


The Business of Culture
Strategic Perspectives

on Entertainment and Media





The Business of Culture
Strategic Perspectives

on Entertainment and Media

Edited by

Joseph Lampel
City University, London

Jamal Shamsie
Michigan State University

Theresa K. Lant
New York University

LAWRENCE ERLBAUM ASSOCIATES, PUBLISHERS
2006 Mahwah, New Jersey London



Copyright © 2006 by Lawrence Erlbaum Associates, Inc.
All rights reserved. No part of this book may be reproduced in
any form, by photostat, microform, retrieval system, or any other
means, without prior written permission of the publisher.

Lawrence Erlbaum Associates, Inc., Publishers
10 Industrial Avenue
Mahwah, New Jersey 07430
www.erlbaum.com

Cover design by Kathryn Houghtaling Lacey

Library of Congress Cataloging-in-Publication Data

The business of culture : strategic perspectives on entertainment and
media / edited by Joseph Lampel, Jamal Shamsie, Theresa K. Lant.

p. cm.
Includes bibliographical references and index.
ISBN 0-8058-5105-4 (cloth : alk. paper)
ISBN 0-8058-5582-3 (pbk. : alk. Paper)
1. Culture—Economic Aspects—Congresses. 2. Cultural indus-

tries—Congresses. 3. Popular culture–Economic aspects—Con-
gresses. 4. Industries—Social aspects—Congresses. I. Lampel,
Joseph. II. Shamsie, Jamal. III. Lant, Theresa K.

HM621.B85 2005
306.4'8—dc22 2004063591

This edition published in the Taylor & Francis e-Library, 2008.

“To purchase your own copy of this or any of Taylor & Francis or Routledge’s
collection of thousands of eBooks please go to www.eBookstore.tandf.co.uk.”

ISBN 1-4106-1556-1 Master e-book ISBN



Contents

�

Foreword ix
Arthur P. Brief and James P. Walsh

Preface xiii

Introduction 1

1 Toward a Deeper Understanding of Cultural Industries 3
Joseph Lampel, Jamal Shamsie, and Theresa K. Lant

2 Observations on Research on Cultural Industries 15
W. Richard Scott

Part I: The Process of Value Creation 23

3 Conflicts Over Creative Control: Power Struggle
on Prime Time Television

27

Joann Keyton and faye l. smith

v



4 The Genius Behind the System: The Emergence
of the Central Producer System in the Hollywood
Motion Picture Industry

41

Joseph Lampel

5 Maestro or Manager? Examining the Role of the Music
Director in a Symphony Orchestra

57

Mary Ann Glynn

Part II: The Challenge of Positioning 71

6 Game Not Over: Competitive Dynamics in the Video
Game Industry

75

Melissa A. Schilling

7 Playing to Their Strengths: Strategies of Incumbent
and Start-Up Firms in Web-Based Periodicals

105

Alan B. Eisner, Quintus R. Jett, and Helaine J. Korn

8 A Question of Timing: Strategies for Scheduling
Television Shows

119

Jamal Shamsie, Danny Miller, and William Greene

Part III: The Nature of Markets 135

9 Charting the Music Business: Billboard Magazine
and the Development of the Commercial Music Field

139

N. Anand

10 Are They Playing Our Song? Programming Strategies
on Commercial Music Radio

155

Jarl A. Ahlkvist and Robert Faulkner

vi CONTENTS



11 Skating on Thin Ice: Confronting Knowledge Ambiguity
in the U. S. Motion Picture Industry

177

Jamal Shamsie

Part IV: The Role of Technology 191

12 From Technology to Content: The Shift in Dominant
Logic in the Early American Film Industry

195

Candace Jones

13 From 78s to MP3s: The Embedded Impact of Technology
in the Market for Prerecorded Music

205

Timothy Dowd

14 Silicon Alley.com: Struggling for Legitimacy
in New Media

227

Theresa K. Lant and Patricia F. Hewlin

Part V: The Impact of Globalization 239

15 Let the Children Play: Muppets in the Middle
of the Middle East

243

Joseph Lampel and Benson Honig

16 Surviving in the Shadow of Hollywood:
A Study of the Australian Film Industry

263

Wendy L. Guild and Mary L. Joyce

17 Uncertain Globalization: Evolutionary Scenarios
for the Future Development of Cultural Industries

275

Joseph Lampel and Jamal Shamsie

CONTENTS vii



Conclusions 287

18 Untangling the Complexities of Cultural Industries:
Directions for Future Research

289

Joseph Lampel, Jamal Shamsie, and Theresa K. Lant

19 Promising and Neglected Types of Studies on Cultural
Industries

305

W. Richard Scott

Author Index 311

Subject Index 319

viii CONTENTS



Foreword

�

Culture defines us. Although we inherit our culture from years past, we also recre-
ate and create it everyday. A hallmark of contemporary life is that culture does
more than define us—it sells. Fortunes are made and lost in the worlds of music,
art, film, television, magazines, games, and more. This commingling of the sacred
and secular poses all kinds of interesting questions for management scholars. Just
what is value in this world? How do you create it? How do you beat your rivals and
sell cultural products at a handsome profit? These business-oriented questions are
really interesting. Their answers not only inform those working in these industries
but also those who do other kinds of knowledge intensive work. And yet, we know
that there is more to the story. Because culture is so essential to our identity as hu-
man beings, the question of limits naturally arises. Should we sell our culture? Are
we ennobled or debased by the practice? Who are “we?” Seeking new markets,
cultural products move across borders. Do we welcome or object to one culture
selling its cultural products to another? These broader contextual questions are just
as interesting as the other more business-centric questions.

Read this wonderful collection of work and enter this world. Lampel, Shamsie,
Lant, and their colleagues wrap their minds around all of these kinds of questions.
At the end of the day, you will come away with a set of wonderful insights about
how cultural industries operate…and how they affect our lives. Our guess is that
you may also come away intrigued by their questions as much as by their answers.
This book is important not only for what it accomplishes but for what it calls us to
accomplish. Much work remains to be done. Their work informs and inspires.
That’s an unbeatable combination! Enjoy.

—Arthur P. Brief
Tulane University
—James P. Walsh

University of Michigan
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Preface

�

At the dawn of the digital age, Marshall McLuhan keenly described the transfor-
mation shaping the relationship between culture and business in the following
words: “We are swiftly moving at present from an era when business was our cul-
ture into an era where culture will be our business.” Propelled by the development
of radio, records, films, and television, business gradually moved into the cultural
arena, and then began to change culture from a local and small-time activity into
industries with global reach.

New technology, combined with the expansion of leisure activity, created and
established markets for cultural products. And, as in other areas in modern busi-
ness, the entrepreneurs who brought to mass markets recorded music, motion
pictures, and paperback books eventually ceded their place to large corporations
run by professional managers who produced, packaged, distributed, and pro-
moted cultural products the world over. These large enterprises did not initially
seem to differ in methods and philosophy from their counterparts in the banking,
fast food, or steel industries. But as they evolved and spread across the globe,
their strategies and organizational methods could no longer be reconciled with
traditional views of management.

The business of culture demanded and developed new methods and new think-
ing. It also called for systematic study and scholarly reflection by researchers who
have both the knowledge of modern management and the sensitivity to the unique-
ness of cultural products. This book has its origins in the conviction that manage-
ment scholars must turn their attention to an intensive study and analysis of
cultural industries. Such a conviction is founded in large part on the belief that
these industries have become too important to be relegated to the periphery of
management research. Furthermore, it is quite likely that the lessons that will be
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gained from the study of these industries will transform our understanding and
practice of management in other industries as well.

The book that you hold in your hand represents the collective efforts by schol-
ars committed to both propositions. The journey that produced this book began
with a conference that was organized at the Stern School of Business of New
York University in May 1997 by the editors of this book. At the time we were un-
certain as to how many researchers and scholars were sufficiently interested to
attend, let alone contribute original research. We were therefore amazed and
gratified by the volume and quality of submissions and the enthusiasm of the par-
ticipants. Whatever doubts we had about the appeal of the topic to scholars and
researchers around the world were laid to rest. Almost half of the submissions
came from outside the United States, most from various European countries, but
some from as far afield as China.

As we geared up for the conference, Arie Lewin, the editor of Organization Sci-
ence, gave us the go-ahead to develop a special issue on cultural industries, which
eventually appeared in May 2000. The announcement attracted many outstanding
submissions that could not be accommodated in a single issue. Given the abun-
dance of work on cultural industries, we started to plan to follow up with a book.
But we preferred to wait for a few years until we felt sufficiently confident that we
had just the right mix of material for a collection that would do justice to the topic.

We made two resolutions along the way: first, that the book should cover as
many cultural industries as possible, and as many perspectives as possible, and
second, that the material should be original and intended for this book, rather than
previously published. With these resolutions in mind we made use of the best ma-
terial submitted to, but not published in, the special issue of Organization Science.
We solicited pieces from scholars whose work we respected. And we kept an eye
out for work in progress presented in conferences and workshops.

We hope that we lived up to our aspirations, but we will let the readers judge the
results. The gamut of cultural industries that we cover is extensive, but by no
means exhaustive. The book contains chapters on motion pictures, television, mu-
sic, radio, video games, and multimedia. The perspectives that inform the discus-
sion and analysis are as varied as our contributors, who come from business fields
such as strategy, organization theory, and marketing as well as from the related
fields of economics, sociology, and communication studies.

Although our primary objective was to pull together in one volume some of the
best as well as the most current research on the management of cultural industries,
as we noted earlier, we, the editors, had another objective. We believe that within
these industries lie some of the most interesting examples of managing businesses
under the increasingly high levels of uncertainty and ambiguity that confront busi-
nesses in the 21st century. This book will surely provide a variety of frameworks
for researchers, practitioners, and students trying to gain a better understanding of
firms and industries in the “culture” business, but at the same time it should also be
useful to individuals who are not involved with industries that fall into this narrow
definition. It is our belief that the dilemmas faced by cultural industries are becom-
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ing increasingly relevant to a broad cross-section of managers across a wide range
of industry contexts.

We, as editors, also hope that this book will prove to be a useful primer on cultural
industries for students and scholars who are engaging in the study and research of
this area for the first time. We believe this book will serve to fill a void by offering
much needed managerial and organizational perspectives of such industries.

We would like to conclude with an appreciation for the considerable help that
we had along the way. We are grateful for the support that we received from New
York University for the conference and to Organization Science for a special issue
that led to the development of this book. We are especially indebted to the authors
for the splendid effort they put into developing the articles that appear here.

We would also like to thank a few people who have helped us to pull together
this book. To begin with, we appreciate the faith that Anne Duffy at Lawrence
Erlbaum Associates placed in us and in our book. Next, we would like to thank
Anne Downey at Michigan State University for her invaluable help in preparing
the manuscript. Finally, we express our gratitude to Kristin Duch at Lawrence
Erlbaum Associates for her administrative support.

—Joseph Lampel
—Jamal Shamsie

—Theresa K. Lant
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CHAPTER

1

Toward a Deeper
Understanding

of Cultural Industries

�

Joseph Lampel
City University, London

Jamal Shamsie
Michigan State University

Theresa K. Lant
New York University

In 1940, while German bombs were being dropped on London, an eccentric Ox-
ford professor by the name of J. R. R. Tolkien was pouring his vivid imagination
and his extensive knowledge of Celtic and Norse mythology into a series of novels
that later came to be known as The Lord of the Rings. When it was first published in
1954, the work attracted mixed reviews and generated tepid sales. The books failed
to receive much attention in spite of the decision by the BBC in 1956 to dramatize
the novel in 12 parts.

However, demand for the series finally began to take off in 1965, when a pirated
paperback edition made an appearance in the United States. The ensuing copyright
dispute alerted the public to this unusual book, and the cultural climate of the
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1960s did the rest. The book became massively popular, first as a cult classic, and
then as a standard title in the literary collection of young people all over the world.

Years later, a director of animated films by the name of Ralph Bakshi adapted
the first book of The Lord of the Rings for the screen. The movie was released in
1978, but it failed to generate much enthusiasm. Given the relatively moderate box
office returns, Bakshi decided against making any films from the following two
books in the trilogy. The failure of the animated version also deterred the movie
studios from attempting any other feature-length adaptation of the book.

In time, a relatively new Australian director became interested in developing a
series of films based on the three books. Peter Jackson worked hard to find a studio
that would be willing to support the production, marketing, and distribution of
these movies. With the support of New Line studio, Jackson shot the entire trilogy
together, with plans to release the three different parts separately. Between 2001
and 2003, all three films based on the trilogy were released, raking in considerable
commercial and critical success.

As has become typical with many films, a large amount of additional revenue
was raised through the development, marketing, and distribution of many types of
products tied to the film. Crowds flocked to purchase the captivating soundtrack of
the movie, various forms of attractive merchandise, and some hot-selling com-
puter games. There was also a considerable amount of renewed interest in the
books, resulting in the introduction of Tolkien’s legendary characters to a new gen-
eration of readers.

What began as a private work of imagination eventually led to a tidal wave of mov-
ies, music, toys, and games. What seemed at one point a modest publishing venture
was gradually transformed into a lucrative franchise whose commercial potential en-
couraged movie directors, music composers, and video game developers, among oth-
ers, to borrow and emulate themes from Tolkien’s world. The words of Tolkien are
likely to live on for a long time as they are reintroduced to the world in various forms.

The story, however, does not stop there. Shortly after J. R. R. Tolkien’s master
work reached the Soviet Union in the late 1980s, thousands of young people began
to dress as hobbits and reenact scenes from the book. In most of the disintegrating
Soviet Union these so-called “Tolkienists” were tolerated as harmless eccentrics.
However, in the newly established central Asian republic of Kazakhstan they have
attracted the hostility of the authorities, and are regularly arrested and thrown into
jail for “bohemian” tendencies. “The police may not like it,” protested one of the
Tolkienists, “but we are not going to stop. It’s our entire life.”

The circuitous route that turned the fertile ideas of an Oxford philologist into a
life-transforming experience for young people in central Asia serves to remind us
of much that is unique about the world of entertainment and media: a world that
management scholars have traditionally referred to as “cultural industries.” In this
world, an idea begins life in the heart and mind of an artist and then journeys
through various translations and mutations into different media over time. The
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same idea is experienced by different people, over and over again, in different cul-
tural and historic contexts. The idea’s path through history is not orderly or prede-
termined. A seemingly chance confluence of events and individuals gives new life
and new expression to a cultural product over time and in different contexts.

Although entertainment and media products inundate our lives, the business of
culture can never be simply a business. Bjorkegren (1996), among others, empha-
sized that cultural products are as much about identity, imagination, and creativity
as they are about sales, employment, and profits. It is a business that is as old as hu-
man society, and as new as the latest technology. It brings us intensely private ex-
periences, and delivers collectively exhilarating events. It produces perishable
commodities, and creates works that are truly immortal. It may be a business, but it
is no ordinary business.

In many ways, the business of culture does not fit easily into our conventional
perceptions of business. Automobiles, semiconductors, and banking may chal-
lenge our understanding, but they rarely push us to move beyond our established
models or frameworks. The dizzying kaleidoscope of cultural industries, by con-
trast, seems to challenge the very models or frameworks that we have constructed
to guide our thinking about business. How can we make sense of bureaucracies
that make music, entrepreneurs that sell fun, and multinationals that merchandise
dreams? Is the business of culture too different for business scholarship, or can we
bring theories and tools that have been developed in other industries to bear on
these industries as well? Does the examination of these industries inform our exist-
ing management theories?

For the most part, attempts to analyze and explain cultural industries have been
stymied by unorthodox business and organizational practices. Individuals who
work in the cultural industries are generally accustomed to these practices and thus
take them for granted. Researchers, however, have tended to classify these prac-
tices as anomalies that fall outside current understanding of how industries nor-
mally function. This outlook, however, is changing. As innovation and creativity
become increasingly central to competitive advantage, and as the entertainment
and media sectors become too large to ignore, practices in the cultural industries
are no longer seen as anomalies, but as the result of business conditions that con-
front many other industries at present.

The shift reflects an intellectual development that is often observed in other
fields of research. As Kuhn (1970) perceptively observed, anomalies are often ini-
tially set aside as curiosities, then seen as interesting but unimportant, and finally,
when researchers note not only their unique properties, but also their relevance to
wider problems, they emerge as an important subject of study in their own right.
This is indeed the story of cultural industries in recent times. Treated first as inter-
esting but peripheral to our understanding of business, cultural industries are re-
ceiving increasing attention as the challenge they pose to conventional theories of
management becomes too strong to ignore and too intriguing to set aside.

1. UNDERSTANDING CULTURAL INDUSTRIES 5



DEFINING CULTURAL INDUSTRIES

The first step in considering cultural studies as a proper subject for research and
study is to provide a workable definition of what is meant by the term cultural in-
dustries. The simplest definition is denotative, consisting of examples of what
most people would agree are part of the entertainment and media sector. In this re-
spect, cultural industries constitute an important part of, but do not represent, en-
tertainment and media in their entirety. When cultural industries are mentioned,
most people would associate them with such areas of creative expression as mov-
ies, television, video games, music and theater. However, although a definition that
relies on examples may be sufficient for informal discussion, it clearly falls short
of what is needed for research. To move beyond the denotative, we need a defini-
tion that captures key general features of what is meant by cultural industries.

Defining cultural industries must begin with the recognition that the term
brings together two domains: culture and industry. Culture is the product of ongo-
ing symbolic human activity that is as old and as pervasive as human society itself.
Culture is intrinsic to what makes us human. It is manifested in activities as simple
as a mother’s lullaby or as complex as a Kabuki play. Industry, by contrast, is a sys-
tem of production, distribution, and marketing that delivers products to consum-
ers. The system is created by specialist organizations and sustained by consumer
demand. Bringing culture and industry together therefore gives rise to cultural in-
dustries: systems of production, distribution, and marketing that deliver symbolic
products to consumers, where each cultural industry is made up of firms that spe-
cialize in the production, distribution, and marketing of specific cultural products,
and is sustained by consumer demand for these products.

Definitions of cultural industries often emphasize the unique aspects of cul-
tural goods that constitute the main outputs of these industries. Adorno (1991),
who was the first to reflect systematically on the relationship between culture
and commerce in the capitalist economy, defined culture industry as the com-
plex economic and social processes that transform culture into marketable
goods. For Hirsch (1972), the definition of cultural industries began with defin-
ing of cultural products as “non-material goods directed at a public of consum-
ers for whom they generally serve as an aesthetic or expressive, rather than
clearly utilitarian function” (p. 44).

The emphasis on cultural products as defining cultural industries was shared by
Lawrence and Phillips (2002, p. 431), who also saw cultural goods as “products
that are consumed in an act of interpretation rather than being used in some practi-
cal way to solve some practical problem,” but they opened the definition further by
arguing that cultural products are “goods and services that are valued for their
‘meaning.’” Power (2002) saw cultural products as a good point of departure, but
expanded Hirsch’s (1972) definition even further. Power argued that cultural in-
dustries consist of “economic actors involved in the production of goods and ser-
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vices whose value is primarily or largely determined by virtue of their aesthetic,
semiotic, sensory, or experiential content” (p. 106).

The difficulty of defining cultural industries exclusively from the perspective
of cultural products is that it promotes the perspective of the consumer over that
of the producers who create new products, entrepreneurs who invest in them, and
managers who oversee them. Although the subjective experience of consumers
is of considerable importance for understanding cultural industries, the perspec-
tive that drives this book is that of the individuals and organizations that make up
these industries, rather than the individuals and organizations that consume their
products. This shift in perspective means that cultural industries are not only de-
fined by the nature of cultural products, but also by the industry system in which
they are produced and consumed. In this respect, Towse’s (2003) definition of
cultural industries provides a useful counterbalance to excessive reliance on the
intrinsic nature of cultural products as the defining characteristic of cultural in-
dustries. As Towse put it:

Cultural industries mass-produce goods and services with sufficient artistic content
to be considered creative and culturally significant. The essential features are indus-
trial-scale production combined with cultural content.… The possibility of mass
production is due to the development of technologies—printing, sound recording,
photography, film, video, internet, digitilization—and the growth of the cultural in-
dustries accordingly gathered force during the twentieth century. (p. 170)

To gain insight into how cultural industries operate as industry systems, it is
useful to recapitulate what gives rise to cultural industries. Cultural industries
emerge as the result of the industrialization of cultural activities that in the past
were undertaken for expressive or communicative purpose without an explicit eco-
nomic motive, or if undertaken for economic purpose took place in craft produc-
tion, often at the behest of affluent patrons. The industrialization of cultural
activity gave rise to the production of cultural goods with the intent of reaching a
mass audience. This has a number of consequences that transform the processes of
producing and consuming culture.

The rise of cultural industries goes hand in hand with the emergence of new
technologies such as printing, sound recording, photography, film, video, and the
Internet. These new technologies give advantage to economies of scale in produc-
tion, distribution, and marketing. As in other sectors, this leads to large corporate
entities whose main business is to create, market, and distribute cultural goods. It
also produces new occupations and new skills, and ecology of large and small
firms that specialize in creating content and assisting delivery. Cultural industries
are in effect the complex interconnections of organizations, individuals, activities,
and knowledge that make up industry systems. But as we argue later, these indus-
try systems deserve to be studied in their own right, for what they reveal about cul-
tural industries, and for what they reveal about industries in general.

1. UNDERSTANDING CULTURAL INDUSTRIES 7



RELEVANCE AND RATIONALE
FOR STUDYING CULTURAL INDUSTRIES

The research and study of cultural industries falls into a middle ground between
the analysis of individual cultural industries such as motion pictures, recorded mu-
sic, or video games, and the broader study of all of them in general. The emergence
of cultural industries as a complex of intertwined industries, which share many
common characteristics and are joined by a web of collaboration and corporate
ownership, create an object that is worthy of study for a number of reasons.

The first and most obvious reason is the impact of cultural industries on society
(Bell, 1996; Wolf, 2003). Cultural industries do not simply represent a significant
set of economic activities, they are also of enormous social importance. By design
and accident, they exert an extraordinary influence on our values, our attitudes,
and our lifestyles. Prior to the emergence of cultural industries these were largely
driven by parental upbringing, communal contact, and religious congregation.
Cultural industries do not supplant these institutions, but they have reduced their
influence considerably.

Indeed, as far as most observers are concerned, cultural industries have taken
the place of home and community as the dominant source of values and beliefs
(Seabrook, 2000). This momentous shift has elicited fear and antagonism from
many who distrust the economic and business imperatives that shape most cultural
industries (Bryman, 2004). Prejudice and hostility, however, are a poor basis from
which to explore the cultural industries. Research that yields deeper understanding
of the practices and dilemmas that face the organizations in these industries would
clearly be of substantial value to practitioners as well as to researchers.

The second reason for studying cultural industries, and one that flows directly
from the first, is our intrinsic fascination with these industries. Cultural industries
have long been the topic of intense public fascination, a fascination that has been
nurtured and reinforced by extensive media coverage. There are surely many who
reach for the remote control when news about cultural industries appears on their
screen, but there are probably many more who willingly or unwillingly participate
in the narratives and dramas of these industries (Lewis, 1992). These industries, far
more than most others, are more amenable to narrative escape and dramatic enact-
ment. Beyond the immediate engagement, however, the extensive media coverage
of cultural industries is now an industry in its own right—it has its own specialist
organizations, channels of distribution, and established practices (Hills, 2002).

At the heart of this industry is the cult of the celebrity (Ponce, 2002). This cult
did not come into being with the emergence of cultural industries, but there is little
doubt that it operates alongside and in conjunction with cultural industries
(Schickel, 2000). That we know star performers and celebrated talent not only for
what they do on the screen or on the stage, but also for how they live, is not unusual
(Barbas, 2001). What is unusual is the degree to which the lives of celebrities con-
tribute to the development and distribution of cultural products.
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The third reason for studying cultural industries must surely reside in what
other industries can learn from these industries. Many industries are struggling
with the problem of integrating business and creative knowledge, a struggle that is
central to the very nature of cultural industries (Brown & Duguid, 2001). Though
cultural industries are diverse in many respects, they do have strong common fea-
tures as far as each industry’s value chain is concerned. An overview of the value
chains in cultural industries reveals the following common features from upstream
to downstream activities.

To begin with, cultural content is created through the application of knowl-
edge and insight of how to embed ideas in a particular medium, be it film, televi-
sion, books, magazines, or the Internet. Second, the content is distributed to
consumers via different means such as broadcasting, cable, satellite, video,
DVD, print, and the Internet. Distribution requires the knowledge to combine the
creative resources with the technological resources. Third, a cultural product is
experienced rather than consumed in the conventional sense of the term. Con-
sumers interact with a cultural product and derive some meaning or entertain-
ment from it (Avrich, 2002).

The integration of business and creative knowledge runs through value
chains in cultural industries. This integration is also becoming crucial in indus-
tries as different as automobiles, computers, and apparel. The lessons of cul-
tural industries are increasingly relevant as these industries recognize that
competitive advantage depends on rapid integration of creative and business
activities. The transfer of lessons from cultural industries to other industries,
however, depends on attaining a better understanding of how this integration is
achieved in cultural industries in the first place. Hence research on cultural in-
dustries ought to be of considerable interest to organizations that are engaged
in breaking down the barriers that currently exist between business and creative
thinking in their own industries.

Finally, the fourth reason for studying cultural industries emerges from a blur-
ring of the boundaries between industries that are clearly in the business of culture,
and industries that are not, and yet are increasingly incorporating features of cul-
tural industries into their design, marketing, and distribution. Pine and Gilmore
(1999) referred to this as the rise of the “experience economy.” The essence of the
experience economy is the increasing centrality of experience to consumption in
almost every industry. In an experience economy, products are purchased not only
for their utility, but also for the associated intangible experiences that emerge dur-
ing consumption, a process that is enriched by the subjective involvement of the
consumer with the product. In an interview, Pine cited an example to illustrate this
new concept:

An example of this [experience economy] is the Forum Shops in Las Vegas, where
all of the stores are laid out on streets that look like an old Roman marketplace. Every
hour there is a five- or 10-minute staged production—like a re-creation of the drown-
ing of Atlantis or a parade of Roman centurion guards—to captivate the audience of
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shoppers. Despite the fact that five or 10 minutes of every hour are basically lost,
with no shopping done, the Forum Shops earn by far the highest dollar amount per
square foot, three or four times that of the typical mall. (Levinson, 1999, p. 72)

The blurring of boundaries is also leading to wholesale organizational experi-
mentation in industries as far afield as automobiles. Almost all the major car com-
panies, domestic as well as foreign, have design studios in California. Although
the design studios are formally owned and funded by the car companies, they are
managed separately, often by a charismatic designer-manager, in much the same
way that the so called independents are run by the major Hollywood studios, or re-
cording labels are set up by large music groups for highly imaginative record pro-
ducers. The task of these studios is to promote original design thinking, and their
organizational methods resemble more closely the practices of cultural industries
than what one encounters in the traditional corporation.

