by a recent German study completed by the market research firm GfK:
about 20,000 movie-goers were asked how they had learned about the film
they had just chosen. The most frequent answer was ‘movie trailers seen in
the cinema’, followed by ‘TV ads’ and ‘word of mouth’ (Neckermann,
2002). This points to quite passive consumer behaviour, with low involve-
ment, rather than active information-sceking, especially with regard to
European films (Schiffman and Kanuk, 2000). Hence, stronger marketing
campaigns are absolutely essential.

Because of their small size and negotiation leverage, one very effective
marketing tool and lucrative source of supplementary revenue unfortunately
is hard to obtain for EU production companies: the partnership deals major
US studios reach with fast-food restaurant chains or game manufacturers,
which jointly promote spin-off products.

Language barriers and cultural differences

Language barriers, different tastes based on culture, a diversified media
landscape, etc. all add to the obstacles because they mean that differ-
entiated, expensive, multilingual marketing campaigns are a ‘must’ in order
to achieve success. The fixed costs of synchronization, subtitling and film
copies used for exhibition take up a higher percentage of EU producers’
and distributors’ budgets than they do for their US counterparts, reducing
the resources available for other production stages. With the advent of