Jerry Hirshberg, who pioneered the first California design studio on behalf of
Nissan, described the approach practiced in his studio:

Here we have thrown multiple disciplines into the same geographic and organiza-
tional pot and we deliberately fuzz the borders between them. And if an engineer
says, “You know I think your design sucks. I think that’s fat and stupid looking and
inappropriate,” in most places he’d be fired for that or at least reprimanded or at the
very least ignored. Here none of that will occur. Here, it’s expected, hoped for. We
encourage the folks to find somebody who’s not humming their tune and ask that
person for their thoughts. Likewise, designers are expected to input into the engi-
neering process. And to think about the planning process. And to think about mar-
keting problems. And to think about sales issues. And as a result, I think, we still
work with our intuitions but we’re working with very richly informed intuitions.
(Cato, 2000, p. 46)

If an industry as emblematic of the industrial age as automobiles adopts organi-
zational methods and work practices that are current in cultural industries, than the
promise of these approaches to the economy at large could indeed be considered to
be significant. However, a proper appreciation of how to make the most of these
practices calls for an understanding of how they emerge and operate in cultural in-
dustries as well as how they must be adapted to the constraints and conditions of
other industries. This appreciation will no doubt come about from direct contact
and internal analysis, but some will need the work of researchers who have a wide
understanding of the organizational and strategic implications of how business and
creative knowledge are integrated in different settings.

ORGANIZATION OF THE BOOK

The objective of this book is to pull together in one volume original research on
cultural industries that reflect both the diversity of the spectrum of cultural indus-
tries, while at the same time exploring the thematic commonalities that are shared
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by all of these industries. With this in mind, the book is organized into five parts,
each of which focuses on a key concept or issue surrounding cultural industries,
with some degree of emphasis on both research and managerial perspectives. We
have also made a serious effort to cover a relatively broad range of cultural indus-
tries in the examination of each of these concepts or issues.

Part I explores the process of creating value in cultural industries. Our use of the
term value is intentionally vague. Value can mean several things in the context of
cultural industries, depending on the metric one uses to measure value. The term
can imply artistic or aesthetic value. It can imply commercial value. It can also re-
fer to cultural, professional, political, moral, or ethical values. The search for value
in cultural products creates numerous tensions and conflicts among those engaged
in cultural production. The artistic value of a cultural product can vary depending
on one’s cultural, professional, or political perspective. Cultural products are often
attempting to satisfy multiple definitions of value, such as being simultaneously
culturally and commercially valuable. These tensions, which produce thorny man-
agerial issues, and the means to balance them, are explored in this section.

Part II examines the varieties of strategies that organizations in cultural indus-
tries use to translate successful products into well-established positions. De-
veloping and executing such strategies, however, confronts cultural industries
with a number of dilemmas. To begin with, although successful products in the
cultural industries are often the result of originality and fresh insight, using these
successful products to build a powerful position relies on a process of duplication
and replication. There is a contradiction here between the first and the second that
bedevils organizations in cultural industries: The freshness and originality that is
often necessary for creating hits and blockbusters runs contrary to the conserva-
tism and formulaic thinking of repeating success.

Should organizations therefore focus their resources on a search for highly un-
conventional artists and ideas, or should they concentrate on making the most of
the successful products that they chance to own? In addition to this difficult contra-
diction, organizations in cultural industries are also fully aware that there are no
strategies that can reliably deliver highly successful products, and none that can
ensure the replication of success. Notwithstanding these difficulties, organizations
dedicate considerable efforts to building capabilities and developing strategies
that can improve the odds on creating successful products and then repeating this
success as often as possible. But to tackle this task effectively they must address
the issue of risk: Should they stake their resources on a few highly risky projects, or
spread their risks across many more less risky bets?

Part III turns its attention to how cultural industries make sense and understand
their own markets. The struggle to make sense and understand why consumers pre-
fer one product over another, or why products that have enjoyed enduring popular-
ity fall out of favor, is not unique to cultural industries, but it is made singularly
difficult in cultural industries by the complex relationship that exists between mar-
ket demand and human psychology. The inherent ambiguity of the relationship be-
tween consumer motivation and observed behavior in cultural industries creates
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two fundamental challenges for managers. First, how can markets for cultural
products be created and demand manipulated? Second, how should information
about such markets be interpreted and used to guide action?

Collecting information is a first step to tackling this problem, but even more
crucial is the ability to interpret the information. The chapters in this section ex-
plore the practices and institutions that collect and make sense of information, as
well as the reasons why these practices and institutions are of limited value. These
limits increase the value and power of experienced individuals with deep insight
into consumer and market psychology in cultural industries. Because these indi-
viduals occupy strategic positions in these industries, their decision-making pro-
cesses form an important theme in this section.

Part IV examines the role of technology in the evolution of cultural industries.
Cultural industries owe their existence to a series of technical innovations such as
electrical sound recording, motion picture photography, television broadcasting,
and the Internet. These technologies opened new frontiers that grew into great in-
dustries. The expansion phase, however, was championed not by the technologi-
cally knowledgeable, but by creative and business talent.

Technology in creative industries has always been an enabler, rather than an end
in itself. It is an enabler for the creation of content, but it is also a force that threat-
ens the control and exploitation of content. The chapters in this section explore the
duality of technology as an enabler and a threat. The duality poses questions that
managers and creative talent continue to face today: What is the best use of a new
technology? How should managers react to new technologies that potentially
threaten their intellectual property rights? What should organizations do when
new technologies shift the very foundations of their industry?

Part V examines the contentious subject of globalization in cultural industries.
The process of globalization in cultural industries shares many of the characteris-
tics of globalization generally: Organizations that build a national base use global
communication and transportation systems to extend their reach across the world.
But producers of cultural products encounter far more virulent opposition than
manufacturers of shoes and automobiles. Culture is central to community and
identity. Cultural goods may be bought and sold like any other goods, but their so-
cial and psychological impact transcends their economic significance.

Large organizations that produce and market cultural products exert a powerful
influence on the lives of their customers. This influence may be positive insofar as
it enriches people’s lives by introducing them to the imagination and creativity of
other lands, but it may be negative insofar as it challenges the values and received
wisdom of long-established traditions. For this reason, the expansion of cultural
industries is often feared and frequently resisted. And it is especially feared and re-
sisted when the organizations that profit from cultural products are based in distant
countries and thus are not accountable for their actions to the individuals or com-
munities that consume their products.
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The chapters in this section explore the contradictions and ambiguities of glob-
alization in cultural industries. They highlight the positive as well as the negative
aspects of globalization, and they raise questions about where cultural industries
are headed in an era dominated by the forces of globalization. Will globalization
give rise to a world dominated by large organizations or many small organizations?
Will globalization produce much-feared homogenization of products and tastes,
or will the mingling of cultures produce a profusion of ideas and experiences? And
finally, does globalization in cultural industries bring people closer together and
thus improve peaceful coexistence, or does it aggravate existing political and so-
cial tensions?

These questions, and the questions that are raised elsewhere in this book, have
at best tentative answers. Any book on cultural industries is merely a snapshot in a
rapidly evolving picture. A perceptive snapshot, however, often reveals enduring
truths that lurk below the surface of a changing reality. The present book, however,
is not a single snapshot, but a series of snapshots, each with its own perspec- tive.
On the whole these perspectives are complementary, and together they point to is-
sues that we believe to be of enduring relevance to cultural industries. The organi-
zation of this book reflects our own sense of how these issues group together, but
ultimately we hope that readers will make their own discovery of how the various
aspects of cultural industries are connected.
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CHAPTER

2

Observations on Research
on Cultural Industries1

�

W. Richard Scott
Stanford University

In my view, the bulk of the quite considerable volume of work that has recently ap-
peared on cultural industries represents a confluence of two trends in the social sci-
ences. The first of these trends, principally affecting work on organizational
studies, was a shift from more micro to more macro levels of analysis. The second,
associated with the resurgence of interest in cultural studies, involved a change
from more subjective to more objective conceptions of culture. Each development
can be briefly described.

FROM MICRO TO MACRO ANALYSES OF ORGANIZATIONS

The introduction of more macro levels of analysis in organizational studies com-
menced with the emergence of open systems models in the 1960s (Buckley, 1967;
Katz & Kahn, 1966) . These ideas directed attention to all the ways in which orga-
nizations are dependent on, penetrated by, and constituted by a wider variety of en-
vironmental forces and agents, both near and far. They also focused interest on
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interorganizational systems existing above and beyond the structures of individual
agencies and firms. In rapid succession, researchers expanded their conceptual
frameworks to encompass organization sets—a focal organization and its immedi-
ate exchange partners (Blau & Scott, 1962; Evan, 1966); organization popula-
tions—collections of organizations with similar structural features making similar
demands on their environments (Aldrich, 1979; Hannan & Freeman, 1977); and
organization fields or industries—a diverse set of organizations, including ex-
change partners, competitors, and regulators, operating in a recognized area of in-
stitutional life (DiMaggio & Powell, 1983; Scott & Meyer, 1983).

These levels were employed, variously, as more elaborated models of the envi-
ronmental structures confronting particular organizations and as models of more
complex organizational systems of interest in their own right (Scott, 2003). As
Hirsch (2000) pointed out, the broader models enabled us to better examine those
increasingly frequent situations in which products and services are constructed,
reproduced, and distributed by systems of interdependent organizations rather
than by single firms. More generally, the models shifted attention from the envi-
ronment of organizations to the organization of environments.

FROM SUBJECTIVE TO OBJECTIVE
CONCEPTIONS OF CULTURE

While these developments were underway in the organizations arena, equally sig-
nificant efforts were breathing new life into cultural studies. Foundational contri-
butions came from anthropology (e.g., Douglas, 1975; Geertz, 1973), from
sociology (e.g., Berger & Luckmann, 1967; Bourdieu, 1977), and from the hu-
manities (e.g., Barthes, 1977; Rorty, 1967). I have found the analysis provided by
Robert Wuthnow to be most informative in sorting out this work, and I rely on his
interpretation in this review. (See, especially, Wuthnow, 1987; see also Wuthnow,
Hunter, Bergesen, & Kurzweil, 1984, and Wuthnow & Witten, 1988).

Wuthnow (1987) proposed that conceptions or approaches to culture can be
classified into two general categories: those that emphasize the subjective mean-
ings of cultural objects and those that emphasize objective features, the character-
istics or functions of the objects themselves. Subjective approaches were the
earliest and remain the most common approaches to culture. They focus on beliefs,
attitudes, opinions, orientations, and values of individuals. Culture is conceived as
the subjective states of individuals. The methodology employed is survey re-
search, participant observation, and the in-depth interview. Representative theo-
rists include Parsons (1951) and Lenski (1963).

Objective approaches, as noted, attend to the characteristics of cultural objects.
They are differentiated into three subtypes: the structuralist, the dramaturgic, and the
institutional approaches. The structuralist approach, exemplified in the work of
Levi-Strauss (1963) and Douglas (1966), attempts to identify the general patterns or
rules that are implicit in the relationships among cultural elements. Culture is analyt-
ically separated from the internal subjective states of the individual participant, and
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is instead viewed as external elements: as texts, gestures, and discourse that can be
heard or read, as acts and events that can be seen, recorded, and classified. The ap-
propriate methodology involves various forms of content analysis.

In the dramaturgical approach, which focuses on the expressive or communica-
tive properties of culture, culture is approached as it interacts with social structure.
Emphasis is placed on the examination of rituals, ideologies, and other acts that
symbolize and dramatize the nature of social relations. Ranging widely from ana-
lysts such as Durkheim (1915/1965) to Goffman (1974), researchers in this tradi-
tion rely on descriptive, ethnomethodological, and participant-observation
techniques. Meyer and Rowan (1977) employed and extended this approach by ex-
amining the symbolic meanings conveyed by formal organization structure.

Institutionalist approaches have arisen that embrace and extend the
structuralist and dramaturgic models to emphasize the roles played by occupa-
tions and organizations in producing and disseminating cultural objects. Pio-
neering work in this tradition was carried out by Becker (1973, 1982), DiMaggio
(1977), Hirsch (1972), and Peterson (1976). As Peterson (1979, p. 153) com-
mented, this “production of culture” perspective employs “the insights and
methods of industrial, economic, organizational, and occupational sociology” to
examine “how the milieux in which culture is produced influences its form and
content.” (See also Peterson & Anand, 2004.)

The resurgence of interest in studying culture as an objective phenomena has
given rise to new methodologies that have been termed the new archival tradition,
which systematically examines documents and textual materials, analyzing the
“shared forms of meaning that underlie social organizational processes” attempt-
ing to “understand the configurational logics that tie these various elements to-
gether” (Ventresca & Mohr, 2002, p. 810).

What distinguishes the current sizable volume of work on cultural indus-
tries—including that contained in the present book—is the convergence of more
macro research models and more objective conceptions of culture. In particular, or-
ganizational set and field models are being combined with institutionalist ap-
proaches, emphasizing the varying combinations of people, processes, resources,
strategies, and structures that come together in the production of symbolic materials.

DEFINING AND DIFFERENTIATING CULTURAL INDUSTRIES

There remains some disagreement regarding how the term cultural, as used in cul-
tural industries, is to be defined. An associated issue concerns whether and how, if
at all, cultural industries differ from other industries. Lampel, Lant, and Shamsie
(2000, p. 263) adopted Hirsch’s (1972, pp. 641–642) definition of cultural goods
as “non-material goods directed at a public of consumers for whom they generally
serve an esthetic or expressive, rather than clearly utilitarian function.” This view
pushes toward the more normative and ritualistic aspects of culture and away from
their cognitive, instrumental uses.
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This definitional choice is somewhat surprising given that the direction of de-
velopment in cultural studies—and in related work in institutional analysis as
well—has moved from an emphasis on the normative to the cognitive features of
symbolic systems (DiMaggio & Powell, 1991; Scott, 2001). It arbitrarily directs
interest to the production of cultural materials for entertainment or to reinforce
mores or religious beliefs while defocusing cultural materials intended to inform
and educate. Music and art would be included but only certain forms of writing and
other media products. Fiction but not nonfiction? Movie musicals but not docu-
mentaries? People but not Time? Religion but not science? It seems preferable to
me to define cultural industries as those concerned with the production, reproduc-
tion, and dissemination of symbolic materials and services of all types. Armed
with this broad conception, scholars can then examine important differences in
these activities along a number of dimensions, including the nature of the produc-
tion and dissemination process, media employed, size and nature of audience, ex-
pressive versus instrumental value of the symbolic materials, and whether pro-
duction and distribution is by profit or nonprofit forms.

What, if any, are the distinctive attributes of cultural industries, considered as
one among many arenas of production and consumption? Scholars have sug-
gested a number of possibilities, including the nature of the work, the character-
istics of organizational forms, and the kinds of problems or issues they pose for
managers. With respect to distinctive features of work, because cultural indus-
tries deal primarily with symbolic products, the subjective response of their con-
sumers or audience is an integral part of the process. As Bourdieu (1977)
emphasized, consumers are coproducers of the products. However, how gener-
ously defined the relevant audience is varies across different arenas of culture.
As Crane (1976) and others suggested, science has attained a greater degree of
autonomy and exerts more control over the criteria governing its field than other
cultural enterprises such as art or religion. The critical audience for a scientist is
other scientists (Latour & Woolgar, 1979).

Many observers of cultural industries point out that work activities require a
high level of creativity. Novel and innovative products are in demand. But this
observation is more true for some phases of the process (e.g., creation of a new
song or novel) than for others (e.g., marketing or distribution) and it is more true
for some types of cultural production (e.g., popular music) than for others (e.g.,
news media). Others suggest that the industry faces a high level of uncer-
tainty—both on the supply side, because of the difficulties in routinizing innova-
tion, and on the demand side, because of the unpredictability and volatility of
audience tastes. But again, these descriptions seem more appropriate for some
than other industry branches, applying more aptly, for example, to contemporary
art than to mainstream religions.

It is often claimed that different types of organization and modes of organizing
are more often found in cultural than in other industries. Cultural products are of-
ten produced by creative individuals employing craft-type processes and struc-
tures. Even though individual artists may loom large and receive the credit, Becker
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(1973, 1982) demonstrated that multiple, diverse parties are typically involved in
the production of artistic products. Creative processes are more likely to be infor-
mal and highly variable, but they must often be connected to more bureaucratic
production and distribution systems. The connections are made by yet another
class of actors: various boundary spanners, including agents, editors, and brokers.
These arrangements help to protect and support the more individualistic values of
artists while at the same time working to buffer more conventional, formalized or-
ganizations from high levels of uncertainty (Hirsch, 1972). Such complex sys-
tems, including independent, diverse units linked by informal understandings,
contracts, or other flexible connections are argued to be particularly characteristic
of organizations in cultural industries.

Scholars observing cultural industries also suggest that they are characterized
by distinctive managerial problems. Among these are the art-versus-commerce di-
lemma (see Glynn, 2000; Mouritsen & Skærbæk, 1995), and the need to balance
innovation and recognizability or familiarity (see Mezias & Mezias, 2000; see also
Blau, 1988; Lampel et al., 2000).

Although there is utility in recognizing and studying all of these dimensions
and distinctions regarding work, organization, and managerial problems, I have
difficulty in viewing them as either characteristic of or distinctive to cultural in-
dustries. Because I prefer a broadened definition as noted earlier, I perceive great
diversity across organizational structures and processes in cultural industries
that undermines the validity of these generalizations. If we attend to the full
range of cultural organizations, great variation can be found along all of the di-
mensions identified.

Furthermore, in my view, the characteristics that in the past made cultural in-
dustries more distinctive are rapidly being swept away by a wide array of new in-
dustries—as well as some reinvented old ones—that are strongly based on
knowledge creation and exploitation. On every side, we confront flexible forms,
loose and shifting connections (contracts, alliances, networks) among diverse
structures and participants, segmented and rapidly changing markets, and a
heightened reliance on innovation (Powell, 2001). And the contemporary litera-
ture is laden with discourse on the multiple managerial dilemmas posed by these
developments. But note: To the extent that emerging industries begin to acquire
many of the distinctive features of cultural industries, it renders even more valu-
able the study of cultural industries. They represent early and continuing instances
of a complex of work patterns, organizational forms, and management issues that
characterize an ever-expanding set of new and reinvented industries.
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I
The Process of Value Creation

�

The enjoyment and appreciation of plays, films, music, or books rarely demands a
deep understanding of how these works are created. The value of cultural products
seems to depend less on how they are created, and more on how they are experi-
enced. We, as consumers, rarely mediate on the struggles behind the mounting of a
first-rate musical, wish to delve into the messy details of the production of a great
film, or want to probe into the obstacles that had to be overcome to create a best-
selling book. We want our cultural products to be delivered to us as polished and as
complete as possible, without knowledge of the turbulence and difficulties that
marked the process for those who were directly involved.

What may be of marginal importance to consumers is of paramount impor-
tance to the organizations and individuals that create cultural products. If you
could move behind the scene in any cultural industry, you would find a perennial
debate, at times friendly and at others acerbic, about how credit should be shared.
The debate is often framed as a struggle between commercial and creative imper-
atives, more pejoratively between the so-called “suits” and the “creatives.” The
passion and polemics that usually mark this debate suggest that this is not an aca-
demic exercise. What we have here are fundamental disagreements over power,
ideology, and the processes that shape the way that cultural industries are struc-
tured and managed.
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In this section we see three contributions to this debate. In chapter 3, Keyton
and smith go behind the scenes of a successful network television series to uncover
a struggle between Linda Bloodworth-Thomason, its executive producer, and
Delta Burke, one of its stars. As the executive producer, Linda Bloodworth-
Thomason straddled the divide between the creative and commercial domains of a
major television series. In addition to being the person responsible for the basic
concept of the series, she also wrote scripts for each of the shows and made key de-
cisions about character development.

As often happens when television programs gain plaudits and audience, one or
more of the actors rise to prominence, often embodying to the audience the very
spirit of the program. When this happens, the actor or actors become stakeholders
in the program, not only with an interest in the program’s success, but also because
they are concerned about the creative direction of the series. This is what happened
to Delta Burke in Designing Women. Her portrayal of Suzanne Sugarbaker, a
self-centered ex-beauty queen with several wealthy ex-husbands, captured the
imagination of the American audience, and catapulted her to star status. As Delta
Burke rose to the status of a star on the show, she began to develop a proprietary at-
titude toward the character of Suzanne. She clearly derived some degree of power
because her portrayal of Suzanne was central to the success of the series. But Delta
Burke also viewed her close identification with the character as an asset that she
could continue to exploit for many years afterward.

Because the character of Suzanne Sugarbaker was conceived and developed
by Linda Bloodworth-Thomason, the issue of who controlled the development
of this character that was so crucial to the success of the series became a bone of
contention. Although Linda Bloodworth-Thomason was not closed to ideas
and suggestions from her actors, in principle she believed that as the executive
producer she was responsible for and had the right to make final decisions
about scripts and roles. This strong stand set the stage for a confrontation be-
tween herself and Delta Burke.

Seen from afar, the confrontation appears to be one between commercial and ar-
tistic sensibilities, between the part of the organization that is concerned about costs
and audience ratings and another that is exclusively focused on imagination and nar-
rative. A closer examination, however, suggests that a line cannot be so sharply
drawn. The script that brought Linda Bloodworth-Thomason into confrontation
with Delta Burke reflects the executive producer’s deep artistic beliefs, whereas
Delta Burke’s position was as much a reflection of her concern about her image and
career as it was about her sense that her emerging power was being challenged.

When asking the question of who creates value in the cultural industries, it is
often tempting to select the individuals who appear on the cover of the book or
CD album, on the marquis or during the opening credits: in other words, the ac-
tors, directors, composers, and authors, rather than the individuals who work be-
hind the scenes, the producers, editors, financiers, and marketers. This tendency
to privilege the highly visible and frequently more glamorous unintentionally re-
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sults in attributing clear demarcation between artistic and commercial spheres,
with the first often seen as the main source of value, and the second as primarily
responsible for exploitation of value. In practice, as we can see in Designing
Women, the boundary between commercial and creative areas can be ambigu-
ous. Individuals who are closely identified with commercial interests may be
motivated by creative ideas, whereas individuals who embody the creative spirit
may be motivated by commercial factors.

The ambiguity of this division between commercial and creative spheres is ex-
plored in chapter 4 by Lampel, who uses the career of Irving Thalberg to track the
emergence of the crucial role of the Hollywood producer as the individual who
makes the links between creative and commercial decisions. In the early days of
the cinema, the boundary between creative and commercial decisions was well de-
marcated: Directors made most of the creative decisions and producers took care
of such issues as budgets and marketing. Thalberg, who gained control of produc-
tion at MGM in 1925, was one of the first to perceive the demarcation between cre-
ative and commercial decisions as a product of politics and ideology, rather than a
reflection of the actual process of film making. In response to the question “Who
creates value?,” Thalberg decisively answered: What matters is not who creates
value, but how value is created. For Thalberg the process of creating value called
for a system: not a system of the type observed in the manufacturing sector, but a
team-based system that brought together individuals with the requisite competen-
cies, without adopting a rigid divide between the creative and commercial spheres.

Thalberg saw the demarcation between the creative and commercial as primar-
ily temporal. The issue was not who has the right to make certain kinds of deci-
sions, but when creative considerations should be allowed to take precedence over
commercial considerations, and when commercial considerations should be given
primacy over purely artistic concerns. His system was based on deep involvement
in the early phase of value creation, a stage during which commercial and creative
issues were explored and debated in the now legendary “script conferences.” This
was followed by a relaxation of control as production teams headed by directors
translated meticulously prepared scripts into film. At this point Thalberg and his
team reasserted control, editing, reshooting, and testing the film until they be-
lieved it blended perfectly both creative intent and commercial viability.

The extraordinary track record of Thalberg and MGM in terms of both critical
and commercial success speaks to the power of the system he created. The pro-
ducer system that he created has been subjected to much criticism over the years.
His approach and philosophy, however, points to an important truth that is often
lost in the bitter debates about whether value comes from the artist or from the per-
sons who create the resources and conditions necessary for culture to flourish.
First, every successful cultural industry evolves roles that combine creative insight
with commercial instincts. Second, the quality and caliber of the individuals who
occupy these roles evolve. Having the roles alone does not suffice: It is also impor-
tant to have the right people in these roles.
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The relationship between role and individual is extensively explored by Glynn
in chapter 5. The modern symphony orchestras date back to the middle of the 19th
century. A product of the willingness of civic authorities to fund culture, and the
increased availability of professional musicians, the symphony orchestras catered
to the burgeoning urban middle classes. At the heart of the symphony orchestra as
a cultural product system stand the music directors. They must combine deep
knowledge of classical music tradition with shrewd appreciation of popular tastes.
They should use this to mediate between the management committees that oversee
budgets and schedules, and the musicians who jealously guard their economic and
professional prerogatives.

Glynn’s chapter focuses on one individual: Yoel Levi, the musical director of
the Atlanta Symphony Orchestra. She explores Levi’s position and actions during
a pivotal moment in the life of the Atlanta Symphony. In 1996, following a press-
ing need for financial retrenchment, the board decided to lay off six musicians. The
decision exacerbated long-standing conflicts between the musicians and the man-
agement of the Atlanta Symphony, leading to a strike. As a musical director, Levi
was caught in the middle, in sympathy with the strikers, while fully aware of the fi-
nancial difficulties that forced the decision in the first place.

The crisis reveals as much about what Glynn calls the “hybridized organiza-
tional identity” embodied in the role of musical director, as it does about Yoel
Levi as a person. As the tensions implicit in this role come to the surface, we can
clearly see the multiple strands that make up the job of music director. At the
same time, we are made to appreciate the humor and ingenuity that Levi em-
ployed to manage a situation that could have easily descended into acrimony, bit-
terness, and failure. At one point he tendered his resignation, only to withdraw it
in response to popular support. Though his role put him in a difficult position, he
used his multiple allegiances to explore ways out of the stalemate between the
management and the musicians.

Put together, these three chapters suggest that value in cultural industries is the
product of intersections and evolutions: the intersection between creative and com-
mercial domains, and the evolution of systems and roles. Debating who gets the
credit for creating the successful film, musical, or book may be a favorite pastime in
restaurants and boardrooms, but ultimately the credit belongs to too many people
and is driven by too many factors for the answer to be constant or straightforward.
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3

Conflicts Over Creative
Control: Power Struggle

on Prime Time Television

�

Joann Keyton
University of Kansas

faye l. smith
Emporia State University

A forum for creativity and creative control consists of necessary, central, and
sometimes opposing, components in cultural industries. Without creativity, a cul-
tural product cannot be produced because the product is dependent on a creative
vision. Many individuals may contribute to the creative process, but in scripted
cultural products the primary source of the creativity is the writer who develops the
characters and places them within a story narrative. Another source of creativity is
the person who plays the character and acts out the story. The mass production fea-
ture of cultural industries requires that creativity be viewed as potentially residing
within individuals, and resulting from the interactions among them. As a result, the
locus of creative control can become the site of power and power struggles in cul-
tural industry organizations.

In this chapter we describe the power shifts related to character control in pro-
ducing a television series. The process of developing and producing the series, and
each episode, relies on the relationships among a set of principals and agents who
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are both loosely coupled and contractually bound. The regular and repeated pro-
cess of producing episodes provides a static framework of organizational relation-
ships. Yet, each episode is unique, requiring the creativity of the cast and crew
most directly involved in producing the cultural product. As such, the tension be-
tween creativity and creative control surfaces and illustrates some of the unique
features associated with creating cultural products (Lampel, Lant, & Shamsie,
2000; Shamsie, 1997).

Because the creative and production processes of cultural industry products are
completed behind the scenes, consumers or viewers of these products are likely
not able to associate the product with those who produce it. A television series is
most often associated with the actors and actresses who portray the series’charac-
ters; yet, other individuals sustain the product and contribute to the creative pro-
cesses required to produce the episodes. For example, the producers and writers of
a television series are instrumental in designing and maintaining the focus of the
story line of the series, yet often are relatively unknown to the primary consumer—
the viewing public.

For an organization to produce the episodes of a television series, it must allo-
cate power to the various individuals who work on the show. Despite the specifica-
tion of formal power in written, transactional contracts, informal power also exists
among these organizational members. Thus, both formal and informal power are
properties of the relationships between parties, or part of their relational contracts
(Emerson, 1962; MacNeil, 1985; McLean Parks & smith, 1998; Mechanic, 1962;
Rousseau & McLean Parks, 1993).

Power is relationship specific rather than person specific, and is a function of
the reliance or dependency of one of the parties on the other (McLean Parks &
smith, 1998). If dependence is symmetric, then power is balanced; if it is asymmet-
ric, then power is out of balance and the least powerful party will be motivated to
restore balance (McLean Parks & smith). Over the life cycle of producing a cul-
tural product, parties may evolve through zones of power balance (or imbalance)
based on emerging dependencies.

In this chapter we examine a network of principals and agents comprised of
Columbia Broadcasting System (CBS), Mozark Productions, its executive pro-
ducer, Linda Bloodworth-Thomason, the television show Designing Women,
and the show’s four lead actresses. Archival analyses and analyses of the scripts
were used to supplement direct observation of the filming of one episode that
was part of an initial study of the character roles as representations of Southern
women (Keyton, 1994). The evidence of power shifts and creative conflicts
among the show’s producers and actresses were a serendipitous finding and re-
ported in smith and Keyton (2001).

THE ORIGINS OF DESIGNING WOMEN

Linda Bloodworth-Thomason and her husband Harry Thomason founded Mozark
Productions to produce the television series Designing Women. Produced for CBS
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beginning with the 1986–1987 season, a minicrisis occurred early in the show’s
first season. However, letters from viewers convinced CBS to keep the show. By
the 1989–1990 season the series was a part of popular culture because it addressed
controversial social issues of particular importance to women (e.g., AIDS, breast
cancer, breast implants, women in the church hierarchy, domestic abuse; Dow,
1992; Keyton, 1994; smith & Keyton, 2001). The setting of Designing Women was
an Atlanta interior design firm, Sugarbaker’s. Julia (Dixie Carter), Suzanne (Delta
Burke), Mary Jo (Annie Potts), and Charlene (Jean Smart) were partners in the de-
sign firm, which was located in Julia’s home.

As a situation comedy, Bloodworth-Thomason wrote ensemble scripts in
which the characters resolved personal and professional problems, made deci-
sions, managed conflict with outsiders, and discussed societal problems. At that
time, television critics applauded Bloodworth-Thomason’s efforts for develop-
ing these characters “as women with a degree of depth, competence, wit, and tex-
ture undreamed of by their sisters in the early days of television” (Schrag, 1991,
p. 112). After just three seasons, Bloodworth-Thomason was honored by the
Museum of Broadcasting as “a leader in writing and producing programs that
feature intelligent female characters who don’t shrink from verbal expression”
(Museum of Broadcasting, 1990, p. 11A).

Whereas a creative team more typically writes situation comedies, Bloodworth-
Thomason was the primary author of the Designing Women scripts. Combining this
instrumental role with her roles as series creator and producer gave her substantial
power and creative control over the television series. The weekly schedule used to
produce situation comedies requires a tight turnaround and intense focus on the or-
ganizational product. The regularity of these scripts from Bloodworth-Thomason
acted as a communication vehicle for discussing organizational tasks and issues,
much in the way written procedures communicate to employees. Production em-
ployees reported that “they relied on the script for directions about their tasks with-
out receiving (or expecting) direct communication from Bloodworth-Thomason”
(smith & Keyton, 2001, p. 156).

Scripts were viable downward communication devices because cast and crew
were relatively stable both within and throughout seasons. Moreover, episodes
were produced weekly creating a repeatable cycle of task work (i.e., table reading
of script, blocking rehearsals to set lighting, and filming) even though the content
of the creative output changed. Thus, Bloodworth-Thomason’s scripts were a
channel of organizational communication that controlled organizational processes
and the task work of cast and crew.

Other evidence supports Bloodworth-Thomason’s use of scripts as an organiza-
tional communication device (smith & Keyton, 2001). Bloodworth-Thomason pub-
licly acknowledged that the four characters represented different aspects of her
personality. Indeed, her close association with the characters was analyzed and re-
ported on in the popular press (Davis, 1988). As such, Bloodworth-Thomason’s
characters became vehicles to comment on her Southern roots and to liberate what
she perceived to be the trapped Southern female stereotype (Keyton, 1994).
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In particular, Bloodworth-Thomason acknowledged that the character of Julia
was most closely aligned with her style and viewpoint. Julia’s diatribes about so-
cial injustices were a hallmark of the series. With this acknowledged autobio-
graphical characteristic of both the characters and their commentary, it is easy to
see how Bloodworth-Thomason’s identity was encapsulated in the scripts and how
the scripts spoke for her as a communicative device. In her role as creator, pro-
ducer, and writer, Bloodworth-Thomason had the opportunity and apparent mo-
tive to create scripts that controlled the organizational interaction environment, the
organizational agenda, and the roles of cast and crew.

Bloodworth-Thomason’s work on Designing Women has been described as
providing a distinctly feminist and liberal sensibility at a time when few television
shows presented women in this way. As a result, her scripts helped to recast con-
ventional images of women and of the South (Graham, 1993). Thus, she was the
source of knowledge that provided the story lines for the scripts, not only from the
technical perspective as writer, but also from the perspective of understanding this
tacit knowledge. The relationship between the tacit knowledge and the writer’s
identity seems to have overlapped substantially, suggesting that any challenge to
the ownership of the characters’ identities would be parallel to a challenge to
Bloodworth-Thomason’s individual identity. The functions of the scripts and the
tacit knowledge gave Bloodworth-Thomason real and symbolic control of the
identity of the show as well as its characters.

Common to television series, the coupling of characters to continuous story
lines required that Bloodworth-Thomason invest in the actresses as the voices and
personae of characters. Despite the close identity of Bloodworth-Thomason to the
characters and the story lines of the scripts, she had to rely on them to enact her
characters and stories, as well as provide consistency for the viewing audience. Al-
though this is a common strategy necessary for the constraints of television, it cre-
ates absolute dependencies (smith & Keyton, 2001) that can become the source of
conflict. The potential for tension was heightened as Bloodworth-Thomason spe-
cifically wrote the roles of Julia and Suzanne for Dixie Carter and Delta Burke,
with whom she had developed friendships when the actresses were hired for roles
on Bloodworth-Thomason’s first television series, Filthy Rich.

GROWING CONFLICTS OVER CREATIVE CONTROL

Conflict over creative control is a frequent tension when an actor or actress wants
to contribute to a character’s voice or portray a character differently from the
scriptwriter’s intension. This is most likely to happen when an actress becomes so
identified with a character that viewers have difficulty separating the fictional
character from the actress portraying the character. This was the case with Delta
Burke’s portrayal of Suzanne. Conflict emerged between Burke and Bloodworth-
Thomason because Bloodworth-Thomason controlled the identity of the Suzanne
character and the character’s voice through writing the scripts, whereas Burke’s
popularity with viewers empowered her to challenge Bloodworth-Thomason’s
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creative control. Writers have legal ownership of characters they create (Norwick
& Chasen, 1992), even though viewers may associate specific actresses with those
characters. In this case, the actress used her substantial power base to defend her
claim of ownership of the character voice.

The power conflict between Burke and Bloodworth-Thomason reached a con-
frontation stage when Burke refused to do a scene in a mud bath for the last episode
(“La Place Sans Souci”) of the 1989–1990 season. Burke’s refusal resulted in con-
tract negotiations that included the potential for her to be written out of this script
and out of the series. The conflict was so acute that rehearsals were delayed 2 days
for this episode. Using the script to deliver metaphorical messages about the power
struggle, Bloodworth-Thomason signaled to Burke and the other employees that
she remained in control of the characters, and that the future of the series and its
identity hinged on how this power conflict was resolved (smith & Keyton, 2001).

Although Burke’s formal contract controlled the explicit and objective nature of
the professional relationship such as how, when, and where she would deliver the
script that was written, the informal and personal relationship between Burke and
Bloodworth-Thomason also contributed to the tension. Bloodworth-Thomason and
Burke had a long working history together. Burke first appeared as an ex-beauty
queen in Bloodworth-Thomason’s first television series, Filthy Rich. Although not a
popular success, the series reinforced Bloodworth-Thomason’s creative talent (ear-
lier recognized with two Emmy nominations for M*A*S*H), and her ability to con-
nect with a female audience, and also validated her ability to produce a television
series. This was significant given that Bloodworth-Thomason was one of the first fe-
male television producers—a field still largely dominated by men.

The tension between Bloodworth-Thomason and Burke was exacerbated by
two influences. First, Burke and Bloodworth-Thomason were (or had been)
friends. Just prior to this conflict, Bloodworth-Thomason had written a script for
Burke dealing with Burke’s weight gain, which had garnered considerable scru-
tiny from both trade and popular press. Literally weeks before this power struggle,
Bloodworth-Thomason had empathized with Burke and wrote a script denouncing
that “thin is everything” even for ex-beauty queens, and had appeared in pictures
with Burke in the trade press supporting the actress and explaining why she wrote
this episode for Burke. Later, Burke would claim that it was a lie to pretend that
“everything was hunky-dory” as Bloodworth-Thomason and her husband hassled
her about her weight, even from the beginning of the series (Park, 1991).

Second, Bloodworth-Thomason viewed Mozark Productions and Designing
Women as establishing her independence from other industry influences. Graham
(1993) reported her as “no longer allow(ing) any fundamental aspect of her work to
be outside her own control” (p. 66). Personally, this series represented her Southern
upbringing and her view of contemporary values and issues. Professionally, this se-
ries marked her independence and recognition as a producer and writer. Based on the
top-10 success of Designing Women, CBS offered Bloodworth-Thomason and
Mozark Productions a $45-million contract and free rein to produce other shows, at
that time the biggest production deal the network had ever made (Graham, 1993).
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To resolve the tension, Bloodworth-Thomason could have rewritten the script
to remove the tangible point of conflict (the mud bath scene) from the “La Place
Sans Souci” episode. Rather, she chose to assert her professional and formal power
by insisting that the mud bath remain, thus humiliating Burke’s character, Su-
zanne, and communicating to Burke that Bloodworth-Thomason controlled the
script. During the filming of the episode, multiple power-laden messages were
conveyed that indicated that Burke was threatening the success of the series as an
ensemble story line, that Bloodworth Thomason was tired of Burke’s
grandstanding, and that Burke was not playing by the rules (smith & Keyton,
2001). For example, Julia admonishes Suzanne after she rants about the small por-
tions of food and the exercise she’s expected to do in their trip to the health spa:

Julia: And now, all of a sudden, just because this place is not exactly what you
envisioned and only you alone know what that was–but my guess is you
pictured yourself floating on some big barge while a bunch of slaves fed
you grapes, anyway, just because it is less than your expectations, you now
want to spoil it for the rest of us!

Later in the spa’s restaurant, Julia scolds Suzanne about her disruptive dining
behavior:

Julia: Oh, Suzanne, for crying out loud. Just because you’re not having a good
time, you are absolutely hell-bent on trying to start something. Well, I have
had just about enough for one day. Until you get over your obnoxious dispo-
sition, Mary Jo and I will just take our dinner and go back to the room.

In the middle of the episode, the four women play a marathon of Trivial Pur-
suit™. The next day in the mud bath, Julia and Mary Jo find out that Charlene and
Suzanne cheated. Julia spouts, “What gets me, Suzanne, is that you thought you
could get away with it.” Now with Charlene and Suzanne in a mud fight against
Julia and Mary Jo, Julia continues, “You’ve been begging for it right between the
eyes, Suzanne, and now you’re gonna get it!” Fighting and arguing continues. Julia
ends the scene with “You are a dead woman!”

The production of this episode, then, revealed the power struggle between the
parties, in both its formal and informal forms, with Bloodworth-Thomason retaining
the upper hand through her control of the script and story line. Though largely invisi-
ble to the viewing audience when the episode aired, months later Burke made the
power struggle public in media interviews. Whereas Bloodworth-Thomason won
creative control in this instance, Burke eventually sued Bloodworth-Thomason and
Thomason for breach of contract. Months later, both parties were still regularly and
publicly airing their contempt for one another.
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THE ROLE OF CONTRACTS IN CREATIVE CONFLICTS

The nature of a cultural product such as a television series provides a rich source of
information that illustrates the power dependencies among the formal organiza-
tions (CBS, Mozark Productions), the formal contracts (legal documents), rela-
tional contracts between parties (Bloodworth-Thomason, actresses), and power
asymmetries and symmetries over time. Organizational contracts embody both
economic and social features, and may be viewed on a transactional-relational
continuum of psychological contracts that incorporates power differences be-
tween parties (McLean Parks & smith, 1998). Transactional contracts are more
likely to have terms of the contract expressed explicitly, such as in employment
contracts that legally govern the actresses for the series.

When the power distribution is symmetric between parties, each party can rely
on the terms of the formal contract to enact the behaviors specified in the contract
and to resolve disputes according to those terms. When power distribution is asym-
metric, however, the more powerful party becomes a “contract maker” and the less
powerful party is a “contract taker” (McLean Parks & smith, 1998). It is expected
that the contract maker will be in a better position to influence the terms of the con-
tract and to be able to exit the relationship at will (McLean Parks & smith).

The norm in television series production is that actresses and producers are
bound by legal, transactional contracts for a specified number of episodes or sea-
sons. Within this contract, the producer maintains a contract-maker role. The con-
ceptual distance between producers as contract makers and actresses as contract
takers, however, may become altered over multiple seasons if the series, charac-
ters, and actresses playing specific characters gain popularity with the viewing au-
dience. When such popularity occurs, dependencies among them increase as the
original power distance shrinks, so that the power between parties becomes more
symmetric over time.

Producers are more likely to befriend actors and actresses who contribute to
their series’ success, just as actors and actresses are likely to befriend producers
who provide a vehicle for their popularity. Even if the affection is not genuine, both
parties contribute to the illusion that it is, as fans expect relative harmony among
parties. When a crisis for a television series occurs (in this case, the disharmony
between Bloodworth-Thomason and Burke over Burke’s weight gain, and Burke’s
refusal to do the mud bath scene), this state of presumed friendly power symmetry
may once again become asymmetric as fans can easily (and will) take sides when a
popular actress or character is perceived to be under attack.

In the case of Designing Women, fans took the side of Burke. After all, she was
more visible to fans, and she played a character with a common problem (weight
gain). Moreover, fans were aware that Burke was a former beauty queen and was
gaining weight, and they were aware of Bloodworth-Thomason’s supposed sup-
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port of Burke in the form of an episode (“They Shoot Fat Women, Don’t They”)
dealing with the problem. The viewer-presumed message of that episode was that
it was okay to be the person that you are regardless of weight (a message likely
construed as positive and self-referential by many fans). Thus fans were on
Burke’s side when the power struggle became public.

This case illustrates how power is relative, emergent, and likely to be affected
by a multitude of factors. The increasing popularity of a television series enhances
the power of the executive producer and writer, who is creating the product. Like-
wise, it enhances the power of the actresses because they are instrumental in deliv-
ering that creative product. Similarly, when the actresses become so popular that
their identity is intertwined with the characters, their relative power is enhanced
through external sources such as the viewers. Burke, through her popularity as Su-
zanne on Designing Women, had become a star of the show in the viewers’percep-
tions even though Bloodworth-Thomason’s intent was that each of the four
actresses would share an equal, but different, voice as a member of an ensemble.
Even Burke referred to the ensemble “like a band, everyone playing their own in-
strument to make beautiful music” (E! Entertainment Television, May 31, 2000)

The type of resource that is exchanged is more particularistic in relational con-
tracts, in contrast with transactional contracts, because the actual identity of the in-
dividual(s) is important (Foa & Foa, 1975; McLean Parks & smith, 1998). In
addition, there is a willingness to honor the intent of the contract because the terms
are mutually understood (McLean Parks 1990, 1992; McLean Parks & smith;
Rousseau & McLean Parks, 1993). The codependency characteristics of relational
contracts are illustrated clearly in the relationships between Bloodworth-
Thomason and the four actresses.

Without Bloodworth-Thomason to write the scripts for the series, it lost its identity,
as was evidenced by the 1990–1991 season when Bloodworth-Thomason did not au-
thor the scripts, and she turned her attention to other series (e.g., Evening Shade). Al-
though the same four actresses remained during this season, the conflict between
Burke and Mozark Productions became public fodder in the media, and the ratings for
the series slipped even though Burke, the series, and Bloodworth-Thomason were
nominated for Emmy Awards for work in the previous seasons.

By the 1991–1992 seasons, the characters and actresses changed, which further
eroded the success of the series. The synergy among the writer, the actresses, the
story lines, and the characters was based on relational types of contracts that
evolved (and dissolved) over time among these five people. Even though legal con-
tract commitments between Burke and Bloodworth-Thomason (transactional con-
tracts) remained for two seasons after the marker event (the episode “La Place Sans
Souci”), the interpersonal relationship between them, as well as the relationships
between Carter and Burke, and Carter and Bloodworth-Thomason, were forced to
change as these friends chose sides, and the perfect Designing Women family came
apart (E! Entertainment Television, May 31, 2000). Hence, the relational contracts
had been destroyed, causing the quality of the series to diminish and eventually
fold (smith & Keyton, 2001).
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STRUGGLES FOR BALANCE OF POWER

Given that power is relationship specific rather than person specific (Emerson,
1962; McLean Parks & smith, 1998), over time, the symmetry of power between
parties in either transactional or relational contracts is likely to evolve through
zones of power balance or imbalance. A factor that contributes to this evolution is
the source of power. In Designing Women, we can trace the evolution through
zones of power balance based on the sources of power exerted by the two primary
parties engaged in the conflict, Burke and Bloodworth-Thomason, as well as the
power evolution between organizations.

After Bloodworth-Thomason convinced CBS to shoot the pilot in 1986, CBS
contracted with Mozark Productions to regularly produce Designing Women. The
ratings for the series, however, were lackluster and CBS planned to cancel the
show after changing its timeslot nine times and briefly putting the show on hiatus.
In an attempt to save the show, Harry Thomason contacted Viewers for Quality
Television, who had named Designing Women as the Best Quality Comedy Series
that year, and asked their viewer members to initiate a letter-writing campaign.

The viewing audience had connected already with the show’s identity as one
that was written by women, about women, and for women. When they learned that
the series was going to be canceled, their write-in campaign saved the show. Al-
though power in the transactional contract between CBS and Mozark was asym-
metric in that CBS had greater power to cancel the show, Mozark and the
televisions series were able to benefit from the power gained from external constit-
uents, the viewers, to adjust the power asymmetry and change it to power symme-
try. The television series was not cancelled, and during the next three seasons, the
show achieved top-10 status on a regular basis.

Near the end of the filming for the 1989-1990 season, the conflict between Burke
and Bloodworth-Thomason became acute, however, and power asymmetries were
evident within the boundaries that created, acted, and produced the show. In March
1990, the last episode of the season, “La Place Sans Souci,” was being filmed. (The
dynamics of the script story, the rehearsals, and the filming of this last episode are re-
ported in smith & Keyton, 2001.) Comparing the story line of the script to the under-
lying conflict, there is a noticeable parallelism. In the episode, the character played
by Burke receives multiple power-laden messages about her behavior relative to the
other characters. It appears that Bloodworth-Thomason used this control mecha-
nism to reinforce her insistence that the identity of the series remain centered on an
ensemble portrayal of issues that had made it successful and that had triggered the
viewers’ write-in campaign (smith & Keyton).

This apparent parallelism is further reinforced by the media reports of the
“feud” between Bloodworth-Thomason and Burke. Burke first discussed the feud
on a Barbara Walters Special and then on The Arsenio Hall Show. As a result, the
tabloid media picked up the story, most often with a viewpoint that supported
Burke, not Bloodworth-Thomason. Years later Carter and Burke talked about the
feud on Lifetime’s Intimate Portrait and E!’s Celebrity Profiles. The feud remains
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a topic of interest to viewers who continue to follow the show in reruns on Lifetime
Television, as demonstrated on the message boards on Lifetime’s web site. Even
though Bloodworth-Thomason, Burke, and the other actresses have moved on to
other professional endeavors, the show’s identity and the loss experienced by the
viewers after its contractual demise cast a long shadow.

The evolution through the zones of power balance between Bloodworth-
Thomason and Burke illustrates relative power shifts based on multiple sources of
power. For example, initially it appears that the power balance between these two
parties took the form of an “ordinary” exchange between a producer–writer and an
actress. Despite Bloodworth-Thomason’s efforts to sustain the ensemble presenta-
tion of the show, viewers began to indicate a preference for Burke’s character (and
by definition, Burke), and she gained power through her popularity with viewers.
Bloodworth-Thomason, on the other hand, was gaining power through her profes-
sional recognition as a producer–writer, and her additional contracts to produce
other television series (e.g., Evening Shade).

In other words, both parties were gaining power based on their professional suc-
cess, but the actress gained it through a solid, yet diffuse, set of external viewers,
whereas the producer–writer gained it through additional formal contracts for her
services. Bloodworth-Thomason gained industry attention, which she apparently
hoped would translate into economic gains; Burke gained viewer attention that gave
her substantial economic leverage. One of the interesting power issues illustrated by
this case, and left silent in the McLean Parks and smith (1998) treatment of power
distributions in contractual exchanges, is that there is a theoretical assumption that
both parties in a dyad agree about who has more, less, or equal power.

As Mechanic (1962) suggested, less powerful parties may not be powerless. In the
dyad of Bloodworth-Thomason and Burke, it appears that Bloodworth-Thomason
perceived herself as the principal with the most power, and Burke as the agent with less
power. However, Burke appears to have perceived herself as the contract maker be-
cause of her fan loyalty, which enhanced her power via an external coalition (Pfeffer,
1981; Salancik & Pfeffer, 1974). Whereas the formal contract power favored
Bloodworth-Thomason, the informal public power favored Burke.

Within a few months of the initial event, the behind-the-scenes power struggles
between Bloodworth-Thomason and Burke became visible to fans as both parties
aired their grievances in public. Both parties entered into contract renegotiations
while Burke continued to play Suzanne. Bloodworth-Thomason withdrew from
the show, conceding creative control to other writers. Thus, whereas Bloodworth-
Thomason became invisible to viewers, Burke was still portraying Suzanne in
story lines of diminished quality. Essentially, Burke continued to command public
sympathy for her plight—both contractually and creatively—at the hands of
Bloodworth-Thomason. Although Bloodworth-Thomason and her husband may
have won the contractual and legal struggles, Burke’s popularity was not eroded.
To date, Burke’s fans demonstrate their support for Burke and their displeasure
about the power struggle on the web site that supports Lifetime Television’s syndi-
cation of the series.
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CONCLUSION

Throughout the evolution of the life cycle of the Designing Women television se-
ries, one factor that appears to have been a competitive advantage for it compared
to other series was its identity. Bloodworth-Thomason’s identity with the charac-
ters propelled viewers’ identity with the show. We propose that for many artistic
and cultural products, the creator, as founder, embodies and articulates the identity
of the product without substantive consideration for commercial success. The
identity is embedded in the creator’s conception of what that product is, whether it
is a television series, a painting, or a piece of music. Creating the product is an ex-
pression of the artists, themselves, suggesting that there is a significant merging of
the artist’s and the product’s identity.

Thus, the concept of organizational identity is extended to less tangible forms of or-
ganizing. In other studies of organizational identity that have examined noncultural
types of organizations (e.g., Dutton & Dukerich, 1991; Dutton, Dukerich, & Harquail,
1994; Elsbach & Kramer, 1996; Gioia & Thomas, 1996), the observation was made
that at least some aspects of the organization’s identity changed when its original iden-
tity was challenged. In each of these studies, the organizational identity became less
central, distinctive, or durable across time when challenged.

In the case of the Designing Women television series, the factors that were cen-
tral, distinctive, and durable (Albert & Whetten, 1985) initially remained intact
even when challenged significantly. We suggest that its ability to remain intact
may be a characteristic of the cultural product industries, because there would be a
close association between the creator’s identity and the product’s identity in most
cultural industry organizations. In this television series, this identity was chal-
lenged, first, when CBS indicated it would cancel the series because it was not cap-
turing a sufficient number of viewers. Even in that short period of time, the viewers
identified with the messages communicated in the series about women’s issues,
and campaigned successfully to keep the show.

Whereas CBS was measuring performance based on the quantity of viewers,
the true performance measure of the show’s success was the depth of identification
the viewers had with the show. This depth of identification appears to have been
the result of congruence of values (McLean Parks & smith, 2000) between the cre-
ator’s stories, the ensemble acting, and the creator’s ability to capture experiences
that many women had faced and felt strongly about but were unable to voice. When
the value of this identity was challenged by traditional performance measures, the
identity remained intact.

The second challenge to the identity of Designing Women was Burke’s defiance
of the ensemble presentation of the scripts. Burke’s challenge appears to have been
driven by the viewers’ identification with her character, which was one of limited
critical inquiry about the women’s issues. Apparently many in the viewing audi-
ence felt closer to Suzanne, Burke’s character, because Suzanne bridged between
being a victim of issues and wanting to change those issues like her sister, Julia,
Carter’s character. The creator’s conception of the show’s identity, however, was
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that to allow one character voice to dominate the ensemble would be to lose the
message that was central and distinctive about this television series in the first
place. If the character voice that was less critical thinking were to emerge as the
dominant voice, then the momentum of women’s voices as they transitioned from
traditional voices to emerging voices would be endangered.

From Bloodworth-Thomason’s perspective, it appears that destroying the en-
semble voice for the show would destroy the show’s identity to which she was so
deeply rooted. It was this central and distinctive value that had to remain durable in
order for the show to remain socially or commercially successful, and it was
Bloodworth-Thomason who appeared to acknowledge that connection. Had she
not been the creator of the scripts and story lines, and had she not used her own
Southern background as a source of ideas (Keyton, 1994), then she may have be-
come a victim of the viewing audience’s (and Burke’s) majority opinion about how
the show’s identity should evolve. Instead, through the script, rehearsals, and film-
ing of the “La Place Sans Souci” episode, she communicated how important it was
to retain the identity as she had crafted it (smith & Keyton, 2001). The parallelism
between this script and the events surrounding the production of this episode were
irrelevant to viewers, as production took place in March, the episode aired in May,
and the feud became public in August.

Subsequent to the end of the 1989–1990 season when the “La Place Sans
Souci” episode was aired, additional challenges to Designing Women’s identity
occurred. First, Bloodworth-Thomason diminished her writing and creative activ-
ities significantly, as she did not write any of the scripts in the 1990–1991 season.
Second, two characters were changed in the 1991–1992 season, including Burke’s
character, Suzanne. Characters changed again in the 1992–1993 season, which
was the final season of the series, except for syndication.

It appears that once Bloodworth-Thomason left the series by turning over her
writing duties to others, the core identity of the series was dismantled. Even in the
1990-1991 season when the characters and actresses remained the same, it began to
lose appeal with the viewing audience, and ratings began to slip. By then, however,
Bloodworth-Thomason was no longer protecting her identity with the show, and it
was allowed, more or less, to dissolve on its own. No one else was able to retain the
identity of the show, or those factors that were central, distinctive, and enduring.

The power struggles that can develop over the life of a television series raise
some interesting questions. Can interpersonal influences ever be separated from
formal, contractual relationships? The interdependence required between contract
maker and contract taker, and the intertwined identities of producer–writer and ac-
tress–character suggest that power struggles in cultural industries will be difficult
to resolve because the tension is as public as it is private. By viewing this television
series through the lenses of creative control and power asymmetries, and as chal-
lenges to identity, we have been able to articulate some of the creative tensions and
unravel some of the social fabric embedded in the life cycle of a cultural product.
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CHAPTER

4

The Genius Behind
the System: The Emergence

of the Central Producer
System in the Hollywood
Motion Picture Industry

�

Joseph Lampel
City University, London

Its trade, which is in dreams and at so many dollars a thousand feet, is managed by
businessmen pretending to be artists and by artists pretending to be businessmen. In
this queer atmosphere, nobody stays as he was; the artist begins to lose his art, and
the businessman becomes temperamental and unbalanced.

—J. B. Priestley in Midnight on the Desert (cited in MacGowan, 1965, p. 305)

Film buffs are familiar with the phenomenon of the director’s cut: famed directors
restoring the prerelease version of a movie that had been distributed years, if not
decades, earlier. The term evokes a fight to preserve the integrity of an original vi-
sion. It suggests precious footage on the cutting room floor, victim to studio insis-
tence that exhibition constraints should take precedence over directorial
intentions. It is “time is money” in the crudest sense of the phrase: Money buys tal-
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ent, and talent must obey the dictates of money. There is nothing new about the
struggle between creative artists and their backers. Creative artists always want
the freedom to create without financial or market constraints, whereas their back-
ers want to maximize returns on their investment. One side appeals to artistic free-
dom, the other points to financial risk (Glynn, 2000).

The rise of the cultural industries has exacerbated the conflict. Prior to the 20th
century, artists tended to be entrepreneurs or contractors. Their autonomy was cir-
cumscribed by the dictates of the market or by the expectations of their employers,
but their ability to pursue their artistic vision within these constraints remained rel-
atively intact (Wijnberg & Gemser, 2000). In the corporate hierarchies that charac-
terize the new cultural industries, individual autonomy must often give way to
supervised team production, but it must do so without fundamentally subverting
the organization’s creative capabilities (Seely Brown & Duguid, 2001).

In this chapter, I argue that the corporate management of cultural production of-
ten deals with the inherent tension between artistic and commercial imperatives by
creating new forms of strategic organization (Lampel, Lant, & Shamsie, 2000). My
case study is the Hollywood motion picture industry in the period before and after
the formation of the studio system. It was during this period that the American mo-
tion picture industry was transformed into a vertically integrated oligopoly based in
Hollywood, California (Puttnam, 1997). It was also during this period that the Hol-
lywood studios developed the central producer system, a set of practices that com-
bine team production and individual artistic effort (Mezias & Kuperman, 2000).

The principal protagonist in my story is Irving Thalberg, chief of production at
Universal Pictures from 1923 until 1925, and subsequently chief of production at
MGM until his death in 1936. Thalberg is the main innovator behind the central
producer system. He did not invent most of the practices that make up the system,
but he brought them together into a cohesive system that successfully balanced ar-
tistic quality with the commercial imperative of the movie business. For this rea-
son focusing on Thalberg not only provides a window into the motion picture
industry at a crucial phase in its development, but also gives us a clearer idea of
how crucial actors responded to the forces shaping the industry.

In the first part of this chapter, I describe and analyze the central producer sys-
tem. My purpose here is to explain how the system as a whole addresses some of
the key technical and artistic problems facing motion picture production. In the
second part of the chapter, I turn my attention to the role of Irving Thalberg in the
evolution of the central producer system. I track the work of Thalberg beginning
with his arrival at Universal Pictures, and subsequently his reshaping of film mak-
ing at MGM between 1925 and 1933. In the third part, I seek to place the central
producer system in the context of cultural industries in general. I suggest that the
nascent period in the formation of cultural industries is fraught with conflict over
identity and control. In particular, I argue that corporate control of cultural indus-
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tries is not ultimately viable without organizational innovation that balances artis-
tic imperatives with the need to ensure commercial success.

CENTRAL PRODUCER SYSTEM DEFINED

Much has been written about the Hollywood motion picture studios as vertically
integrated firms (Caves, 2000). Outwardly, the studios resembled the vertically in-
tegrated firms that dominated American business in such areas as steel, automo-
biles, and petroleum. Inwardly, however, the studios were essentially project-
based organizations, and their strategies were therefore shaped by the problems
that arise from the planning and execution of projects (Staiger, 1985a, 1985b;
Turner, Keegan, & Crawford, 2000).

Generically, project-based organizing is divided into two principal phases: The
first involves design, planning, and gathering of resources, and the second involves
committing these resources to full production (Cleland, 1995). The constraints of
design irreversibility shape the relationship between the first and the second phase.
In manufacturing design irreversibility is high: It is difficult to modify basic design
following production (Sanchez, 2000). In the motion picture industry, on the other
hand, lower design irreversibility makes it possible to make major changes in the
product prior to market launch. This characteristic is key to understanding how the
central producer system works.

The flow of studio operations is divided into preproduction, production, and
postproduction work. Preproduction consists of three distinct but related sets of
activities. First, it involves coordinating the activities of departments such as story
reading and writing, background research, set design, costumes, makeup, and cin-
ematography. Second, preproduction involves the integration of creative, techni-
cal, and marketing knowledge into a coherent and detailed shooting script. Third,
director, cast, and key members of the production team are selected.

Production consists of principal photography on location or studio backlot.
Rushes—each day’s worth of film shooting—are normally developed for viewing
on the same day (hence the term). Key members of the team, including the pro-
ducer, view the rushes to check for quality of photography and performance.

Postproduction consists of editing, additional photography (retakes), and
soundtrack. Postproduction also includes previewing the rough cut to a select au-
dience, gauging their reaction, and making further changes if they are deemed nec-
essary. These changes may run the gamut from minor editing to extensive
reshooting of major scenes in the film.

The focal point in the central producer system is the team of producers headed
by the studio head of production. The team has two roles. The first role focuses on
controlling the process of movie making, from scripts to final editing. The second
role constitutes direct involvement in shaping the content of the film itself. What

4. THE GENIUS BEHIND THE SYSTEM 43



44

F
IG

.4
.1

.
T

he
C

en
tr

al
P

ro
du

ce
r

S
ys

te
m

du
ri

ng
th

e
S

tu
di

o
E

ra
.



made the central producer system so effective was the way in which process and
content were balanced and closely integrated.

The producer team exerted its influence in critical transitions in the develop-
ment of movie projects. Early script development was generally left to a group of
writers that worked in specially designated departments. Scripts that were seen as
promising were selected for further development by the team. This development
consisted of intense analysis and discussion of every aspect of the script. The team
brought to bear its collective experience. The script was examined from the per-
spective of narrative logic, motivation, and appeal to audience. At the end of the
process a detailed script was prepared, a director assigned, and casting decided.

During principal photography the producer team reduced its involvement, but
maintained close monitoring of the production. Their role was primarily one of
knowledgeable observers, occasionally pointing to problems or suggesting im-
provements. Exception to this hands-off supervision would be a major crisis that
required additional allocation of resources or forceful intervention to deal with key
personnel such as stars or directors.

The first complete version of the film—the rough cut—was generally handled
by specialists under the guidance of the director. Upon completion the rough cut
was submitted to the producer team for analysis and opinion. In effect, the pro-
ducer team took possession of the film and laid out a series of recommendations of
what the finished version should look like. Under the studio system it was not un-
common for a completely different director to take over the finishing process. In
effect, the central producer system was based on the assumption that the director
did not have the necessary perspective to ensure the full integrity of the film as an
artistic and commercial product.

Previewing the film with select audiences allowed the producer team a last op-
portunity to reshape the film, but this time with marketability as the key consider-
ation. Enthusiastic audience response fed directly into release and marketing
decisions. Ambiguous or negative audience response required rethinking. Individ-
ual and collective experiences were mobilized to decide exactly what is wrong
with the movie and how it should be corrected.

Surveying the Hollywood studios in the first half of the 20th century, Schatz
(1996) spoke of the “genius of the system,” the heart of which was the central
producer system. But what exactly made it so uniquely capable of balancing ar-
tistic and market demands?

There is a fundamental tension between the dynamics of departmental special-
ization that underpins modern corporations and the imperatives of project man-
agement. The first imperative pulls toward dividing the project into distinct tasks
that are controlled by departments (Wheelwright & Clark, 1992). The second im-
perative pulls toward concentrating control within the project team. The role of
managerial hierarchies is to balance this tension according to the strategic needs of
the firm. This usually means overseeing the project-planning process, but not be-
ing intensely involved in the detail. And it also means stepping away from the pro-
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cess once a project leader has been appointed and his or her authority has been
defined (Greiner & Schien, 1981).

The central producer system, with a managerial hierarchy in the form of the
top producer team, deviates from the common practice described earlier in sev-
eral ways. First, the top producer team is often deeply involved in the conceptual-
ization and detail of the project. Second, and more importantly, it does not
resolve the tension between functional specialization and project leaders in favor
of one or the other. Rather, the perennial struggle between functional depart-
ments and project managers is resolved by bringing top management downward
into the process. This is not a solution that is frequently adopted in most pro-
ject-based organizations, but one that seemed to work well during the studio era
(Lampel, 2001; Turner et al., 2000).

THE EVOLUTION OF THE CENTRAL PRODUCER SYSTEM

The evolution of the motion picture industry can be divided into roughly four
phases. The technological phase, in which key film making technologies were in-
troduced, began around 1891 and ended at 1903 with the first narrative film, The
Great Train Robbery (1903). The prestudio era, characterized by standardization
of film content into specified length and set of conventions lasted from about 1903
to 1915 with the first feature film, Birth of a Nation (MacGowan, 1965). During
this era the director-unit system, which I discuss later, came to dominate.

The studio era of vertically integrated firms commenced around 1915 and en-
tered decline in 1948 with the U.S. Supreme Court decision that forced the Holly-
wood studios to exit the exhibition business. It was here that the central producer
system evolved and became dominant. And finally, the poststudio era began in the
mid 1950s and is still with us today. The industry structure and business strategies
that dominate each of these phases were crafted and negotiated during the transi-
tion periods from one phase to the next.

The studio system emerged as a result of distinct strategic developments that
coalesced into a strong configuration. The first development was the emergence of
vertical integration (Gomery, 1986). Most studios (though not all) saw the joint
ownership of production, distribution, and exhibition as creating synergies that are
essential for competitive advantage. Control of exhibition allowed the studios to
offset the risks of production, and control over distribution permitted coordinated
release that is essential for national marketing.

Second, after a period of resistance, primarily due to fear of excessive salary
demands, all the studios acquiesced to the “star system,” a human resource strat-
egy based on the premise that feature films will depend heavily for their commer-
cial success on popular actors. The star system was strongly coupled with the
third element of the studio system, exclusive contracts binding key personnel,
such as stars, to the studios.

As the studio system emerged, the so-called moguls, the entrepreneurs who cre-
ated the vertically integrated system, faced a dilemma: How will this system be

46 LAMPEL



managed in such a way as to deliver a stream of quality feature films at predictable
intervals at the lowest cost possible?

The central producer system was the answer that the studios developed to deal
with this dilemma. It is not, however, an answer that emerged as a result of deliber-
ate analysis and conscious design. Rather, it evolved as a series of experiments that
eventually culminated in the central producer system. The driving force behind
many of these experiments was Irving Thalberg, production chief at Universal un-
der Carl Laemmle, and subsequently at MGM under Louis B. Mayer.

Although Thalberg was the primary innovator behind the central producer sys-
tem, there is no evidence that he thought through his actions with a view to design-
ing such a system. Instead, what we see are discrete actions in the face of problems
that are the product of tensions in an industry in transition. To understand these ac-
tions it is necessary to examine the problems Thalberg faced in the context in
which he was operating.

Thalberg was barely 20 years old when he accompanied Carl Laemmle on an
inspection tour of Universal’s studio operations in Hollywood. At the end of the
visit, Laemmle went back to New York, but instructed Thalberg to remain behind
as an observer (Thomas, 2000). Thalberg observed but did not interfere. What he
saw could be charitably described as organized chaos. Much of the chaos could
be attributed to the director unit system (Staiger, 1985b). The system, which
dates back to the prestudio era, developed at the same time as the feature film was
emerging as a standardized design. In an industry where the quality of the fin-
ished product was highly inconsistent, the success or failure of the film was gen-
erally attributed to the director. The trade press closely analyzed notable
productions for innovations in technique and narrative (Bowser, 1990). Direc-
tors such as D. W. Griffith and Cecil B. de Mille became sufficiently well known
to be a marketing force in their own right.

Inevitably, these attributions translated into power for the directors. Successful
directors were accustomed to setting terms. They demanded autonomy and con-
trol. When Biograph Company contracted with exhibitors in 1913 to produce two
feature films a week, D. W. Griffith, Biograph’s leading director, decided to leave.
Aside from being angry at not having been consulted about the move, Griffith was
not inclined to set aside his projects and direct feature films based on plays favored
by the exhibitors (Bowser, 1990, p. 219). This should not have come as a complete
surprise to Biograph. He had, after all produced a four-reel spectacle, Judith of
Bethulia (1914), in early 1913 without bothering to ask permission from Bio-
graph’s executives (Bowser, p. 204).

The power of the directors was first challenged when they failed to stop the
emergence of the star system. Both directors and moguls opposed the emergence
of film stars. Moguls were concerned that naming actors in the credits would en-
courage them to demand higher salaries. At the same time, however, the moguls
were quick to capitalize on the box office pull of stars. Directors, on the other
hand, opposed the rise of the star system for two important reasons. First, stars
represented a direct threat to their almost total control of production. Second,
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prior to the contract system that bound stars to the studio, stars had contracted
with the highest bidder. Directors, accustomed to seeing the popularity of stars
as merely the reflective glory of the picture they directed, were naturally resent-
ful when stars used this popularity to negotiate better terms elsewhere (Bowser,
1990, pp. 103–119).

The entrepreneurs who dominated the prestudio era sought to reduce the auton-
omy of directors, but prior to the studio era these efforts seemed to falter. (Al-
though some of these entrepreneurs would go on to restructure the industry and
become the moguls of the studio system, most would not survive the transition.) In
1913, the Lubin Company announced the creation of a script department with the
intent of confining directors to executing detailed script prepared by “experts”
(Staiger, 1985b, p. 137). In practice, the cost advantages of this move were often
undermined by the difficulty of ensuring box office success. The industry entre-
preneurs still believed that directors knew best how to transform a film scenario
into successful box office product. In 1917, for example, Jesse L. Lasky Feature
Film Company revealed that it was abandoning the attempt to limit the autonomy
of directors. From now on, the company announced:

Each director in our four studios will be absolutely independent to produce to the
best of his efficiency and ability. With the discontinuance of the central scenario bu-
reau each director will have his own writing staff and the author will continue active
work on every production until its conclusion, staying by the side of the director even
when the film is cut and assembled. (Staiger, p. 137)

Under the director unit system, directors were in full control of producing, re-
writing, directing, and editing functions. They had to report at regular intervals to
top management, but the supervision was light. H. M. Horkeimer, general manager
and president of Balboa in 1915, was not atypical:

I have a fixed time each day for meeting directors. We go over the work in hand. I
have confidence in them, hence I never ask them why they are doing a thing while
they are at work. I wait until the production is finished and then pass [a decision] on
it. (cited in Staiger, 1985a, p. 123)

As a rule, directors and their teams stayed together from picture to picture. In-
evitably, they focused on maximizing the resources that could be made available
for their projects. This struggle for resources led to the chaos that Thalberg ob-
served. Each director was a center of power in his own right. Their power waxed
and waned with the performance of their pictures in the box office. At Universal
the situation was exacerbated by the lack of an effective and unified managerial
control system. Local managers were so weak that directors often invented orders
from head office in New York to justify their actions.

When Laemmle returned to Universal City, Thalberg had a simple recommen-
dation: “The first thing you should do is establish a new job of studio manager and
give him the responsibility of watching day-to-day operations” (Thomas, 2000, p.

48 LAMPEL



27). Laemmle’s response was to give to Thalberg the very responsibility he sug-
gested. At the age of 20 Irving Thalberg became the youngest person to head a Hol-
lywood major studio.

Thalberg’s first challenge was to bring the studio’s costs under control. This
meant confronting the excesses of the director unit system, something that could
not be accomplished without coming into direct conflict with some of the more
powerful directors in Universal.

The battle was joined when Thalberg took on the extravagant expenditures of
Erich Von Stroheim, one of Universal’s leading directors. Von Stroheim had in-
sisted that the studio build a life-size replica of Monte Carlo, complete with casino
and Hotel de Paris for his film Foolish Wives (1922). Unfortunately, the landlocked
Universal could not replicate the Riviera, so Von Stroheim therefore insisted that
another set be constructed by the ocean on the Monterey peninsula, some 350
miles north of Los Angeles.

A year into the shooting, and a million dollars into budget, Thalberg went to
Monterey, and overriding Von Stroheim’s strenuous objections insisted that the
shooting should end. The film was a critical success, but barely broke even. Never-
theless, Thalberg was willing to give Von Stroheim’s next project, Merry-Go-
Round (1923), the green light. Five weeks into the shooting Thalberg began to real-
ize that Von Stroheim had no intention of abiding by the budget or schedule con-
straints. He had spent $210,000 and had produced only a few hundred feet of film.
Von Stroheim was invited to appear in front of Thalberg. According to Thomas
(2000, p. 31), Thalberg informed Von Stroheim that he was off the picture. Von
Stroheim was indignant. “That is impossible. Merry-Go-Around is my picture. I
conceived it, and I will see it through to the end. No one can take Von Stroheim off a
Von Stroheim picture” (emphasis in original).

In 1923 Thalberg left Universal and moved to the Mayer Company, which be-
came Metro Goldwyn Mayer (MGM) in 1924. It did not take long before he had to
confront Von Stroheim again. Von Stroheim had embarked on a major project for
MGM that eventually became Greed (1924). Von Stroheim eschewed the studio
lot, preferring to shoot in the all too realistic setting of Death Valley. After months
of shooting, and close to half a million dollars spent, Von Stroheim had amassed 42
reels of film, enough for four long feature films. Thalberg asked Von Stroheim to
cut the movie to a manageable length. Von Stroheim refused. It was left to
Thalberg and an editor to cut the film. Von Stroheim’s career at MGM however was
not yet over. Thalberg gave Von Stroheim another chance with The Merry Widow
(1925), a popular stage operetta. As always, Von Stroheim ran over budget, abused
his actors, and eventually got into a violent altercation with Louis B. Mayer him-
self. He was shown the door, but in true Hollywood fashion made a comeback as an
actor in MGM’s As You Desire Me which was released in 1932.

Von Stroheim’s conflict with Thalberg was remarkable only because the tal-
ented Austrian director refused to read the writing on the wall. Most directors fell
into line. Soon after he took over, Thalberg asserted his authority by taking over the
production of Ben Hur (1925), another Goldwyn project that had run into trouble.
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The film was being shot in Rome. Watching the rushes in Los Angeles, Thalberg
concluded that the film would not live up to the bestselling novel on which it was
based. His next move showed how the central producer system would differ from
the director unit system that had dominated the industry.

At Universal, Thalberg’s main focus had been efficiency. With Ben Hur he
showed that he was willing to focus on quality as well. Thalberg took decisive ac-
tion. He replaced the original director and the star, incurring an upfront loss of a
half-million dollars. The shooting recommenced in Rome with Fred Niblo as di-
rector and Ramon Navarro in the role of Ben Hur. Thalberg was still dissatisfied
with the quality of the rushes. He ordered the film back to Culver City. The film had
so far cost 2 million dollars, and was only one third finished. For Thalberg, the
film’s salvation lay in the famous chariot race. He allocated $300,000 for construc-
tion of the Antioch Coliseum on a field near the studio. No expense was spared in
filming the chariot race. Thalberg edited the film himself, and it was a phenomenal
box office success.

Ben Hur had cost 4 million dollars, twice the amount of any previous produc-
tion. It made only a modest profit for MGM when it was released in 1925. It was,
however, an important learning experience for Thalberg, and a powerful demon-
stration, if such was needed, that the director unit system was being replaced by the
central producer system.

The transition from the director unit system to the central producer system
was partly hastened by major changes in script-writing practices. In the early
days of the motion picture industry, directors worked from outlines that they
developed as the shooting progressed. The director unit system saw the emer-
gence of scripts. Most scripts contained a title, a short synopsis, and a shot-by-
shot account of the action (Staiger, 1985a, p. 126). However, as films became
longer and narratives more complex, it became increasingly important to pro-
duce what came to be known as “continuity scripts”—scripts that carefully de-
tailed every shot in the film.

Preparing an effective continuity script required special skills that most direc-
tors lacked. Scenarists were often employed for the task of translating a loose
script into a proper continuity script. Inevitably this reduced the freedom of direc-
tors to introduce changes during production. When Thalberg was at Universal he
took advantage of continuity scripts to control costs and enforce schedules. At
MGM he shifted the center of gravity in film making further toward story develop-
ment and script analysis.

Thalberg was unusual in Hollywood in that he did not rely on summaries pre-
pared by readers to identify promising novels or plays. He read the original mate-
rial himself, and if he liked it, it was assigned to one of his deputies, the so-called
supervisors. The assigned supervisor worked with writers and so-called story con-
structionist to produce the initial script (Schatz, 1996, p. 105). The team met regu-
larly with Thalberg to go over the progress of the script. In lengthy meetings they
thrashed out the detail of the script. Thalberg was obsessive when it came to ensur-
ing the narrative integrity of the film. Full story and script development took any-
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where from 6 months to a year, but he believed that not only should each scene and
sequence be well scripted, but that the entire film should be seamless.

A meticulously prepared script allowed Thalberg to relax control during shoot-
ing. As long as the director stayed faithful to the script, and as long as no major
problems emerged, Thalberg confined his involvement to periodically viewing the
rushes. When shooting and first editing was complete, however, he personally took
control of the film.

Thalberg was fond of saying that “movies aren’t made, they’re remade”
(Thomas, 2000, p. 117). He was not the first to use previews to test audience reac-
tion, but he developed the practice into a finely tuned craft. For Thalberg, the pre-
view was not simply an opportunity to gauge potential box office performance, it
was also a crucial opportunity to experience the movie in its totality. Thalberg pre-
views evolved into a ritual that all the supervisors were required to attend. If the
preview was unsatisfactory the entire team swung into action, bringing their col-
lective experience to bear on how the movie could be improved.

This often involved major reshooting. Thalberg did not shy away from the ex-
pense involved. He believed that reshooting could transform a bad movie into a
good one. And for those who criticized what seemed like throwing good money af-
ter bad, he responded posing the following question:

Take a man in the oil business. Supposing he drills a thousand feet and he starts pro-
ducing four hundred barrels a day. But the experts tell him if he drills another thou-
sand feed he might well get a thousand barrels a day. Would he be wise man to be
satisfied with four hundred barrels? (Thomas, 2000, p. 118)

Thalberg was the undisputed chief of production until 1932 when he and Louis
B. Mayer had a falling out. Though they papered over their differences, the con-
frontation prompted Mayer and Nick Schenck, MGM’s top executive, to reorga-
nize production in 1933. The restructuring involved giving more autonomy to
Thalberg’s immediate subordinates, his so-called supervisors. Thalberg accepted
the change. The success of the central producer system he helped to develop cre-
ated a scope of operations that were greater than he alone could oversee.

The new structure at MGM severed the strong relationship between the studio
head of production and the central production system. The central producer sys-
tem was pushed downward. Supervisors became associate producers, each with
responsibility for a small portfolio of films—usually within a genre. Thalberg
continued to be highly influential, attending story conferences and often giving
informal advice to his former subordinates. Now that his power was diminished,
it became even more evident the extent to which the central producer system had
become deeply embedded in MGM, and beyond. The central producer system
was being widely emulated beyond MGM, in part due to the migration of tal-
ented MGM producers such as David Selznick, and in part because MGM was
the dominant studio in Hollywood with profits that were greater than all the other
major studios combined.
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When Thalberg died in 1936, Hollywood shut down for his funeral. Though his
name never appeared in the credits of any of the films that he made during his life-
time, he was widely viewed as the embodiment of the studio’s managerial system.
As Schatz (1996, p. 174) put it, when Thalberg died, Hollywood “lost the man who
first learned to calculate the whole equation of pictures, who understood the deli-
cate balance of art and commerce in moviemaking. Thalberg developed a manage-
ment style that was efficient without being inflexible, disciplined without being
inhumane, extravagant without being wasteful.”

CONTROL VERSUS AUTONOMY IN CULTURAL INDUSTRIES

When new industries evolve beyond the nascent phase of their development, estab-
lished firms, key providers of resources, and actors with investments in the indus-
try must negotiate anew the distribution of power and the exercise of influence
(Wiesenfeld, Raghuram, & Garud, 2001). The early phase of industries is one of
exploration, invention, and financial risk taking (Mezias & Mezias, 2000). Power
and influence in this phase often goes to capital providers, entrepreneurs, and own-
ers of intellectual property (Jones, 2001). As consumer tastes are revealed, tech-
nologies become well defined, and the value chain coalesces around distinct
activities, the power relations that were established during the emergence of the in-
dustry are often challenged (Aldrich & Fiol, 1994). The challenge usually comes
from individuals and organizations with an interest in establishing a dominant po-
sition in the industry, either by controlling crucial resources and key areas, or by
imposing unified governance structures on separate activities (Freeland, 2000).

As may be expected, resistance to this effort inevitably comes from individuals
and organizations that have the most to lose from industry restructuring (Starkey,
Barnatt, & Tempest, 2000). Resistance, however, tends to be even more tenacious
when the attack is experienced at the level of identity and ideology. Individuals and
organizations that closely link their identity with their autonomy often see efforts
to transform the industry not merely as economic action but as an existential threat
(Quinn, Andrews, & Finkelstein, 1996). At a minimum they passively resist the in-
dustry transformation, mostly by attempting to preserve their roles in the new or-
der. If they can, however, they openly fight to have it stopped (Raelin, 1991).

Such open resistance is most often the case when human resources are central to
the product’s creation, as in the case of cultural industries. Cultural industries at-
tract individuals with a strong sense of vocation, a passion for autonomy, and pow-
erful ideologies that are legitimized by wider cultural traditions (Wijnberg &
Gemser, 2000). New cultural industries provide an opportunity for creative indi-
viduals to acquire resources and forge new roles in an emerging economic space
(Faulkner, 1987). New cultural industries also promote collective action
(Friedrich, 1997). Creative individuals network for a variety of reasons: to ex-
change employment information, to share craft experience, and to sense future de-
velopments. Networks evolve into communities as common knowledge and
shared consciousness are transformed into structured interaction and articulated
ideologies (Abrahamson & Fombrun, 1992).
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Communities of artistic practice generally enjoy a high degree of autonomy
during the nascent phase of industry formation and are able to control resources
by virtue of their catalytic role in the creation of the industry (Huberman &
Hogg, 1995). Their relationship to the commercial realities of the industry, how-
ever, is ambiguous. On the one hand, they actively seek the rents that derive from
market and product development, but at the same time they resist the economic
forces that push for incorporating creative activities within a managerial and or-
ganizational logic (Glynn, 2000).

If power alone was the key factor in the clash between communities of creative
practice and economic actors seeking to reorganize the industry, then the outcome
would be almost inevitable. Creative communities of practice seldom have the
structure and resources needed to resist incorporation into corporate hierarchies
(Noble, 1979). (Mobilizing state support for the arts or migration to the nonprofit
sector are usually the only viable alternatives.) The conflict, however, rarely co-
mes down to a pure power play. As Seely Brown and Duguid (2001) pointed out,
attempts to impose managerial and organizational discipline on creative processes
tend to backfire. Creative work cannot be systemized into set processes. Attempts
to reengineer the creative process in much the same manner as other production or
organization processes are doomed to failure. Beyond a certain point, gains in effi-
ciency come at the expense of the creative process. In all too many cases, imposing
a neo-Taylorist managerial process on creative practice ends up killing the goose
that lays the golden eggs.

The key challenge facing those who wish to transform a nascent cultural industry into
a mature oligopoly is how to strike a balance between efficient processes and creative ca-
pabilities. Seely Brown and Duguid (2001) outlined the magnitude of the challenge:

That balance is not easy to achieve. Process emphasizes the hierarchical, explicit com-
mand-and-control side of organization the structure that gets things done. By contrast,
practice emphasizes the implicit coordination and exploration that produces things to
do. Practice without process tends to become unmanageable; process without practice
results in the loss of creativity needed for sustained innovation. (p. 93)

In some cultural industries (e.g., recorded music) balance is struck by allowing
islands of creative practice to evolve within the corporate structure (Huygens,
Baden-Fuller, Van den Bosch, & Volberda, 2001). The corporation monitors finan-
cial and market performance, but otherwise allows these creative islands a high de-
gree of autonomy. The strategy that tends to emerge is one of portfolio
management. Corporate management spends much of its energy identifying
promising individuals and projects, providing the required resources, and then
hoping that commercially successful products will emerge (Faulkner & Anderson,
1987; Peterson & Berger, 1971).

Thalberg could have developed this structure for MGM. This strategy also
emerged in the poststudio era of the film industry (Robins, 1993; Storper, 1989).
Thalberg, however, developed a managerial system that took more complete ad-
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vantage of the creative and commercial resources of MGM by cross-leveraging
these resources across multiple projects. He did this by creating a producer team
and a set of practices that melded managerial processes with creative input. Key to
the success of the system was an understanding of creative abrasion: deliberately
bringing into conflict divergent and opposing perspectives as a way of unleashing
design ideas that satisfy opposing imperatives (Hirshberg, 1999).

For Thalberg, the opposing imperatives were box office success on the one
hand, and delivering movies with high-quality on-screen performance and co-
herent film narrative on the other. The central producer system allowed
Thalberg and MGM to satisfy both of these imperatives by creating a virtuous
circle between project experience and producer team expertise. Each project
generated lessons that made their way via the producer team into the planning
and execution of the next project. The concentration of general project experi-
ence in the producer team both counteracted and complemented the tendency
of specialized areas to focus on their territory at the expense of wider issues. It
promoted commercial appeal at the very earliest stages of planning without
sacrificing artistic integrity, and it ensured artistic integrity at the very end of
the process by institutionalizing a search for solutions that were artistically as
well as commercially creative.

CONCLUSION

In 1916 Charlie Chaplin sought a court injunction preventing Essanay Production
and V-LS-E from releasing the film Charlie Chaplin’s Burlesque on “Carmen”
(1916). Chaplin had been an employee of the company, but after his departure the
company added another 4,000 feed of film, which, Chaplin charged, was of such
low quality that it injured his reputation (Staiger, 1985b, p. 140).

Chaplin lost the case. The courts ruled that the rights of ownership took prece-
dence over the rights of authorship. The ruling had important ramifications to the
emerging motion picture industry, and beyond (Vaidhyanathan, 2001). It put man-
agers in control of the final product, and sent a clear warning to creative artists
who, by tradition and inclination, had always equated the integrity of cultural
products with the identity of individual artists.

The struggle, however, was not over. It had simply been transformed into a
clash between commercial risk and artistic risk. Firms in the cultural industries are
sensitive to the financial risks that are normally attached to the production and dis-
tribution of cultural goods. Artists, on the other hand, are sensitive to the risks to
their reputation that come with market rejection and critical failure. Cultural in-
dustries have evolved mechanisms to balance these risks. Sometime these mecha-
nisms work badly, and at other times they work well. The challenge, as this chapter
suggests, is not simply to balance risks, but to develop organizations that can cre-
atively fulfill both commercial imperatives and artistic aspirations.
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CHAPTER

5

Maestro or Manager?
Examining the Role

of the Music Director
in a Symphony Orchestra

�

Mary Ann Glynn
Emory University

The question of identity is paramount for cultural institutions. Most organizations
involved in the production of culture have identities that are hybrid (Albert &
Whetten, 1985), consisting of elements—artistic and utilitarian—that are poten-
tially conflictual. The artistry defines the cultural institution, as for example, a mu-
seum of modern art, a cutting-edge theater company, or a popular music studio, but
the utilitarian aspects of managing the cultural institution as a business build gen-
erative capabilities that enable strategic adaptation to changing economic condi-
tions. And although these two identity elements can be in conflict, it is by
managing a healthy balance between the dual aspects of identity that cultural insti-
tutions create and maximize value.

Managing the fragile balance between potentially conflictual identity elements
is consequential for organizations, as it affects not only how an organization de-
fines itself, as, for instance, a world-class symphony or as a fiscally responsible
one, but also how strategic concerns, as well as organizational capabilities and re-
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sources, are understood and managed (Dutton, 1997; Dutton & Dukerich, 1991;
Dutton, Dukerich, & Harquail, 1994), and to what effect. However, in spite of its
consequential impact, organizational scholars still know little about managing hy-
brid identities. Some researchers have begun to uncover how the strains between
hybrid identity elements operate within organizations (e.g., Glynn, 2000; Golden-
Biddle & Rao, 1997), but little is known about the role organizational structures
play in managing hybrid organizational identities.

Cultural institutions are opportune sites for examining the structural dynamics
of hybridized organizational identities. Within cultural institutions, different ac-
tors in different organizational roles—managers who balance budgets and artisans
who produce culture—typify the dual identity elements. Moreover, the roles are
characterized by very different professional ideologies, each associated with dif-
ferent agendas and interests (Glynn, 2000). Thus, different actors, in their different
organizational roles, can emphasize and advance different aspects of the organiza-
tion’s identity (Albert & Whetten, 1985; Golden-Biddle & Rao, 1997), either ex-
acerbating latent tensions between artistic and utilitarian elements or dampening
them to achieve synthesis and organizational synergy.

In this chapter, I investigate the role of the music director, a pivotal structural
role in the symphony orchestra that incorporates, and bridges, artistry and admin-
istration. I examine changes in the role and its occupant during a time of particu-
larly high conflict and contestation between the organization’s hybrid identity
elements—a musician’s strike at the Atlanta Symphony Orchestra (ASO) in 1996.
Drawing from a larger study reported elsewhere (Glynn, 2000), and incorporating
new data from interviews and press accounts, I examine the impact of identity
claims made by, and made on, the ASO music director during this time of height-
ened and public organizational strife.

My research site is the ASO, where latent conflict between musicians and ad-
ministrators culminated in the 1996 musicians’ strike. Strikes administer organi-
zational jolts and render transparent issues that may have been hidden during
more routine periods (Meyer, 1982). The chapter is organized as follows. I begin
by theorizing how elements of hybrid organizational identities map on to fea-
tures of organizational structure. In particular, I focus on how the role of the mu-
sic director (also called the orchestra conductor) both embodies and demarcates
the potentially discordant elements of the orchestra identity. Next, I examine
how this role serves to compartmentalize and contain these latent conflicts, by
focusing on the identity claims made by, and made on, the music director, both
internally and externally, by employees of the symphony (administrators and
musicians), as well as music critics and journalists who cover the symphony in
the local Atlanta newspaper. I expose how structural roles in organizations carry
critical identity elements as well as manage the boundaries between them.
Finally, I draw out broader implications for managing structural and identity dy-
namics that underlie the business of culture.
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HYBRID IDENTITIES AND ORGANIZATIONAL STRUCTURE

In their influential article on organizational identity, Albert and Whetten (1985) de-
fined hybrid identities as those that contain two different identity elements that are
not typically found together. The archetypical hybrid is one that conjoins a norma-
tive (or ideological) element to a utilitarian (or economic) element. Interestingly,
this particular combination of identity elements seems to describe cultural institu-
tions, where, increasingly, the production of culture yokes artistry to economics.

Under girding normative-utilitarian hybrids are “two logical systems of man-
agement”: “In a normative organization, the principle for determining what ought
to be retained is tradition. In a utilitarian organization, the principle is cost-effec-
tiveness” (Albert & Whetten, 1985, p. 287). Moreover, the “loosely coupled …
ideographic structure [acts] as a set of boundaries, keeping apart what might be
conflicting points of view, philosophies of education, rules of procedure, and pri-
orities” (Albert & Whetten, p. 286). In the parlance of institutional theorists, such
identity elements are bounded by different systems of meaning, cultural values,
and institutional logics, all of which lend meaning and thus legitimacy to the col-
lective (Suchman, 1995), but function to separate different aspects so that one does
not contaminate another.

Hybridized organizational identities come in two different forms, each with a
corresponding organizational structure that has differential capabilities to resolve
and integrate identity elements. One form of hybrid identity is holographic, in
which each organizational unit mirrors the complex, multifaceted nature of the or-
ganization’s identity. Each structural unit contains both identity elements, leaving
individual organizational members to manage any strains emerging from the con-
flict between the identity elements. Thus, the hybrid identity is diffuse, and the dif-
ferent identity elements are not restricted to particular structural units or
organizational roles; any organizational member conceivably has the capability to
enact, perform, or manage the institutional identity. In a study of a holographic,
nonprofit organization, Golden-Biddle and Rao (1997) demonstrated that such Ja-
nus-headed, hybrid identities create dilemmas for their members to manage. Thus,
in holographic organizations, conflicts are resolved within structural units, with
each member potentially integrating (or compartmentalizing) the latent conflict
implied by the disparate identity elements.

The second form of hybrid identity is ideographic; this form is more character-
istic of cultural institutions. Cultural organizations have hybrid identities that are
typically specialized or ideographic, for example, artists perform the ideology
(music, dance, painting) and administrators manage the business. Thus, incongru-
ous identity elements—normative artistry and utilitarian economics—exist side
by side and are claimed by different structural units within the organization (Albert
& Whetten, 1985, p. 271). Thus, ideographic organizations have specialized roles
that enact and professionalize different elements. For example, in Hollywood
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movie studios, there is a clear separation of roles and identities between the actors
who star in films and the producers who finance and underwrite them. Similarly, in
the recording industry, we see specialized roles and identities for the recording art-
ists who make the music and the marketing management who packages and pro-
motes it’s cultural products.

In ideographic cultural institutions like these, the organization seeks to sustain
and uphold the different identity elements but not necessarily realize synergy be-
tween them (Pratt & Foreman, 2000). Clearly, there is little to be gained by having
theater actors do organizational accounting or arts administrators perform on
stage. Each organizational unit is specialized in its identity, with an attendant set of
capabilities, expertise, and professionalism. In my earlier study of a musicians’
strike at a symphony orchestra (Glynn, 2000), I found that claims on the orches-
tra’s identity were voiced and championed by the different identity groups—artists
and administrators—in ways that were consistent with the legitimating values of
their profession: Musicians advanced norms of artistic excellence while adminis-
trators espoused fiscal guardianship. Given these specialized roles, the organiza-
tional dilemma in ideographic identities when fissures erupt is one of integration,
of bringing the two disparate identity elements, with their attendant employees, to-
gether to produce the culture that is the hallmark of the institution.

In the remainder of this chapter, I examine such identity and structuration dy-
namics in one organization: the symphony orchestra during a period of retrench-
ment and strife. I focus on a highly visible and critical organizational role that
reflects and spans the structural boundaries between the two identity elements em-
bedded in the symphony, that of the conductor or music director.

THE MUSIC DIRECTOR AT THE SYMPHONY ORCHESTRA

Allmendinger and Hackman (1996, p. 340) described symphony orchestras as
“ensembles whose primary mission is public performance of those orchestral
works generally considered to fall within the standard symphonic repertoire
and whose members are compensated nontrivially for their services.” Sym-
phony orchestras were one of the first institutions to produce and deliver art
(Americanizing the American Orchestra, 1993, p. 2) and thus they have special
standing as a cultural institution.

In the symphony orchestra, musicians playing the symphonic canon enact
the normative identity, whereas administrators (managers and board members)
enact the utilitarian identity, “governed by values of economic rationality, the
maximization of profit, and the minimization of cost” (Albert & Whetten,
1985, pp. 281–282). The structure of the symphony mirrors its hybrid and
ideographic identity: Musicians, in their role as orchestra members, enact the
ideological (normative) identity that is predicated on artistry, aesthetics, and
the music canon; orchestra executives, in their role as managers and board
members, emphasize the economics of the symphony, focusing on business
acumen and fiscal responsibility.
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The specialization of identities in the symphony has yielded a structural de-
sign that has been described as somewhat rigid and isolationist, compartmental-
izing both the roles and their incumbents (musicians, administrators), as well as
their associated identities and logics (Americanizing the American Orchestra,
1993, p. 177). The organization of the symphony has been compared to a
three-legged stool, consisting of three administrative roles: executive director,
chair of the board of directors, and music director (or conductor). Thus, the mu-
sic director is formally part of the symphony’s administrative structure and yet
has explicit responsibility for the normative elements of identity and the musical
performance of the symphony. In this configuration, the role of music director is
unique, in that it reflects, and incorporates, both of the dual identity elements in
the orchestra; it is the only role having explicit responsibility in the realm of the
aesthetic with a direct line to the symphony’s board of directors. The musicians
have no formal role in the leadership structure, but instead voice their concerns
through the music director or alternative structures, such as the union (i.e., the
American Federation of Musicians).

In an interview I conducted with one ASO musician, the role of the music direc-
tor was described as that of an intermediary, linking the musicians to the sym-
phony’s board of directors, bridging, as it were, the normative identity
(represented by the musicians) and the utilitarian identity (represented by the ad-
ministration). It is depicted in Fig. 5.1. As shown, the role of the music director is a
structural component that can potentially integrate or mediate conflict arising
from the two disparate elements of artistry and administration, or potentially exac-
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erbate such conflict by inflaming and politicizing both sides. Thus, this role is cen-
tral both to maintaining the hybrid identity of the symphony, because it
encapsulates both identity elements (artistic and utilitarian), and to demarcating
the boundary between them. Moreover, the role can also be thought of as a strate-
gic resource that can amplify or temper tensions arising from conflicts between
these two identity elements, as, for instance, when financial issues threaten to di-
minish the aesthetic capabilities of the orchestra.

I focus on an overlooked aspect of managing hybrid identities, that of the struc-
tural dynamics of organizational roles that speak to both of the key elements of cul-
tural institutions. The hybrid orchestral identity has a parallel in the ways that
resources are emphasized and the ways in which the definition of core capabilities
is contested. Professional, occupational, and public groups—artists, administra-
tors, and audience—constitute separate identity fields (Hunt, Benford, & Snow,
1994) within the symphony orchestra and, filtered through their particular identity
lens, emphasize differential sets of resources and define different institutional ca-
pabilities. Their divergent interests, strained by competing claims to a fixed set of
resources, can erupt into conflict. At the ASO, this initially occurred over the
board’s denial of tenure to six probationary musicians for purely financial reasons.
Ultimately, this decision not to tenure was reversed and the musicians tenured;
however, the initial decision exacerbated the latent rift between musicians and
managers and precipitated a musicians’ strike in 1996.

Throughout the strike period, the music director was associated at different
times with one or the other identity elements, in various accounts, both public and
private. In music reviews of the orchestra, published in the local paper (The Altanta
Journal-Constitution), the music director is always associated with the orchestra
but also recognized as an entity apart from it. A sample of several representative
descriptions from the published reviews follows. Note how the conjunction and
routinely joins but separates the conductor from the musicians:

“Even though the music is a briar patch waiting to ensnare a conductor and orches-
tra, Levi and the ASO are probably the Brer Rabbit of symphonic partnerships …”
(Schwartz, 1997b, p. 23).

“Beethoven, Levi and the ASO used to be two hours of root canal. This is two hours
of music” (Schwartz, 1997a, p. 23).

“Yoel Levi’s conception of the symphony and his beautifully wrought direction of
the orchestra was a wonder” (Schwartz, 1998e, p. 6H).

When the music director and the orchestra are conjoined, at their best they are
described as a “penetrating partnership” (Henry, 1995a, p. 4H) or “masterly col-
laboration” (Henry, 1996c, p. 3D). And, at his best in this relationship, the music
director “crafted a virtuoso instrument in the ASO” (Schwartz, 1995, p. 4H). But,
even in their partnership, they are recognized as distinctive. For instance, in this
passage from a critic’s review, the artistic maturity of the music director and the
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symphony are judged to be different: “[The music director’s] bold, dramatic inter-
pretation [of Dvorak] has matured considerably, taking on more subtlety and indi-
viduality. The ASO has matured too, projecting a richer, more resplendent sound”
(Henry, 1996c, p. 3D). During the crisis precipitated by the musicians’ strike, the
music director seemed to take an empathetic stance. The newspaper reported his
emotional reaction to the decision that triggered the musicians’ strike:

Atlanta Symphony Orchestra music director Yoel Levi expressed hope … that
there’s still time to save the jobs of the six musicians whose contracts won’t be re-
newed next season. He even offered to bring out his violin for the first time in 20
years to give a benefit concert. “I want to believe that we can find a way to reverse the
situation,” said Levi.… Levi was not involved in the decision, made by the board of
directors.… Levi refused to comment directly about the artistic consequences of
eliminating the six positions, although in the past he has called such downsizing “ba-
sically a death sentence.” (Henry, 1996b, p. D7)

Levi was not only aligning with the musicians—he was offering to be a musi-
cian! Thus, beyond claim making, the music director was embracing one of his
roles, that of musician rather than conductor. And, when an anonymous donor
came forward, to reduce the deficit and alleviate the financial stress that was bear-
ing down on the artistry, “ASO Music Director Yoel Levi called the grant ‘a big
miracle; I had tears in my eyes.’” (Henry, 1996a, p. D1). Moreover, in a 1996 leaf-
let announcing that the ASO would not renew six, nontenure musicians for the
1996–1997 season, Music Director Yoel Levi was quoted as saying:

This has been a most difficult decision to make. I want to assure the Orchestra and the
community that we are committed to maintaining the high level of musical excel-
lence that we have achieved in Atlanta … but the ultimate success of our Orchestra
will depend on the support of this Community, and now is the time for our supporters
to come forward and be counted. (ASO Leaflet, 1996)

Thus, as much as the music director is involved in the musical performance, and
in planning, interpreting, and conducting the orchestral program, he is still recog-
nized as somewhat apart and distinct from the orchestra and its musicians. Yoel
Levi claims the normative identity of the orchestra in his concerns about musical
excellence. More than that, he compartmentalizes and safeguards it; the success of
the orchestra, it seems, does not lie in its artistry but in its economic support (from
the community). In a newspaper article on the strike, the music director was quoted
as saying, “The deficit ‘definitely puts every artistic aspect of this organization in a
question mark’” (Henry, 1995b, p. L8). Thus, he seems to serve in a boundary role,
buffering the ideological core—the symphonic artistry—from the demands of
marketplace economics. The question then becomes: Does claiming an ideologi-
cal identity by the music director preclude any additional claims on the utilitarian
elements of the symphony identity?
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Metaphorically, the music director was described as one of the three legs of the
structural stool; it is that configuration that is invoked in aligning him with the ad-
ministration in other public accounts. For instance, in a leaflet distributed to ASO
subscribers and audiences, dated March 15, 1996, and entitled (and capitalized)
“AN IMPORTANT MESSAGE,” he seems to be on management’s side:

In recent weeks you have seen or heard numerous and serious messages about the
Atlanta Symphony Orchestra. This message is coming to you from the Music Direc-
tor and representatives of the Atlanta Symphony Orchestra’s board of directors,
staff, and volunteers. While we do not agree on every course of action, we are reso-
lute in our shared commitment to the Orchestra.

However, the same pamphlet continues on, explaining what this administrative
group sees as both “The Problem” and its solution (“The Answer”). The effect is to
align the music director with very basic utilitarian (economic) concerns, and fur-
ther cleave him from more normative issues:

Like each of America’s top ten orchestras, the ASO consists of musicians profes-
sionally employed under a collective bargaining agreement. Under our agreement,
after a two-year probationary period, each musician is tenured … provided that the
organization is financially viable and that the musician continues to meet artistic
standards.… “The Problem” [is that] basically the rate of growth of expenses has
consistently exceeded the rate of growth of income. [This is due to] the stagnant
ticket sales, an inadequate endowment, and debt and operating losses. “The An-
swers” [are found in] more ticket sales; a generous community of individuals and
businesses and reduction of expenses.

Both in claims made by the music director and in those made by music experts and
authorities in the press, it is evident that this institutional role carries the dual identity
elements that characterize the orchestra: normative ideology (musical artistry) and
utilitarian economics (financial concerns). And, by viewing the prominence of this
role during an organizational crisis, it becomes evident how one identity element hems
in the other. It also reveals the difficult tension between the two, something that this
music director was unable to resolve, either for the organization or himself.

Subsequent to the 1996 strike, ASO Music Director Yoel Levi submitted his
resignation, effective in 2000. Press accounts made the attribution that this was a
response to pressure from the administration; however, both the musicians and the
audience made their support clear. Lamented the ASO concertmaster: “It’s devas-
tating news. I came here because he had a vision for this orchestra. If we lose him,
we lose that vision” (Henry, 1997, p. F1). Stated an ASO board member (“one of
the few ASO board members who is a trained musician”): “I think Levi is one of
the major talents of this generation and has [built] one of the finest orchestras in the
world.… We need to do whatever it takes to [get him to] change his mind and stay
here” (Henry, 1997, p. F1).
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The ASO Board accepted Levi’s resignation; however, subsequent reports claimed
that the music director attempted to retract his resignation (Schwartz, 1998a, p. E1):

In a move almost without precedent in the history of American orchestras, Yoel Levi
has asked to withdraw his resignation as music director of the ASO and stay on be-
yond the expiration of his contract in the summer of 2000.… Levi submitted his let-
ter of resignation last April 23 during negotiations for a new three-year contract.… It
was widely believed at the time that Levi’s resignation was not submitted volun-
tarily, but rather was required as a condition of being given his current three-year ex-
tension.… It is acknowledged by both Levi’s supporters and detractors, however,
that his support among the orchestra musicians has eroded in recent years on each
annual survey. (Schwartz, 1998b, pp. E1, E2)

After 10 years of conducting orchestral performances, Yoel Levi was popular
with the audiences, with most supporting him in his fight with the board: “[Audi-
ence] support was unstinting and nearly universal” (Schwartz, 1998c, p. B2). A
grassroots organization, “Atlanta for Levi,” formed and ran newspaper ads seeking
support for the music director:

An unprecedented event has occurred. 15,247 people have signed a petition in sup-
port of Yoel Levi that he continue as Music Director & Artistic Leader of the Atlanta
Symphony Orchestra. We know of no other time when there has been a similar ex-
pression of support for a Music Director of a symphony orchestra. We know that
there are more of you out there who are our perspective. Please join our efforts to
keep Yoel Levi! We want Yoel! (Advertisement in The Atlanta Journal Constitution,
September 26, 1998, p. C7)

However, the board had a different opinion and voted “to thank Yoel Levi for his
10 years of service as the orchestra’s music director, but reiterated that he will not
stay past the expiration of his contract in the summer of 2000” (Schwartz, 1998a, p.
E1). Today, Yoel Levi is Music Director Emeritus of the ASO. His biography states:

While he was ASO Music Director from 1988 to 2000, Mr. Levi’s impact on the
orchestra was summed up by Gramophone magazine, which said, “Yoel Levi has
built a reputation for himself and his orchestra that is increasingly the envy of his
Big Five American counterparts in New York, Philadelphia, Cleveland, Boston,
and Chicago.” Among his many ASO milestones are a highly successful perfor-
mance of Mahler’s Symphony No. 2 (“Resurrection”) featuring the award-win-
ning ASO Chorus in New York’s Avery Fisher Hall, a featured role at the Opening
Ceremony of the Centennial Olympic Games in 1996, an extensive and critically
acclaimed European tour in 1991, and nomination of the ASO as Best Orchestra of
the Year for 1991–1992 by the first annual International Classical Music Awards.
He was applauded in a review for his professionalism:

After this most fractious year in the life of the Atlanta Symphony Orchestra, it’s of
the highest importance to be reminded that even on an average night the Atlanta
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Symphony Orchestra is a remarkable ensemble and that Yoel Levi, whatever faults
are being ascribed to him, will never deliver a less than professional performance.
(Schwartz, 1998d, p. 10H)

DISCUSSION AND CONCLUSION

In this chapter, I examined the structural dynamics attending the role of the music
director in a symphony orchestra during a period of crisis. I sought to illuminate
some of the organizational issues underlying the creation of cultural products, par-
ticularly in light of the hybridized identity that typifies these institutions. And,
more generally, I sought to show how the tension between the two hybrid identity
elements—the aesthetic elements that craft cultural products and the economic el-
ements that characterize their production—create strains for the occupants of or-
ganizational roles that embody aspects of both of these elements, particularly in
times of organizational crisis and contestation.

This examination of the symphony orchestra revealed how its dual identity
elements—artistic and utilitarian—mapped onto one key structural role, that
of the music director or conductor. In stable times, this role was pivotal in artic-
ulating the dual identity of this cultural institution and creating a boundary that
served to compartmentalize and contain the two essential—but potentially
conflictual—elements. The role also bridged the divide occasionally, serving
as a conduit for ideas, influence, and information (see Fig. 5.1). By incorporat-
ing elements of both the normative and utilitarian identities of the orchestra,
the role of music director straddles both elements. However, it was in times of
organizational strife, retrenchment, and heightened tensions between the iden-
tity elements that the role was under the greatest strain, becoming perhaps un-
tenable for the role and its occupant.

At the ASO, the musicians’ strike brought out the latent tensions between the
two identity groups: musicians and administrators (Glynn, 2000). With declining
attendance, graying audiences, and decreased opportunities for touring and re-
cording, orchestras everywhere are facing something of an identity crisis as the
aesthetic comes under the assault of market forces that push for greater commer-
cialism and economic savvy (e.g., Glynn, 2002). As orchestras, and other cultural
institutions, experience the struggle between defining themselves as artistic en-
deavors but surviving in the market (e.g., Glynn & Lounsbury, in press), the orga-
nizational structure bends—and occasionally breaks—the tenure of its occupant
under the weight of such pressures.

The case of the ASO, and its music director Yoel Levi, is not an isolated one. Or-
chestra conductors are finding that their role is “controversial” (Medrek, 1999, p.
A1), both in the United States and in Europe (Loomis, 2004). The reason for this is
related to the changing nature of the symphony, as orchestral programs increas-
ingly try to update and change, in an attempt to bring in larger and younger audi-
ences. In response to market and economic pressures, orchestras have begun to
draw on more popular interpretations of the musical canon (Glynn, 2002), some-
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times blending the “highbrow” art of the classics with more “lowbrow” forms
from popular culture (Dowd, Liddle, Lupo, & Borden, 2002). This creates a blur-
ring of the symphony’s identity, as the long-dominant aesthetic identity yields to a
more commercialized market logic; the result is to challenge the very identity of
the symphony. The strain creates pressures for an orchestral role that straddles the
two elements, that of the music director, who now has to respond to challenges
arising from the demands of both identity elements, and their associated groups:
“The challenge music directors everywhere will soon face— indeed are already
facing in some cities—is to justify the continued existence of the symphony or-
chestra, period, an institution already considered by many in the general public to
be a relic of the past” (Medrek, 1999, p. A1).

Thus, a structural role that, in stable terms, offers the promise of building
these aspects of the art world, ironically, is challenged in both times of organiza-
tional strife and retrenchment, when the tension between the identity elements
was brought to the fore. The role of music director seemed to be a pivotal one,
claimed by identity groups (musicians and administrators) contesting the role
and its implications for the organizational identity, but ultimately, at the sym-
phony I studied, abandoned by both, as neither musicians nor administrators rose
to support the incumbent.

More generally, this chapter illustrates the challenges of managing the business
of culture. The hybridized identity of cultural institutions carries latent and com-
peting tensions that can pit the aesthetics of cultural products against a more com-
mercial market orientation. At the ASO, the duality of these identity elements
became salient in the wake of an organizational crisis, the 1996 musicians’ strike,
and had important implications for structural changes within the organization, par-
ticularly that of the Music Director. This role, served to partition and bridge the
identity elements, in stable times, by carrying the conflict that the orchestra faced,
and in strident times, by managing both the artistry and the economics of cultural
production. The contribution to our understanding of the business of culture of-
fered by this perspective is to underline the unique structures and roles that are im-
plied in the notion of cultural production. Hopefully, this chapter will also
contribute to emerging literature on organizational identity by illustrating how
structural roles can carry and bridge hybrid identity elements.
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II
The Challenge of Positioning

�

Two strategic achievements capture the imagination of individuals and organiza-
tions in cultural industries. The first achievement is that of first-time success: the
bestselling book, the hit song, and the blockbuster movie that generates enormous
sales and gains wide critical acclaim. The second achievement comes from using
the first to generate more success: Using a loveable character from a highly rated
program to launch a popular series, taking a proven plot line from a movie and
adapting to another, or building on the notoriety of an author or a performer to
launch more books and publicize forthcoming rock concerts. The two strategic
achievements are not of course separate. Get the first one right, and you stand a
better chance at the second. Get the second right, and you are well on the way to es-
tablishing a powerful position in your particular corner of the cultural industries.

The perennial search for strategies that can transform past success into a strong
position is the main theme that runs through this section. Cultural industries are by
no means unique in this respect. In most industries, managers regularly attempt to
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use past success as a foundation for future success. But cultural industries suffer
more than most others from the problem of making sense of the past and then reli-
ably transforming this knowledge into building and sustainable a formidable posi-
tion. A film that takes an audience by storm is often regarded as a good bet for other
similar films, but many a producer has lost a fortune attempting to do just that.
Spinning a television series into a new one by taking a much loved character from
the first into the second may seem like a sure thing, but there are few network exec-
utives who cannot tell stories of disasters that began with just such an idea.

It is this difficulty that can be translated into opportunity. An ability to repeat
success has often represented the high road to career success in cultural industries.
This is true for individuals who struggle to maintain their fame by following their
first hit with subsequent ones, as it is for organizations that base their livelihood on
using their past successes into developing new ones. In view of the gains, it is not
surprising that there is intense interest in individuals and organizations that suc-
cessfully carry out these strategies. The interest, however, is accompanied by
much debate as to whether this success is the product of knowledge and skill, or the
result of accident and luck. The added complication in these discussions is the sur-
prising success of many novices in cultural industries, and the frequent failure of
established players to make the best of position and experience.

In chapter 6, Melissa Schilling uses the video game industry to demonstrate
the frequency with which industry leaders lose their dominance in spite of tech-
nological and market factors that should ensure their ability to link past success
to future performance. As is often the case in cultural industries, the main cause
of instability can be found in the relationship between technology and content.
At first sight, technology should be the main driving force in the video game in-
dustry. The dominant firm ensures its dominance by virtue of network exter-
nalities: The more consumers adopt a particular console, the more incentive
there is for other consumers to buy the system, and for game developers to pro-
duce games for this system.

Although this strategy has served firms in several other technology-driven in-
dustries, it has not worked as well in the video game industry. Technological dis-
continuities, more specifically, the introduction of new and more powerful micro-
chips, have created opportunities for competitive entry by more creative rivals. Al-
though consumers may have some desire for continuity and predictability, they are
more interested in new and exciting games that are able to make the most of the
new technology. This is equally true of a wide range of cultural industries.

Schelling shows how the role of content often trumps the power of technology.
Atari had built up a dominant position within the industry by 1983 with $5 billion of
sales, only to be displaced by Coleco within a year of the latter’s entry. The lack of
new and exciting games, however, eventually led to a collapse in sales for both firms,
so much so that many observers declared the video game industry to be dead.

The successful entry of Nintendo and Sega swept aside these gloomy predictions.
It also established a pattern that still prevails: New and more powerful technology
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opens the way to establishing a strong position, but a strong position can only be sus-
tained by delivering new and more exciting games. The technical challenge calls for
managing anticipated discontinuities: New generations of consoles are planned and
developed on the back of relatively predictable progress in semiconductor technol-
ogy. The success of new generations of games, however, often builds on the unantic-
ipated: on breaking with past conventions and past game concepts.

The relationship between the past experience and future success is further ex-
plored in chapter 7 by Eisner, Jett, and Korn. They look at the emergence of web-
based magazines, or webzines, as a distinct magazine publishing category. The
crucial contrast is between webzines that are launched by existing print-based
magazines and new entrants with no previous print-based operations.

For print-based magazines, the web represents a discontinuity that runs
through their operations and culture. They have built effective competencies in
the process of mastering the challenges of managing a print-based magazine.
Should they transfer these competencies to webzines? Purely economic logic
points to the cost advantages of repackaging existing material for the web, but
the interfacing potential of web-based access points to the attractiveness of creat-
ing new material. What works in one medium will only work in another up to a
point, and what is possible in a new medium often calls for a break with the habits
and ways of thinking developed in the past.

Webzines that have no print-based counterpart have more freedom to explore the
technological and creative possibilities of the web. But this freedom is purchased at a
disadvantage: Webzines without print-based counterparts cannot rely on revenues
from traditional publishing to fund their initial content creation. Faced with this
problem, Eisner et al. suggest that they affiliate their web pages with other successful
sites via hyperlinks. The use of this strategy allows them to multiply content avail-
ability many times more than is ordinarily possible in traditional publishing. Internet
users with maximum need for information and with limited time at their disposal
will therefore consult more regularly and hence become more loyal to sites that are
widely linked, and hence information rich, than sites that are constrained by the con-
ventions and competencies of traditional print-based publishing.

Finally, Shamsie, Miller, and Greene focus in chapter 8 on the attempt by the
traditional television broadcast networks to use scheduling strategies in order to
translate success from one of their shows to another one. In particular, their study
shows that these networks have been trying to use their successful shows to draw
audiences to their other shows that are still struggling in the ratings. This practice
has gained in importance as the advent of cable has led to a proliferation of chan-
nels, providing an abundance of choices to television viewers.

In this tougher competitive environment, networks are abandoning some of the
traditional strategies of maintaining a stable timeslot for each of their shows and
matching shows of similar content. Instead, the networks are starting to move
around their successful shows much more than they have in the past. They may
move shows to match up a show that is still struggling with one that has already es-
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tablished a sizeable audience, regardless of the similarity of their content. In other
words, the networks are beginning to couple a popular comedy show with a drama
that needs to build an audience.

These findings suggest that the networks face a greater challenge in transferring
their success with a show into higher ratings for other shows. They are responding
to this challenge through the use of a much more dynamic approach to scheduling.
In the process, they are focusing much more on using a show that has already be-
come a hit in order to develop others.

Business strategies that focus on building on past success have been a key issue
in many cultural industries. In most cases, this is achieved by using the success of
one product to promote the prospect of another. The potential to create such link-
ages, however, has been constrained by the lack of systematic knowledge. Most of
what is known about how to create complementary linkages is based on accumu-
lated industry know-how, on trial and error, rather than systematic analysis. The
chapters in this section make a contribution in this direction, but they also indicate
that much more remains to be done.
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CHAPTER

6

Game Not Over:
Competitive Dynamics

in the Video Game Industry

�

Melissa A. Schilling
New York University

According to NPD Funworld, sales in the U.S. video game industry reached $11.4
billion in 2003, just under the $11.7 billion high attained in 2002. The industry has
experienced a remarkable degree of growth and turbulence over the last three de-
cades, making it a popular subject for speculation and analysis. The video game in-
dustry provides an exceptional context for studying competition in culturally
based industries for a number of reasons. First, it is a highly visible industry that
has been well documented over the past two decades. Second, the industry has un-
dergone several distinct generations of competition, permitting us to examine how
different battles played out over time and to attempt to identify the critical factors
influencing the success and failure of competitors.

Finally, the video game industry is characterized by a moderate degree of net-
work externalities, meaning that the value a game system offers to customers is to
some degree a function of how many other users there are of the same game system
due to such factors as compatibility and games availability (Choi, 1994; Katz &
Shapiro, 1986, 1992). In such industries, there is strong pressure to select one or a
few dominant platforms rather than allowing many different incompatible plat-
forms to coexist (Schilling, 1998, 2002). This leads to unambiguous winners and
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losers in the video game industry, and permits us to compare their strengths, weak-
nesses, and strategic choices.

In this chapter, I first provide a brief review of the history of the U.S. video game
industry, beginning with the introduction of the Magnavox Odyssey and Atari’s
Pong, and ending with the 128-bit generation. Next, the generations of competi-
tion are analyzed with respect to three competitive dimensions: the ability to pro-
vide advanced technology consoles, the ability to ensure that games of high quality
and rich content are widely available, and the ability to manage network externali-
ties to the firm’s favor.

This analysis reveals that providing a technologically advanced console is nec-
essary for competition, but typically has not proven to be a limiting factor for most
competitors. The more difficult competitive dimensions have been to provide pop-
ular games and manage network externalities. Comparing firms’strategies of rely-
ing on internal versus external developers, number of game titles at launch, and the
top-selling games of each year reveals a number of critical factors for succeeding
in the video game industry.

First, console makers must be able to produce games in house in addition to at-
tracting third-party developers. Console makers that have relied solely on third-
party developers have typically failed. This is likely due to the need for a console to
launch with games, and the inability of console makers to attract third-party devel-
opers until they have proven some measure of success. Second, producing games
with rich content has proven more difficult for firms than might be initially ex-
pected. Sony and Microsoft have had difficulty matching Nintendo’s success at de-
veloping the rich story lines and appealing characters necessary to penetrate the
action and role-playing games that dominate the top-selling games lists. Compe-
tencies for developing popular character-based games are very different from
those required for designing, producing, and distributing an advanced console,
leading Sony and Microsoft to rely more heavily on third-party game developers.

This leads to a final observation about the third competitive dimension: Al-
though firms can use market relationships to some degree to bolster their ability
to provide advanced technology consoles and to provide popular games, the abil-
ity to understand and manage network externalities to the firm’s favor is a diffi-
cult competency to obtain on the market. It requires a combination of strategic
acumen and a harmonized set of resources that include reputation, distribution
leverage, and capital.

THE U.S. VIDEO GAME INDUSTRY

The very first home video game system was the Odyssey, introduced in 1972 (,
1977). The product was commercially produced and sold by Magnavox, but it was
based on technology developed in 1966 for military simulations by Ralph Baer and
Sanders Associates, a military electronics consulting firm. At a price of $100, over
100,000 units of the game system were sold (Schilling, Kittner, & Karl, 2003).
However, the Odyssey came to an end rather quickly with the rise of a game system
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that would prove to be much more successful and establish home video game sys-
tems as an important and viable industry: Atari’s Pong.

Pong, the Beginning of an Era

In 1972, Nolan Bushnell founded Atari and introduced Pong, a ping-pong-like
game that was played on a user’s television set with the aid of the Atari console.
In its first year, Pong earned over $1 million in revenues. Pong, and over 60 simi-
lar knockoffs, soon flooded the market. The creation of large-scale integrated
circuits enabled the systems to be fast and yet produced inexpensively. Pong
dominated the market until Atari’s 1977 introduction of the Atari Video Com-
puter System (VCS), later renamed the 2600, which would lead the second gen-
eration of video games (Polssen, 1977). The VCS/2600 utilized a micro-
processor, and could play multiple games. The console sold for $200, with games
selling for between $20 and $40. Atari had sold over $5 billion worth of 2600 sys-
tems and products by 1983.

The height of this generation saw yearly sales of $3 billion in the United States
alone (Cohen, 1984). However, the 1976 acquisition of Atari by Warner Commu-
nications had also turned the company’s focus more to developing personal com-
puters. The next few years saw a variety of Atari computer introductions, but none
would prove to be big money makers for Atari. While Atari’s attention was di-
verted toward computers, Coleco entered the market and introduced the Coleco
Vision video game system in 1982. The Coleco Vision was very successful, and in
1983 Coleco Vision games actually managed to outsell Atari games.

In the mid 1980s profits for video game makers began to decline; many
feared that video games had reached market saturation. Compounding this, the
rapid proliferation of unauthorized games (games produced for a console with-
out authorization of that console’s producer) led to a market glut of games of
dubious quality, and many unhappy retailers with video game inventories they
were unable to move. By 1985, many industry observers were declaring the
video game industry dead.

Much to everyone’s surprise, however, two new entrants from Japan entered the
U.S. video game market: Nintendo, with its 8-bit Nintendo Entertainment System
(NES) introduced in 1985, and Sega, which launched its 8-bit Master System in the
United States in 1986 (Sega had previously introduced an 8-bit system dubbed
SG-1000 in Japan in 1983; Polsson, 1997). Though Sega’s Master System ap-
peared to be technologically superior, Nintendo spent much more on advertising
and development of quality games and characters, and had more game titles avail-
able than Sega. The Master System went on to sell 2 million units and at times held
an 11% market share. The NES sold over 1 million units in the first year, sold 19
million units by 1990, and could be found in more than a third of the households in
America and Japan (Sheff, 1993). Nintendo’s Super Mario Brothers 3 grossed over
$500 million in America in 1989, selling 7 million copies in the United States and
4 million in Japan (Kittner, Schilling, & Karl, 2001).

6. GAME NOT OVER 77



In 1987 Atari released its last 8-bit system, the Atari XE Game System, but the
product was unable to compete with the power and graphics in the systems made
by Nintendo and Sega. Furthermore, Atari only spent roughly $300,000 promoting
its system, whereas Sega and Nintendo each spent $15 million promoting their
systems. Finding itself unable to compete, Atari sued Nintendo in 1988 for mo-
nopolistic practices (the court sided with Nintendo; “Cheap didn’t sell,” 1992). In
the same year, Coleco filed Chapter 11.

Thus from 1985 to 1989, Nintendo held a near monopoly of the U.S. video
game industry. The company sold its consoles for a price very close to production
costs, while earning the bulk of its profits from games. Nintendo made games for
its system in house, and licensed third-party developers to produce games through
very strict licensing policies that: (a) limited the number of titles a developer could
produce each year, (b) required the developer to preorder a minimum number of
cartridges from Nintendo (which had its own contract manufacturers produce the
games), and (c) restricted the developers from making similar games for other con-
soles. Nintendo also restricted the volume and pricing of consoles sold through
distributors, ensuring that no single distributor acquired significant bargaining
power (Brandenburger, 1995a). Nintendo’s restrictive policies were very profit-
able, but they also caused the company to be sanctioned by the Federal Trade Com-
mission, and alienated distributors and developers, potentially leaving the
company more vulnerable to a competitor.

The 16-Bit Video Game Industry

In September of 1989, Sega introduced the 16-bit Genesis to the U.S. video game
market. The Genesis offered dramatic performance enhancement over 8-bit sys-
tems. Furthermore, Sega leveraged its popular arcade games to the Genesis, and
made it backward compatible with its 8-bit Master System games. There were 20
Genesis game titles on offer by December 1989. NEC also introduced a 16-bit sys-
tem, the TurboGrafx-16, in the fall of 1989, and had 12 game titles on offer by De-
cember 1989. Though Nintendo had its own 16-bit system in the works, it delayed
introducing it to the United States fearing cannibalizing its 8-bit system sales.

By the end of 1989, Sega had already sold 600,000 consoles in the United
States, and NEC had sold 200,000. In 1990 and 1991 both Sega and NEC added
game titles to their lists, bringing their totals to 130 and 80 respectively. By the end
of 1991, Sega had sold 2 million consoles in the United States, and NEC had sold 1
million. Unlike Sega, which produced a major portion of its games in house, NEC
relied completely on external game developers, who found the system to have only
a small technological advantage over 8-bit systems (Brandenburger, 1995b). De-
velopers began to abandon the NEC platform, and NEC exited the market in 1991.
Nintendo finally introduced its own 16-bit Super Nintendo Entertainment System
(SNES) in 1991, but it was too late to quell Sega’s momentum. In 1992, Nintendo
controlled 80% of the video game market based on combined 8-bit and 16-bit
sales, but in 1994 and 1995, Sega was the market leader.
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Like Nintendo, Sega made little profit on the consoles, and focused instead on
increasing unit sales to drive game sales and software developer royalties. Sega,
however, used less restrictive licensing arrangements than Nintendo, and conse-
quently was able to rapidly lure a large number of developers to make Sega game
titles. Furthermore, though Nintendo could have chosen to make its 16-bit sys-
tem backward compatible, thus linking the value consumers possessed in their
8-bit game libraries to the new system, Nintendo chose to make the system in-
compatible with the 8-bit games. By the end of 1991, the SNES had 25 game ti-
tles compared to the 130 available for Genesis. Nintendo had given Sega 2 years
of installed base lead on a system that offered a significant technological advan-
tage, and then entered the market at a ground-zero position with respect to the
availability of complementary goods.

The consequence of Nintendo’s late move is aptly captured in the following
quote from a review of video game players published in Fortune (Hadju, 1993, p.
1): “To tell the truth, Nintendo just isn’t cool anymore. This one is 16 bits, so it’s
better than the original Nintendo. But the company only made it to compete with
Sega, and most kids already have that. So they don’t need Super Nintendo, unless
they’re jerks and have to have everything. That’s just idiotic.” Over time sales of
the Nintendo SNES accelerated, and it would ultimately prove to be one of the
more successful game systems ever introduced, but Nintendo’s near-monopoly
position had been broken; Sega had successfully technologically leapfrogged
Nintendo (see Fig. 6.1; Schilling, 2003).

32/64-Bit Systems

The late 1980s and early 1990s also attracted a number of other competitors to the
video game market. In 1989, Philips announced its 32-bit Compact Disc Interac-
tive (CD-I), an interactive multimedia compact disc system that would serve as a
game player, teaching tool, and music system. But the CD-I was very complex, re-
quiring a 30-minute demonstration. Furthermore, it was expensive—initially in-
troduced at $799 and later reduced to a below-cost $500, more than twice the cost
of Nintendo or Sega systems (Turner, 1996, p. A6). Its role was very unclear to
American consumers. Although the product was actually much more than a video
game machine, customers compared the product to the popular Nintendo and Sega
systems, and were dismayed by its price and complexity. Making matters worse,
Philips was reluctant to disclose the technical specifications of the machine,
greatly limiting the software development for the system. In 1996, Philips CD-I
was still around, but had less than a 2% market share (Trachtenberg, 1996). Philips
soon indicated that it would no longer push the CD-I in the United States.

Other companies also introduced 32-bit systems, including Turbo Technol-
ogies’ Duo, and 3DO’s Interactive Multiplayer, but the cost of the systems
($600-700) was prohibitive. Turbo Tech’s Duo was very short-lived and received
little attention. 3DO’s system, on the other hand, received considerable attention.
3DO was founded in October 1993 by Trip Hawkins, formerly of Electronic Arts,
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who made a number of games for the Sega Genesis console. Though 3DO had
signed agreements with an extremely large number of developers (750 by July
1994), most of those development agreements did not result in actual game titles.
The system had five game titles at launch, and 40 by July 1994. Furthermore,
3DO’s unique strategy of licensing out all game and hardware production made it
next to impossible to achieve the low console prices of Sega and Nintendo by sub-
sidizing console production with game royalties. 3DO’s hardware producers
(Matsushita and Panasonic) did not sell games, and were consequently unwilling
to sell the consoles without a margin. 3DO tried to rectify this problem by estab-
lishing a “Market Development Fund” whereby a portion of the game royalties
would be used to subsidize hardware production. However, ultimately sales of the
machine never took off, and 3DO exited the market in 1996.

Atari had also made a surprising reentrance to the video game market in 1993
with the technologically advanced Jaguar. Though promoted as a 64-bit system, it
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had a 13.3 MHZ clock speed and was technically equivalent to a 32-bit system.1

However, Atari’s long struggle had not inspired great confidence in either devel-
opers or distributors, and several of the large retail chains (e.g., Toys R Us) chose
not to carry the product (Sinakin, 1996). At this point in time 16-bit systems still
dominated the market, and Sega and Nintendo both had very large installed bases,
a large number of available games, and considerable brand recognition for many
of their game characters (e.g., Super Mario, Sonic the Hedgehog). The companies
had also expanded their game distribution channels to include video rental outlets.
It would not be until 1995 that the 16-bit video game systems would be displaced
by technologically superior consoles.

In May 1995, Sega introduced its 32-bit Saturn system and in September
1995, Sony introduced its 32-bit Playstation. Both the Sony and Sega platforms
were based on compact discs, and offered a tremendous performance advantage
over 16-bit systems. Both systems were introduced with great fanfare, and con-
siderable developer support. Although of the two only Sega had experience and
brand image in the video game market, Sony entered with tremendous brand im-
age in consumer electronics, access to (and leverage in) very extensive distribu-
tion channels in electronics and media, and captive content providers in the form
of Tri Star and Columbia.2

To rapidly gain insight into the toy industry, Sony hired experienced toy execu-
tive Bruce Stein to head the video game unit (Stein had formerly served as presi-
dent of Hasbro’s Kenner products division, and as chief operating officer at Marvel
Entertainment Group; Trachtenberg, 1995). Its size and previous success in sev-
eral electronics markets (including the development and control of the compact
disc format) could not go unnoticed by software developers. It signed a sweetheart
deal with Electronic Arts, then one of the largest game software developers in the
United States, and convinced several other developers to produce only Playstation
titles for the first 6 months after its introduction. There were 50 Playstation titles
by the end of 1995, and this number had grown to 800 by the end of 2000.

Though Sega’s Saturn had beaten Sony’s Playstation to market, it was shipped
to only four retailers due to limited supply: Toys R Us, Babbage’s, Software Etc.,
and Electronics Boutique. This aggravated retailers such as Best Buy and
Walmart, who had long supported Sega (Hisey, 1995). Developers also felt that it
was easier to program for the Playstation than the Saturn, causing it to lose crucial
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developer support (Lefton, 1998). By the end of 1996, the installed base of Sony
Playstation in the United States (2.9 million units) was more than double the Sega
Saturn installed base (1.2 million units).

In 1996, after more than 2 years of preannouncements, Nintendo introduced
its 64-bit game system, Nintendo 64. Nintendo stuck with the cartridge format,
arguing that it enabled faster access for the graphics desired by hard-core
gamers. The system was based on a 64-bit RISC CPU with a clock speed of 93.75
MHZ. Although there were only two software titles available at the console’s re-
lease (one being Super Mario), the game units were sold out within weeks of their
release. Though Nintendo’s 64-bit system gained rapid consumer acceptance,
neither Nintendo nor Sega was able to reclaim dominance over the video game
industry. Though several new entrants (and one returning entrant, Atari) had
tried to break into the video game industry through technological leapfrogging,
only Sony had the successful combination of a product with a technological ad-
vantage, strategies and resources that enabled it to rapidly build installed base
and availability of complementary goods, and a reputation that signaled the mar-
ket that this was a fight it could win.

An Unfolding Battle: 128-Bit Systems

In September of 1999, Sega launched its 128-bit Dreamcast console, a $199 gam-
ing system that enabled narrow-band (56 Kbps) access to the Internet. Prior to
Dreamcast’s release, Sega was suffering from its lowest market share in years at
12%. The Dreamcast was the first 128-bit system to market, and 514,000 units
were sold in the first 2 weeks, achieving an installed base of 5 million by October
of 2000. Sega’s success turned out to be short-lived, however. In March of 2000,
Sony launched its 128-bit Playstation 2 (PS2) in Japan, and introduced the system
to the United States in October of the same year. Despite price cuts on the
Dreamcast, and a promotion rebate that would make the console essentially free
(in exchange for a 2-year contract for Sega’s SegaNet Internet service) the
Dreamcast was crushed in the holiday sales season.

In early 2001, Sega announced that it would cease making consoles and trans-
form itself into a third-party developer of games for other consoles. Developer
support for the system had been lackluster, and Sega’s losses had been mounting in
the battles against Sony’s Playstation and PS2, and the Nintendo 64. After having
come close to bankruptcy, it was ready to give up the fight for the console market
and focus on the more lucrative game production. Notably, it signed a deal to pro-
duce games for Microsoft’s entry into the video game console business—the Xbox
(Sega’s Dreamcast system had been based on Microsoft’s Windows CE operating
system; Kittner et al., 2001).

Sony’s PS2 was an unprecedented success. During the opening sales weekend
of March 4, 2000, PS2 sales reached about 1 million units, a figure that eclipsed by
10 times the amount of original Playstation units sold during the 3-day release pe-
riod in 1994. Demand for the new unit was so high that on the opening day of
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preorders on Sony’s web site, over 100,000 hits in 1 minute were received, and
Sony was forced to briefly shut the web site down. The chip used in the system was
the result of a $1.2 billion joint venture between Sony and Toshiba, and offered a
significant technological advantage over previous systems. Furthermore, the PS2
was backward compatible, enabling gamers to play their Playstation games on the
console until they amassed new game libraries (Schilling, Chiu, & Chou, 2003).

At the time of the PS2 release, Nintendo had just postponed the launch of its
new 128-bit system, the GameCube (code named Dolphin), to a release date in the
first half of 2001. The GameCube was a joint venture with Matsushita, one of
Sony’s main rivals, and IBM. The console promised a faster processor than that of
the PS2, but its graphics capabilities would be similar. Unlike the PS2, however,
the GameCube did not offer backward compatibility with N64 games. The
GameCube was also targeted toward a younger market (8–18 year olds) than
Sony’s 16–24-year-old demographic. The real threat to Sony’s PS2 came in the
form of a new entrant to the video console industry: Microsoft’s Xbox.

Microsoft had previously produced PC-based computer games (such as Flight
Simulator and the Age of Empires series) and operated an online gaming service
(Microsoft Gaming Zone) that enabled multiplayer games, and thus had some fa-
miliarity with the industry. It did not have, however, the arcade experience of either
Sega or Nintendo, nor the consumer electronics experience of Sony. The Xbox
seemed a strange fit with Microsoft’s product portfolio and competencies, which
had historically focused almost exclusively on packaged and licensed computer
software. However, both Sega’s Dreamcast and Sony’s PS2 had added the ability
to access the Internet, making video game consoles increasingly a threat to the PC
industry. If video consoles became a primary portal for accessing the Internet, they
could undermine the foundation of Microsoft’s empire. This possibility was
strengthened by the fact that nearly 25% of PC households surveyed indicated that
the primary use of the PC was for playing games (Kittner et al., 2001).

Microsoft thus announced that it would enter the video game fray with its own
technologically advanced game console, the Xbox (launched in November of
2001). The Xbox targeted the 18- to 34-year-old male, positioning it directly
against the PS2 rather than the Nintendo GameCube. By the time the Xbox hit the
market, PS2 already had a significant lead in installed base and availability of
games (there were more than 300 PS2 game titles available at the end of 2001), but
Microsoft was counting on the technological advantages offered by the Xbox to tip
consumer preferences.

The Xbox operating system ran on a 733-MHZ microprocessor from Intel,
which was more than twice as fast as the processors used in any other game console
on the market—including the Toshiba 300-MHZ microprocessor supplied in the
PS2. The Xbox had 64 megabytes of memory and a data rate of 400 megabits per
second per pin with 6.4 GB per second bandwidth, enabling more information to
be processed faster. The Xbox memory chip would give game developers nearly
twice the memory offered in other game consoles. The Xbox also offered a
10-gigabyte hard drive, enabling gamers to save a virtually unlimited number of
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games. Customers also did not have to trade off technological advantages against
price: The Xbox launched at a retail price of $299, significantly less than its pro-
duction costs (it is estimated that Microsoft loses between $100 and $125 per unit;
Becker & Wilcox, 2001; Norton, 2001; Wildstrom, 2001).

To rapidly deploy the console and build installed base, it leveraged its existing
relationships with distributors that carried its software, though it was now forced
to seek much greater penetration into distributors such as Toys R Us, Babbages,
and Circuit City. Microsoft also faced the challenge of cultivating a radically dif-
ferent brand image in the game console market than the one it had achieved in the
software market, and to make much greater use of marketing channels such as tele-
vision advertising and gaming magazines. To that end, Microsoft budgeted $500
million to be spent over 18 months to market the Xbox—more than any other mar-
keting campaign in the company’s history (Elkin, 2000). Microsoft’s biggest
brand disadvantage was its lack of a big hit game that carried the sales of the con-
sole (e.g., Mario for Nintendo, and Gran Turismo for PS2).

To ensure that there would be wide availability of complementary goods,
Microsoft utilized both in-house development, and aggressively pursued licensing
arrangements with third-party developers. By 2001, Microsoft was well estab-
lished as a leader in developing PC games (Age of Empires, for example, was the
fourth-bestselling PC game in 2000), and planned to produce 30 to 40% of games
in house (similar to Sony’s percentages). To attract developers, Microsoft gave
away $10,000 in game development kits and funded focus research groups for
games (Clash of the Titans, 2001). Furthermore, because Microsoft used its
DirectX technology in the Xbox, it would be very easy for existing PC game devel-
opers to transition to the console.

Both the and Nintendo’s GameCube were launched in November of 2001 (in
time for the extremely important Christmas season) and sold briskly. By the year’s
end, it was estimated that 1.3 million GameCube units had been sold, and 1.5 mil-
lion Xbox units had been sold (Frankel, 2001). However, both of the new consoles
were outrun by PS2, of which approximately 2 million units were sold during the
month of December, bringing its worldwide installed base to over 20 million units
(Clash of the Titans, 2001). PS One (a modified version of the original Playstation)
was also selling well at its $99 price tag.3 The PS2 continued to outsell the Xbox
and GameCube in 2002.

By September 30, 2002, estimates put both Xbox and GameCube sales at just
under 7 million units worldwide, and PS2 unit sales at over 40 million worldwide
(Pham, 2002). Furthermore, the number-one bestselling video games in 2001
and 2002, Grand Theft Auto III, and its sequel, Grand Theft Auto: Vice City,
were available only on the PS2 platform (Snider, 2002). By the end of 2003, Sony
reported that over 70 million units of the PS2 had been sold worldwide (29.3 mil-
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lion in North America alone), whereas Microsoft’s Xbox and Nintendo’s
GameCube were believed to have sold just over 10 million units each (Technol-
ogy Briefing, 2004; Peterson, 2004).

COMPETITIVE DIMENSIONS
OF THE U.S. VIDEO GAME INDUSTRY

Analysis of the history of the video game industry suggests that at least three pri-
mary dimensions have sharply influenced the success and failure of competitors:
technological functionality, availability and quality of game titles, and the ability
to manage network externalities. Firms have been required not only to introduce
technologically advanced consoles, but also to produce content with captivating
story lines and appealing characters, while simultaneously ensuring that they max-
imize their installed base through penetration pricing, backward compatibility, le-
veraging distribution agreements, managing customer switching costs, and using
advertising, reputation, and credible commitments to shape the industry’s expecta-
tions for the future.

Technological Functionality

For new entrants to take market share away from incumbents in the video game
industry, they have had to offer a significant technological advantage in their
consoles. In each generation, successful competitors have offered at least three
times the clock speed of the fastest system in the previous generation (see Table
6.1). An incumbent’s best defensive strategy, in turn, is to invest in continuous
innovation in the standard, thus making it difficult for a potential entrant to cre-
ate a significant technological gap. This means the incumbent must often will-
ingly embrace cannibalization of its current product platform, and provide
incentives for customers to upgrade to more advanced models to gain a foot-
hold in the market (Schilling, 2003).

Each generation of the video game industry illustrates this aptly. Despite
Nintendo’s near-monopoly position in the video game market throughout much
of the 1980s, its enormous brand equity, and relationships with suppliers and dis-
tributors, Sega was able to successfully enter the market in the fall of 1989 by of-
fering a 16-bit system. Though Nintendo had a 16-bit system in the works, it was
initially intent on continuing to sell 8-bit systems, believing the systems had not
yet maximized their potential. Nintendo thus helped create the window of oppor-
tunity for Sega. The value of the increased processing power of the Sega ma-
chines was readily apparent to most customers. Customers could readily
appreciate that a 16-bit system would be faster than an 8-bit system, and offer a
significant advantage in graphics-processing capability resulting in more excit-
ing and lifelike play. NEC also had a 16-bit system on the market, but with much
slower clock speed (3.6 MHZ compared to Sega’s 7.6 MHZ) and no prior arcade
games or experience to leverage.
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By the time Nintendo introduced its own 16-bit system, it had already lost its
dominant position. Furthermore, Nintendo did not offer any upgrade incentive to
lure its existing 8-bit users to the 16-bit platform. Consequently, when 8-bit users
were ready to buy a 16-bit system, there was little reason for them to stay with
Nintendo (this was exacerbated by Nintendo’s decision to not make its 16-bit sys-
tems compatible with its 8-bit games as further discussed later in the chapter).
Nintendo spent heavily in advertising, and fought fiercely to regain market share,
and by 1994 it appeared that the tide was again tipping towards Nintendo’s favor,
but by this point Sega was already transitioning to its new 32-bit system, the Sega
Saturn (see Fig. 6.1).

Similarly, both Sony and Microsoft entered the market with products that of-
fered dramatic technological advantages. When Sony first introduced its 32-bit
Playstation, Sega already had its own 32-bit system, and several other competitors
(e.g., Atari, 3DO, and Philips) had beaten both Sega and Sony to market with
32-bit systems. The Playstation, however, had a much faster clock speed (34 MHZ
to Sega’s 28.6 MHZ, Jaguar’s 13.3 MHZ, and 3DO’s 12.5 MHZ) and more than
five times the RAM of any other existing 32-bit competitor. Furthermore, unlike
the other new entrants, only Sony combined the technological advantage of its sys-
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TABLE 6.1

Technological Advances in Each Generation of Consoles

Introduction Clock Speed RAM Format

16-bit systems

Sega Genesis September 1989 7.6 MHZ 128K Cartridge based, CD add-on

NEC Turbo Fall 1989 3.6 MHZ 8K Cartridge based, CD add-on

Nintendo SNES September 1991 3.6 MHZ 128K Cartridge based

32/64-bit systems

Philips CD-I (32) October 1991 16–26 MHZ NA CD-ROM based

3DO (32) October 1993 12.5 MHZ 3MB CD-ROM based

Atari Jaguar Fall 1993 13.3 MHZ 2MB Cartridge based, CD-ROM

Sega Saturn (32) May 1995 28.6 MHZ 2MB CD-ROM based

Sony Playstation September 1995 34 MHZ 16MB CD-ROM based

Nintendo 64 (64) September 1996 93.75 MHZ 36MB Cartridge based

128-bit systems

Sony Playstation2 March 2000 300MHz 38MB CD/DVD based

Microsoft Xbox November 2001 733 MHZ 64MB CD/DVD based

Nintendo November 2001 485 MHZ 40MB CD/DVD based



tem with a set of complementary strategies and resources that enabled it to wrest
control of the video game industry from Sega and Nintendo. Similarly,
Microsoft’s Xbox would be relatively late to the 128-bit generation, but it would
arrive with a clock speed of 733 MHZ (more than twice that of PS2), and 64 MB of
RAM (compared to 38 MB in the PS2).

Availability and Quality of Game Titles

One of the most crucial drivers of success of a video game console is the availability of
popular games. Not only do games shape the consumer decision about which console
to purchase, but they also provide the majority of the console producer’s revenues (in
the form of license fees) due to the strategy of selling consoles at or near cost.

In-House Games Development. Although a console producer could the-
oretically rely solely on third-party developers for games, this strategy has not
proven to be particularly successful. Third-party developers may be unwilling to
bear the risk of supporting a platform that is not already widely popular, and it is
impossible for a console to be widely popular without games. This Catch-22 is
why the most successful video game console producers have had to produce
game in house (to ensure that high-quality games would be available at launch) in
addition to offering aggressive licensing policies to attract third-party develop-
ers. Table 6.2 demonstrates this vividly: Every successful console producer in
any generation (Nintendo, Sega, Sony, and Microsoft) had in-house games pro-
duction in addition to aggressive licensing policies. NEC, 3DO, and Philips, by
contrast, had no in-house games production, and the strict reliance on external
developer support proved dire.

Third-Party Games Development. Console producers must also go to
great lengths to forge and retain relationships with third-party games developers,
and provide attractive licensing and pricing policies. This translates into charging
more reasonable prices from licensors than their relative bargaining power de-
mands. The U.S. video game industry provides several examples of the importance
of this strategy. When Nintendo controlled approximately 85% of the 8-bit video
game market, its licensing policies with games producers ensured that Nintendo
reaped most of the profits while the games producers bore most of the risk. Games
producers were permitted to produce a maximum of five titles for Nintendo, en-
couraging them to sink heavy research and development funds and market re-
search into only a few titles.

Once titles were approved by Nintendo, the games producers were required to
give the design to Nintendo, who would have its own contract manufacturers pro-
duce the game cartridges. The games producers were then required to purchase a
minimum order of 10,000 of the cartridges from Nintendo, thus ensuring that the
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games producers bore all the investment risk for the games. On top of the payment
for the minimum order of cartridges, games producers were also required to pay
royalties to Nintendo for each game copy actually sold. Thus, Nintendo’s policies
ensured that it received the lion’s share of the profits of third-party games while
bearing almost none of the risk. Games producers continued to make games for the
Nintendo system while Nintendo held a near-monopoly position, but on Sega’s in-
troduction of its 16-bit Genesis with more attractive licensing policies, many de-
velopers flocked to the new system. Nintendo was subsequently forced to loosen
its licensing restrictions in order to compete for third-party developer support.
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TABLE 6.2

Game Development Strategies and Number of Titles

Game Development Titles

16-bit systems

Sega Genesis Internal and external: 200
in-house developers; 1500
freelance developers by 1993

20 by December, 1989; 130 by
September, 1991; 320 by January, 1993

NEC Turbo Grafx-16 External only 12 by December, 1989; 80 by end of
1991

Nintendo SNES Internal and external: 65
licensees by end of 1991

25 by end of 1991; 130 by January,
1993

32/64-bit systems

Philips CD-I (32) External only Emphasized educational and
reference

3DO (32) External only: 300 external
developers by March 1994;
750 by July 1994

5 at launch; 40 by July 1994; 220 by
October 1995

Atari Jaguar Internal and external 5 by May 1994; 30 by October 1995

Sega Saturn (32) Internal and external 4 to 8 at launch

Sony Playstation Internal and external 50 by end of 1995; 800 by end of
2000

Nintendo 64 (64) Internal and external 2 at launch; 6 by end of 1996

128-bit systems

Sony Playstation2 Internal and external; 40%
of games produced in house

About 300 by December 2001; 483
by March 2002; 1,582 by December
2002 (334 specific to PS2, 1248 for
PS1 but playable on PS2)

Microsoft Xbox Internal and external; 40%
of games produced in house

About 40 by December 2001; 205 in
March 2002; 215 by December 2002

Nintendo GameCube Internal and external; 80%
of games produced in house

About 20 by December 2001; 117 by
March 2002; 306 by December 2002



Compelling Creative Content. Producing top-selling video games is not
an easy feat. It requires not only technological skills, but also an in-depth under-
standing of customer preferences and strong competencies in developing rich cre-
ative content. The importance of content (and the difficulty firms have had in
mastering its development) is revealed through an examination of the type and popu-
larity of the games produced by console makers and third-party developers. Tables
6.3 through 6.6 list the top 20 video games in 2000, 2001, 2002, and 2003 based on
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TABLE 6.3

Top Selling Video Games, 2000

Ran

k Title Publisher Platform Price Type

1 Pokemon Silver Nintendo GBC $27 Role playing, general

2 Pokemon Gold Nintendo GBC $27 Role playing, general

3 Pokemon Stadium Nintendo N64 $59 Role playing, general

4 Pokemon Yellow:
Pikachu Edition

Nintendo GBC $27 Role playing, general

5 Tony Hawk’s Pro Skater
2

Activision PSX $40 Sports

6 Legend of Zelda:
Majora’s Mask

Nintendo N64 $50 Action, general

7 Gran Turismo 2 Sony PSX $40 Driving, racing

8 Tony Hawk’s Pro Skater Activision PSX $40 Sports

9 Pokemon Blue Nintendo GB $25 Role playing, general

10 Pokemon Red Nintendo GB $25 Role playing, general

11 WWF Smackdown THQ PSX $40 Sports

12 Tony Hawk’s Pro Skater Activision N64 $49 Sports

13 Pokemon Trading Card Nintendo GB $25 Strategy, general

14 Super Mario Brothers
BLX

Nintendo GB $28 Action, general

15 Madden NFL 2001 Electronic
Arts

PSX $41 Sports

16 Mario Party 2 Nintendo N64 $50 Action, general

17 Perfect Dark Nintendo N64 $58 Action, general

18 WWF Smackdown 2 THQ PSX $41 Sports

19 Final Fantasy IX Square EA PSX $40 Role playing, general

20 WWF No Mercy THQ N64 $60 Sports

Note. GBC-Gameboy, Color; GB-Gameboy; N64-Nintendo 64; PSX-Playstation.
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TABLE 6.4

Tope Selling Video Games, 2001

Rank Title Publisher Platform Price Type

1 Grand Theft Auto 3 Rockstar
Games

PS2 $50 Action, modern

2 Madden NFL 2002 Electronic Arts PS2 $50 Sports

3 Pokemon Crystal Nintendo GBC $29 Role playing, general

4 Metal Gear Solid 2 Konami PS2 $49 Action, shooter

5 Super Mario Advance Nintendo GBA $30 Action, general

6 Gran Turismo 3:A,
Spec

Sony PS2 $50 Driving, racing

7 Tony Hawk’s Pro
Skater 3

Activision PS2 $48 Sports

8 Tony Hawk’s Pro
Skater 2

Activision PSX $29 Sports

9 Pokemon Silver Nintendo GBC $29 Role playing, general

10 DRIVER 2 Infogrames PSX $30 Driving, mission
based

11 Pokemon Gold Nintendo GBC $29 Role playing, general

12 Pokemon Stadium 2 Nintendo N64 $60 Role playing, general

13 Gran Turismo 2 Sony PSX $20 Driving, racing

14 Halo Microsoft XBX $49 Action, shooter

15 Harry Potter: Sorcerer Electronic Arts PSX $40 Action, book

16 Final Fantasy X Square EA PS2 $51 Role playing,
general

17 Mario Kart: Circuit Nintendo GBA $30 Action, general

18 Tony Hawk’s Pro
Skater 3

Activision PSX $39 Sports

19 Super Smash Bro
Melee

Nintendo GCN $50 Action, general

20 Zelda: Oracle Ages Nintendo GBC $31 Action, general

Note. PS2-Playstation 2; GBC-Gameboy Color; GBA-Gameboy Advance; PSX-Playstation;
N64-Nintendo 64; XBX-Xbox; GCN-Gamecube.
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TABLE 6.5

Top Selling Video Games, 2002

Rank Title Publisher Platform Price Type

1 Grand Theft Auto: Vice Rockstar
Games

PS2 $49 Action, modern

2 Grand Theft Auto 3 Rockstar
Games

PS2 $50 Action, modern

3 Madden NFL 2003 Electronic Arts PS2 $49 Sports

4 Super Mario Advance 2 Nintendo GBA $29 Action, general

5 Gran Turismo 3:A, Spec Sony PS2 $24 Driving, racing

6 Medal of Honor Frontline Electronic Arts PS2 $50 Action, historic

7 Spiderman: The Movie Activision PS2 $45 Action, movie

8 Kingdom Hearts Square EA PS2 $49 Role playing,
action

9 Halo Microsoft XBX $48 Action, shooter

10 Super Mario Sunshine Nintendo GCN $49 Action, general

11 Tony Hawk’s Pro Skater 4 Activision PS2 $48 Sports

12 Yu-Gi-Oh! Eternal Konami GBA $29 Strategy, fantasy

13 Dragonball Z: Goku Infogrames GBA $31 Role playing,
TV

14 Lord of the Rings: Towers Electronic Arts PS2 $50 Action, book or
movie

15 Yu-Gi-Oh! Dark Duel Konami GBC $29 Strategy, fantasy

16 Yu-Gi-Oh! Forbidden Konami PSX $30 Strategy, fantasy

17 NCAA Football 2003 Electronic Arts PS2 $50 Sports

18 Sonic Advance THQ GBA $36 Action, general

19 T. Clancy’s Splinter Ubi Soft XBX $48 Action, book

20 Socom: U.S. Navy Seals Sony PS2 $60 Action, shooter

Note. PS2-Playstation 2; GBC-Gameboy Color; GBA-Gameboy Advance; PSX-Playstation;
N64-Nintendo 64; XBX-Xbox; GCN-Gamecube.
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TABLE 6.6

Top Selling Video Games, 2003

Rank Title Publisher Platform Price Type

1 Madden NFL 2004 Electronic Arts PS2 $49 Sports

2 Pokemon Ruby Nintendo GBA $31 Role playing,
general

3 Pokemon Sapphire Nintendo GBA $31 Role playing,
general

4 Need for Speed:
Underground

Electronic Arts PS2 $49 Driving, racing

5 Legend of Zelda:
The Wind Walker

Nintendo GCN $47 Action, general

6 Grand Theft Auto:
Vice City

Rockstar PS2 $41 Action, modern

7 Mario Kart: Double Dash Nintendo GCN $49 Action, general

8 Tony Hawk’s
Underground

Activision PS2 $47 Sports

9 Enter the Matrix Atari PS2 $46 Action, science
fiction

10 Medal Honor Rising Electronic Arts PS2 $49 Action, historic

11 NCAA Football 2004 Electronic Arts PS2 $49 Sports

12 Halo Microsoft XBX $38 Action, shooter

13 True Crime: Streets of LA Activision PS2 $48 Action adventure,
modern

14 Final Fantasy X-2 Square Enix PS2 $50 Role playing,
general

15 NBA Live 2004 Electronic Arts PS2 $49 Sports

16 Socom II: Navy Seals Sony PS2 $49 Action, shooter

17 Grand Theft Auto 3 Rockstar PS2 $21 Action, modern

18 NBA Street Vol.2 Electronic Arts PS2 $48 Sports

19 The Getaway Sony PS2 $40 Action adventure,
modern

20 Mario Brothers 3: Mario 4 Nintendo GBA $29 Action, general

Note. PS2-Playstation 2; GBC-Gameboy Color; GBA-Gameboy Advance; PSX-Playstation;
N64-Nintendo 64; XBX-Xbox; GCN-Gamecube.



total U.S. sales (data are from NPD Funworld). Information is also provided on the
game publisher, the platform the game is for,4 the asking price of the game, and the
game type as designated by GameSpot, a popular game review web site.

In 2000, 11 of the top 20 games sold in the U.S. were produced by Nintendo.
Nintendo dominated the role-playing and action-general categories. Only 1 of the
top 20 games is produced by Sony, a driving based game called Gran Turismo 2. A
total of 8 of the top 20 games were produced by third-party developers, and of
those, 7 were based on sports. Sports games are notable in that they typically do not
require extensive story-line or character development. As the top 20 list demon-
strates here, sports-based video games often rely on existing brands and celebri-
ties. Games based on popular movies or books also reduce both the burden of story
line development and the risk of a game.

In 2000, 13 of the top 20 games were for the Nintendo 64 or Gameboy plat-
forms, and 7 were for the Playstation platform. It is interesting to note that the
games for the Nintendo 64 platform sold for an average of $14 more than games for
the Playstation platform. Overall, it appears in 2000 that Nintendo’s competencies
in character and story line development for video games were stronger than its
competitors, but Sony was pretty successful at attracting third-party developers to
develop sports games for the console.

By 2001, it is starting to look like the tables are turning in Sony’s favor. As
shown in Table 6.4, in 2001, 8 of the top 20 games were produced by Nintendo
(down from 11), and 2 of the top 20 games were produced by Sony (though both
are versions of Gran Turismo). Nintendo still dominated the role-playing and
action-general categories. More importantly perhaps, one game produced by
Microsoft (Halo, an action-shooter game) broke into the top 20. Nine out of the
top 20 games were produced by third-party developers, and notably only four
of the nine were sports based, whereas the others indicate that third-party de-
velopers were penetrating the top-20 list in the action, role-playing, and driv-
ing-based categories.

Across all developers, only 1 of the top 20 games was for the Nintendo 64 plat-
form, and one was for the GameCube (though 6 of the top 20 were for the Gameboy
platform), 11 of the 20 games were for the Playstation and PS2 platforms (6 are for
PS2), and only 1 of the 20 was produced for the Xbox (the game Microsoft pro-
duced itself). It is important to note that several of the third-party games were pro-
duced for multiple consoles, thus the success of a third-party game for one console
but not for another may be due to differences in console sales.

By 2002, only 2 of the top 20 games were produced by Nintendo. Sony pro-
duced 2 of the 20, and Microsoft produced only 1 of the 20. Intriguingly,
Nintendo’s loss appears to have been the gain of third-party developers. Although
Sony and Microsoft outmaneuvered Nintendo in their console launches, neither
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company filled the top slots in video game sales that Nintendo vacated. Instead
those positions were filled by Rockstar Games, Electronic Arts, Square EA,
Activision, and Konami. Third-party developers produced 15 of the top 20 games
in 2002, and now they were showing success in a wider range of game types, in-
cluding action, strategy, role playing, and sports.

Several of these games (including Grand Theft Auto) were available exclu-
sively for the Playstation and PS2 platforms. In 2002, a total of 12 of the top 20
games were produced for the Playstation and PS2 consoles (10 were for PS2). Five
of the top 20 games were produced for the Gameboy platform and one was pro-
duced for the new GameCube. Only 1 of the 20 top-selling games was produced
for the Xbox, and again it was Halo, produced by Microsoft.

In 2003, 5 out of the top 20 games were published by Nintendo, 2 by Sony, and 1
by Microsoft. Twelve of the top 20 games were produced by third-party develop-
ers. Of the 20 top-selling video games sold in 2003, a staggering 14 were for the
PS2 platform. Of the remaining 6, 5 were for Nintendo’s Gameboy and Game-
Cube, and 1 was for the Xbox.

The preceding suggests that of the console makers, Nintendo has the strongest
ability to develop compelling game content in house (third-party developers, how-
ever, may be beginning to match or exceed this competency). Although Sony and
Microsoft were well positioned to produce technologically outstanding consoles,
it has been harder for them to develop strong competencies in developing compel-
ling game content. This has led both of them to rely much more heavily on
third-party developers. Furthermore, to the extent that Sony and Microsoft rely on
third-party developers, the battle tips in Sony’s favor due to its advantage in in-
stalled base. First, third-party developers are more likely to design games for the
platform with the largest installed base, giving Sony an advantage in attracting de-
velopers. Second, even when third-party developers design a game for both plat-
forms, the relative sizes of the PS2 and Xbox installed bases ensures that the Sony
version of the games are more likely to make the top-selling list. As a result, de-
spite a massive amount of investment over 2 years, an Xbox game has only ever
claimed one spot on the top-selling games list.

Managing Network Externalities

Successful competitors in the video game industry have not only competed on the
quality of their consoles and games, but also used network externalities to their ad-
vantage by rapidly building installed base and manipulating customer perceptions.
There are a number of strategies a new entrant in the video game industry can em-
ploy to rapidly build its installed base. One of the most obvious is to offer the prod-
uct at an aggressive discount to encourage adoption. It can also work to reduce
customer resistance to adopting a new console by lowering customer switching
costs. Incumbents, in turn, have a number of strategies they can use to protect their
installed base advantage. First, the incumbent can use attractive or powerful distri-
bution policies to tie existing distributors closely to its console, and create switch-
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ing costs for customers. The incumbent can also make new generations of its
platform backward compatible. Backward compatibility allows the incumbent to
leverage its advantage in installed base and complementary goods across genera-
tions (Schilling, 2003).

Aggressive Discounting. In network externality industries firms may ini-
tially offer products at or below cost to rapidly deploy the product, with the hope of re-
couping profits through later sales on either the core technology or complementary
goods once the standard is established (Hill, 1997). In the video game industry this has
proven to be a very important strategy. Nintendo, Sega, Sony, and Microsoft have each
employed a strategy of selling consoles at a price very close to (or below) production
costs while profiting from subsequent game sales and licensing royalties (see Table
6.7). The systems offered by Philips and 3DO, by contrast, were both introduced at
price points that were more than triple the price of 16-bit systems, and twice the price
of the launch prices of 32-bit systems ultimately introduced by Sega and Sony.

Backward Compatibility. A particularly powerful defensive strategy on
the part of the incumbent is to combine continuous innovation with backward
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TABLE 6.7

Pricing and Backward Compatibility

Price Backward Compatibility

16-bit systems

Sega Genesis Initially $190, reduced to $150 Yes, with 8-bit master system

NEC Turbo Grafx-16 Initially $200, reduced to $99 Not applicable

Nintendo SNES Initially $200, reduced to $150 No

32/64-bit systems

Philips CD-I (32) Initially $1000, reduced to $499 Not applicable

3DO (32) Initially $700, reduced to $500,
reduced to $299

Not applicable

Atari Jaguar (64/32) Initially $249 Unknown

Sega Saturn (32) Initially $399, reduced to $199 No

Sony Playstation (32) Initially $299, reduced to $199 Not applicable

Nintendo 64 (64) Initially $199 No

128-bit systems

Sony Playstation2 Initially $299, reduced to $179 Yes

Microsoft Xbox Initially $299, reduced to $179 Not applicable

Nintendo GameCube Initially $199, reduced to $149
in 2002, then $99 in 2003

No



compatibility. The incumbent that both innovates to prevent a competitor from
creating technological gap and utilizes backward compatibility so that its new
platform or models are compatible with previous generations of complementary
goods can leverage the existing value yielded by a large range of complementary
goods to its new platforms. Although such a strategy may cause the firm to forfeit
some of the sales of complementary goods for the new platform (at least initially) it
can also effectively link the generations through time, and can be a very successful
way of transitioning customers through product generations while preventing
competitors from having a window to enter the market.

Microsoft has utilized this strategy deftly with Windows—though the operat-
ing system is regularly updated, each successive generation provides backward
compatibility with most of the major software applications developed for previous
generations. Thus customers can upgrade without having to replace their entire li-
braries of software applications. By contrast, when Nintendo introduced its 16-bit
system (and later its 64-bit system) it prevented the system from being compatible
with 8-bit Nintendo games (which existed in tremendous range), believing that it
would be more profitable to require customers to purchase new games. This is un-
derstandable given that the consoles were sold at cost and profits were made
through game sales, but it also meant that Nintendo forfeited a significant potential
source of advantage over Sega.

In contrast, Sega made its 16-bit Genesis compatible with its 8-bit Master Sys-
tem games, though this may not have proven terribly persuasive to customers given
the limited success of the Master System. More significantly, Sony made its PS2
console backward compatible with Playstation games, thereby not only ensuring
that there was a tremendous existing library of compatible games at its launch, but
also providing a significant incentive to Playstation owners who were considering
upgrading to a 128-bit system to choose the PS2 instead of Sega’s Dreamcast, or
waiting for the Xbox or GameCube.

Relationships With Distributors. Successful video game console pro-
ducers have also paid careful attention to their relationships with distributors to
ensure that a wide range of distributors would carry and promote the consoles.
Whereas good distribution cannot ensure a console’s success, bad distribution
can ensure a console’s failure. Lack of distribution may have contributed sig-
nificantly to the failure of the Sega Saturn to gain installed base. Sega had lim-
ited distribution for its Saturn launch, which may have slowed the building of
its installed base both directly (because customers had limited access to the
product) and indirectly (because distributors that were initially denied product
may have been reluctant to promote the product after the limitations were
lifted). Nintendo, by contrast, had unlimited distribution for its Nintendo 64
launch, and Sony not only had unlimited distribution, but had extensive experi-
ence with negotiating with retailing giants such as Walmart for its consumer
electronics products. Consequently, Sony Playstation had better distribution
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on its first day of business than the Sega Saturn, despite Sega’s decade of expe-
rience in the market (Machan, 1996).

Reducing Resistance. The new entrant can reduce both the real and per-
ceived risk of adopting the system by offering guarantees. When there is uncer-
tainty about whether a new console will succeed in penetrating the market,
customers, distributors, and third-party developers face great risk in support-
ing the new console. Should the console fail to gather the necessary momen-
tum, customers may find that they have born switching costs only to end up
with a console with few games available. Similarly, distributors might end up
with inventories of product that cannot be sold, and that have a rapidly eroding
value. Games developers may find that they have forfeited both their produc-
tion cost investment and the value of their time and effort devoted to developing
games for a console with little future.

By offering full money-back guarantees to customers (or distributors), the
firm creates an option for customers to reverse their switching costs (at least that
portion accounted for by the purchase price of the console) should the console
not be successful. Thus, although the customer still faces switching costs to
adopt the new console, their risk of loss of the switching cost investment is re-
duced. Console producers can also create guarantees for third-party developers:
The firm can guarantee particular quantities of games to be purchased, or provide
the capital for production itself, thus bearing the bulk of the risk of producing
complementary games for the console.

The third-party developers may still have forfeited time or effort in producing
games that may not have a long-term market, but the direct costs will be less at risk.
An excellent example of this was the original Nintendo NES system. After the
crash of the video game industry in 1984 and 1985, distributors were understand-
ably reluctant to stock new consoles and games. Therefore, Nintendo introduced
its 8-bit system to the United States by selling it on a consignment basis. Retailers
bore little risk in distributing the goods because unsold units could be returned to
Nintendo, and the video game industry was reborn.

By contrast, once a firm’s console is entrenched as the dominant system, it is in
its best interest to build customer switching costs. As already mentioned, the in-
cumbent can encourage upgrading to the incumbent’s newest platform, both in-
creasing switching costs and reducing the likelihood of a new entrant achieving a
significant technological gap. However, another more subtle way of increasing
customer switching costs is through the provision of peripheral add-on devices
specific to the platform. For instance, a competitor that can induce video game cus-
tomers to buy additional joysticks, 3D headsets, or other accessories can ratchet
customers investment in the platform to higher levels, and increase their resistance
to an incompatible system offered by a potential competitor. This indicates that pe-
ripheral devices play more strategic importance than simply providing additional
revenue streams—they are ties that further bind the customer to the platform. This,
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in turn, implies that the incumbent may wish to invest more in development of
such accessories than standard NPV analysis of the projected revenue streams
from the devices would indicate.

Advertising And Vaporware. A firm that aggressively promotes its prod-
ucts can increase both its actual installed base and its perceived installed base.
Even products that have relatively small installed bases can obtain relatively large
“mind shares” through heavy advertising (thus Microsoft’s $500-million market-
ing budget for the Xbox). Because perceived installed base may drive subsequent
adoptions, a large perceived installed base can lead to a large actual installed base.
Such a tactic underlies the use of vaporware—preadvertising products that are not
actually on the market yet, and may not even exist—by many software vendors. By
building the impression among customers that a product is ubiquitous, firms can
prompt rapid adoption of the product when it actually is available.5 Vaporware
may also buy a firm valuable time in bringing its product to market. If other ven-
dors beat the firm to market and the firm fears that customers may select a domi-
nant design before its offering is introduced, it can use vaporware to attempt to
persuade customers to delay purchase until the firm’s product is on offer.

The Nintendo 64 provides an excellent example. In an effort to forestall con-
sumer purchases of 32-bit systems, Nintendo began aggressively promoting its de-
velopment of a 64-bit system (originally named Project Reality) in 1994, though
the product would not actually reach the market until September 1996. The project
underwent so many delays that some industry observers dubbed it “Project Unreal-
ity” (Brandenburger, 1995c). Another interesting vaporware example was
Nintendo’s rewriteable 64M disk drive. Though the product was much hyped, it
was never actually introduced.

The major video game producers also go to great lengths to manage impres-
sions of their installed base and market share, often to the point of exaggeration or
deception. For example, at the end of 1991, Nintendo claimed it had sold 2 million
units of the SNES to the U.S. market, whereas Sega disagreed, arguing that
Nintendo had sold 1 million units at most. Nintendo also forecast that it would sell
an additional 6 million units by the end of 1992 (actual installed base of SNES sys-
tems in the United States reached just over 4 million units in 1992). By May of
1992, Nintendo was claiming a 60% share of the 16-bit market, and Sega was
claiming a 63% share (Brandenburger, 1995b). Similar tactics were deployed in
the battle for the 32/64-bit market. For example, in October 1995, Sony announced
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to the press that it already had presold 100,000 consoles in the United States, to
which Mike Ribero, Sega’s executive vice president for marketing and sales,
countered that Sony’s figures were deceptive, arguing that many preorders would
never materialize into actual purchases (McGann, 1995).

Reputation. When a new entrant is posed to challenge an entrenched domi-
nant design, its reputation for both technological and commercial competence will
critically influence the market’s expectation about its likelihood of success. Cus-
tomers, distributors, and complementary goods producers will use the firm’s track
record for technological innovation as an indicator of the new product’s function-
ality and value. The firm’s degree of prior commercial success acts as an indicator
of the firm’s ability to build and manage the necessary support network around the
new technology (distribution, advertising, alliances) to create the necessary mo-
mentum in the installed base-complementary goods cycle.

When Sega originally entered the market, it had the benefit of having several
highly successful arcade games to its credit (both Atari and Nintendo had also been
arcade game producers prior to developing home video games). The company thus
entered with a reputation for developing exciting games, and this reputation may
have facilitated customer acceptance of its 16-bit challenge to Nintendo’s 8-bit
dominance. By contrast, when Sony entered the video game market, it did not have
the arcade background that underscored the other primary competitors. However,
it did have a wealth of technological expertise as a consumer electronics manufac-
turer, and exceptional brand equity in electronic products. Furthermore, Sony had
demonstrated its ability to win a format war through its successful introduction of
the CD format (with Philips) that supplanted vinyl records and analog cassettes.6

Similarly, reputation is probably Microsoft’s greatest strength in the battle for
dominance over 128-bit video game systems. Microsoft’s near monopoly in the
PC operating system market was achieved through its unrivaled skill in using net-
work externalities to its advantage. Microsoft had skillfully leveraged its control-
ling share in the PC operating systems into domination over many categories of the
software market, obliterating many would-be competitors in the process.
Microsoft’s reputation thus sent a strong signal to distributors, developers, and
customers that would shape their expectations for its future installed base and
availability of complementary goods. Its success was not assured, but it was a pow-
erful force to be reckoned with.

Credible Commitments. A firm can also signal a market its commitment to
winning its fight to enter an industry by making substantial investments that would
be difficult to reverse. For example, it was well publicized that Sony spent over
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$500 million developing the Playstation. It would also manufacture the system it-
self, as well as establish an in-house games development unit. By contrast, 3DO’s
cumulative research and development costs at the time of the launch of its multi-
player were less than $37 million, and the company utilized a strategy whereby all
console and game production was performed by third parties. Thus, 3DO may not
have signaled the market that it had enough confidence in the platform to bear the
brunt of the capital risk.

Although both incumbents and potential entrants may benefit from shaping
perceptions or expectations about installed base and availability of complemen-
tary goods through aggressive advertising, reputation, and credible commit-
ments, it is worth noting that the incumbent is typically at a significant advantage
in actual installed base and availability of complementary goods. Thus, the in-
cumbent may leverage this by aggressively advertising comparative figures
based on actual data, thereby defusing any inflated perceptions the potential en-
trant may have been able to achieve.

DISCUSSION

Analysis of the video game industry suggests that firms require three primary com-
petencies to be successful in the home video game console industry: an ability to
provide advanced technology consoles, an ability to provide compelling content
and ensure that high-quality games are widely available, and an ability to strategi-
cally manipulate network externalities. Arguably, the first two competencies could
be obtained on the market through licensing and joint ventures, however, as the
analysis of games strategies in the video game industry demonstrated, successful
firms must typically also have strong games development capabilities in house.
Furthermore, to effectively manipulate network externalities typically requires a
set of closely integrated abilities (including strategic acumen and market leverage)
that are difficult to obtain on the market.

In 2003, only Sony possessed all three competencies internally. Sony’s back-
ground in consumer electronics made it relatively simple for the company to pro-
duce an advanced technology console. Sony’s resources in film and music
production should have given it an edge over other new entrants in developing
compelling game content. However, the independence of the game business divi-
sion from the entertainment business division may have slowed the realization of
this potential. Furthermore, Sony’s brand equity, capital resources, distribution le-
verage, and prior experience with markets driven by network externalities put
Sony in a strong position to manage network externalities to its favor.

Microsoft proved that the technological hurdle was the easiest to surmount,
and was exquisitely skilled in manipulating network externalities, but was still
struggling to create (through both internal development and third-party agree-
ments) a strong armory of content. Nintendo’s great strength was content, and it
also proved repeatedly that technology would not prove to be an obstacle. How-
ever, the company consistently made decisions that demonstrated a poor under-
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standing of the network externalities of its industry. Given this analysis, it is easy
to see why in 2003 PS2’s market share of the U.S. video game console market
was approximately 50%, whereas Xbox and GameCube split the rest of the mar-
ket. The question remains, however, whether (and how fast) Microsoft and
Nintendo can build competencies in developing content and managing network
externalities respectively.

IMPLICATIONS FOR OTHER CULTURAL INDUSTRIES

One of the unique advantages of examining the video game industry is that its his-
tory is characterized by distinct generations of competition, enabling us to observe
a series of battles and to identify the drivers of success and failure. Such a system-
atic analysis is crucial; consider what the implications would have been of examin-
ing only a single generation of the video game industry. A cursory examination of
the industry in the mid-1980s (after the fall of Atari) would have suggested that the
most important dimension of success was controlling game quality.

Examining only the 16-bit generation would have suggested that introducing a
technologically powerful console early was the most important determinant of
success. However, an examination of the 32/64-bit generation might have sug-
gested that technological power was not nearly so important as price. Finally, if
one only had examined the 128-bit generation, one would have been tempted to
conclude that success was all about timing. Through comparing a series of genera-
tions, it becomes clear that multiple dimensions determined the outcomes of each
of these battles. Inadequacy in any dimension can result in failure—only firms that
effectively manage all of the dimensions are likely to be successful. The 128-bit
generation is particularly apt in demonstrating this point; neither Nintendo’s ex-
ceptional skill in content nor Microsoft’s exceptional skill in managing network
externalities is sufficient to guarantee their success.

One of the primary implications of this analysis for other culturally based in-
dustries is the need to identify the critical dimensions of competition in the indus-
try and to assess each organization’s ability to manage all of them. It is tempting to
assume that organizations need only focus on the most salient dimension—such as
musical talent in an orchestra, or choosing exceptional screenplays in movie pro-
duction—however, such an approach is likely to fail. In fact, it is when most orga-
nizations focus on the most salient dimensions than an unconventional competitor
has the most opportunity to penetrate the market by excelling in those dimensions
that have been overlooked.
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Emerging industry segments can be useful to study because they represent a set-
ting that tends to exhibit considerable ambiguity and uncertainty (Aldrich & Fiol,
1994; Budros, 1993; Nelson & Winter, 1982). These conditions can be attributed
to the early stages of the development of these segments, where much of the future
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course of evolution can be relatively hard to predict. As such, emerging industry
segments can provide a significant opportunity for entrants to try to find their own
ways to exploit the potential of the growing product and market. At the same time,
the entrants may be able to exert some form of influence on the subsequent course
of the development of the new industry segment.

Various researchers have focused on the types of moves that are made and the
degree of success that is achieved by firms that make an entry into emerging indus-
try segments (Baum, Korn, & Kotha, 1995; Budros, 1993; Mitchell, 1989, 1991).
Studies have concentrated on the time at which firms have entered, the strategies
that they have attempted to use, and the type of organization that they have tried to
create. Success has been measured either through the ability of a firm to survive or
through the share of market that a firm has been able to capture.

In this chapter, we focus on the emergence of web-based periodicals, or
webzines, as a new segment within the traditional publishing industry. The devel-
opment of the Internet during the 1990s created an opportunity for firms to enter
into a new segment where content that was previously limited to print form could
now be distributed in electronic form. By the late 1990s, a large number of firms
had entered into this emerging industry segment. They exhibited a range of strate-
gies to try to create a viable market for the new product.

We compare and contrast the strategies of firms based on their prior experi-
ence within the established publishing industry. Several researchers have pre-
dicted that incumbent firms will respond differently to the opportunities created
by emerging industry segments compared to new entrants (Eisner, Jett, & Korn,
2001; Mezias & Eisner, 1997; Mitchell, 1991; Tushman & Anderson, 1986).
However, most of these studies have focused on the timing of entry of each of
these types of firms into the emerging segment and on the types of innovation
that each of them is likely to undertake.

In this chapter, we build on this research by examining the innovativeness of the
strategies with which incumbents and start-ups may choose to enter. We suggest
that incumbent firms are likely to enter with strategies that allow them to exploit
their existing competencies. In other words, they are more likely to try to pursue
strategies that draw upon their already developed competencies, allowing them to
find ways to extend these to the emerging segment (Tushman & Anderson, 1986).
In this way, they increase the likelihood that the pattern of subsequent develop-
ment of the new industry segment will be pushed in the direction of competencies
in which they are best positioned to compete.

In the next part of the chapter, we provide some background on the emergence
of web-based periodicals or webzines. Following this, we propose and test some
hypotheses that contrast the entry strategies of incumbent entrants with those of
start-up firms. We also carry out a more detailed qualitative comparison on a small
subset of our sample. Our results suggest that incumbent firms do enter emerging
segments within their industries with strategies that are designed to build on their
established strengths. As such, they do try to exploit the new opportunities that
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these segments may uncover, but in ways that allow them to reduce their exposure
to ambiguity and uncertainty.

WEB-BASED PERIODICALS
AS AN EMERGING CULTURAL FORM

Web-based periodicals represent a new form of a traditional cultural good
(Bjorkegren, 1996; Hirsch, 1972). Their emergence is a consequence of the
World Wide Web, a global computer network that has attracted significant atten-
tion and use since 1994. By 1996, the World Wide Web (or more simply, the web)
had more than 35 million regular users (CyberAtlas, 1996), a number that has
been increasing at an exponential rate, and many forms of web-based usage have
emerged in recent years.

One form is the web-based periodical, or webzine, a cultural form that resem-
bles a print magazine but uses an electronic media and delivery system. As interest
in the web has expanded, hundreds of these webzines were launched by incum-
bents as well as by start-up firms. By 1997, a weekly search of related terms on the
web produced an over 50% increase in usage throughout the year. Within a 3-year
time span, webzines had already emerged as a new cultural form, offering new
possibilities to producers and consumers of newspapers and magazines.

Although webzines are similar in some ways to traditional magazines and
newspapers, they have distinguishable features that set them apart as a new cul-
tural form. They are like traditional magazines in that they deliver text, photo-
graphs, and illustrations oriented around a particular specialty or interest.
Webzines have publishers, editorial staff, and other traditional staff roles.
Their content includes feature articles, essays, advertising, photographs,
graphics, news briefs, opinion essays, and letters to the editor. Many webzines
follow traditional publication schedules (e.g., daily, weekly, monthly) and con-
form to standard print layouts and organizational conventions (e.g., table of
contents, masthead).

What distinguishes web-based periodicals from print periodicals is how read-
ers retrieve them, how readers access their content, and what is required to launch
them and keep them in publication. To retrieve a webzine, a reader needs a com-
puter, a direct-wired or telephone-line dial-up Internet connection, and web-view-
ing software (e.g., Netscape’s Navigator or Microsoft’s Internet Explorer
packages). Unlike traditional print periodicals, a web-based periodical is neither
delivered nor picked off the shelf at the local newsstand. Readers must access the
web through their computer and their Internet connection, using the browsing soft-
ware to find and view the webzine.

Readers access webzine content differently from magazine and newspaper con-
tent because webzines are an electronic rather than a paper media. Readers can in-
teract more with the published content, using provided hyperlinks to travel to other
websites and participating in online chat with writers, editors, and other readers. In
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addition to reading, webzine consumers may also listen to audio samples or watch
live pictures and video. Although they are unable to carry a webzine around with
them, readers can print (or download) selected webzine articles and text from their
computer. Though similar to paper magazines and newspapers, webzines deliver a
different experience to readers.

Relative to newspapers and magazines, which have large capital requirements,
webzines are particularly easy to launch and operate. Once an intended publisher
has access to a computer, a webzine can be created on a commercial online service
or Internet Services Provider (ISP; e.g., Compuserve, or America Online) for as
little as $20 to $40 per month. In contrast, paper publishers often need advertising
commitments in order to launch. Once launched, webzines exist electronically
and, consequently, they tend to have lower overhead. Updating published content
on the web via computer is relatively cheap and quick compared to the cost and
lead time of using the printing press. Moreover, it is easy to publicize the presence
of a new webzine. Publishers may register for free with dozens of search engines
(e.g., Yahoo, Altavista, Webcrawler), the most common method to find informa-
tion about topics of interest on the Internet.

All these factors constitute low barriers to creating new webzines. Relative to
the traditional print media, it is easier for a would-be publisher to launch a web-
based periodical. One of the ways in which webzines inspire interest is in the
change in the economics of cultural goods. Within the emerging web-based pub-
lishing arena, both hobbyists and commercial ventures seeking to create cultural
goods are on a much more equal footing. Because the printing and production
costs of a webzine are very small relative to paper publication, a whole new means
and distribution of cultural expression has become available to those with signifi-
cantly fewer resources.

Web-based periodicals have a complex relationship with print periodicals. The
traditional periodical publishing industry is established and mature. The market
consolidation and decline of specific segments, like newspapers, predates the
emergence of web-based periodicals, but it is due in part to the increasing perva-
siveness of alternative media (e.g., television). The emergence of web-based peri-
odicals does not necessarily mean the demise of those who produce traditional
(print) periodicals. In fact, incumbent publishers of print newspapers and maga-
zines are developing webzines that mirror their paper editions, in order to extend
their reach to more readers. Among emerging web-based periodicals, incumbent
producers are therefore operating simultaneously with newcomer producers in ex-
perimenting with this new cultural form.

STRATEGIES OF INCUMBENTS AND NEWCOMERS

The emergence of web-based periodicals clearly had significant implications
for the established publishing industry (Mossberg, 1996). To begin with, they
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provided a new channel for the dissemination of traditional content to a broader
audience. At the same time, they reduced the reliance on other traditional capa-
bilities for printing and physical distribution. Finally, they also created the
need to develop some new competencies for the creation of webpages, such as
the ability to program in the hypertext languages and to benefit from the ad-
vanced multimedia technologies.

For entrepreneurial start-up firms, webzines provided a relatively easy and in-
expensive method of delivering their content in a new form to a wide audience.
Many would be unable to publish as broadly, or with the same quality, under the
traditional publishing paradigm. For conventional incumbent publishers, how-
ever, webzines provided an additional channel that could increase the value of the
content that they already had become skilled at either acquiring or developing. At
the same time, they could diminish the value of their print production and distribu-
tion capabilities or cannibalize their existing advertising and sales revenue
through their traditional print media.

In order to minimize the threat posed by webzines, incumbent firms were more
likely to push hard to maintain the value of competencies that they already had es-
tablished in their print operations. Foremost among these is the ability to generate
sufficient amount of content that may be of sufficient interest to readers. In order to
generate this content, established magazines and newspapers have well-developed
sources and methods for obtaining content articles from their pools of staff and
freelance writers. These organizations can also generate interissue continuity be-
cause of their well-articulated publication mission and their well-developed edito-
rial policies. By contrast, newcomers will need to develop the capabilities to create
or obtain content that they can use in their webzines. They therefore may not rely
as heavily on different forms of content, trying instead to supplement their more
limited content with features that the new technology has made possible.

Hypothesis 1: Incumbents will exploit their content generating capabilities more
than newcomers.

Incumbents are also more likely to have relationships that they have created
over time with others within their industry. For example, they will be able to share
information or refer to each other in their publications. Existing publishers there-
fore will be more likely to exploit these linkages with other individuals or organi-
zations in their newly launched webzines. On the other hand, newcomers may not
have any significant links with others within the established publishing industry
because of their recent entry. They are less likely therefore to be able to exploit
such links in the development of their webzines.

Hypothesis 2: Incumbents will exploit their ties to existing organizations within
their industry more than newcomers.
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Incumbent producers will also have the relationships, reputation, and credibil-
ity with potential advertisers to secure advertising for their publications. They
have connections with media purchasing firms and agents, as well as a track record
of editorial stability that sponsors may be concerned about. Newcomer producers
will have more difficulty convincing potential advertisers and sponsors about the
strength and desirability of their readership. Consequently, these firms will rely
less on the established revenue generating mechanisms than incumbents.

Hypothesis 3: Incumbent producers will rely more heavily on generating reve-
nues from advertisers than newcomers.

Last, incumbent producers may be locked into the methods and technologies of
print production. This is likely to make it difficult for them to fully exploit the new
multimedia, electronic technologies. These new technologies are not bound by the
two-dimensional page, but allow design personnel the capabilities to creatively ex-
press their concepts with motion, sound, and interactive dialogue. Newcomer pro-
ducers have the advantage of not having an investment in existing publishing
technologies and a clean cognitive slate to embrace new multimedia technology.

Hypothesis 4: Incumbent producers will be slower to adopt new process technolo-
gies than newcomer producers.

METHODS

Sample Selection

Our sample consists of 114 randomly selected, web-based periodicals. We used
the Yahoo search engine to construct our sample, because it was considered the
most widely known engine and returned the most useful search results (Flynn,
1997; Haring, 1997). We began by searching for the following seven terms:
webzine, ezine, magazine, journal, newspaper, publication, and periodical.
These keywords were individually pretested to determine that they would return
links to electronic publications. The search yielded 13,968 uniform resource lo-
cators (URLs). URLs refer to hypertext links used to identify specific locations
on the Internet.

The results of an Internet search engine often produce a considerable amount of
irrelevant information and noise (Manes, 1997). Every URL result does not yield a
unique website, and a website may easily have hundreds of URLs associated with
it. We screened our initial search results and eliminated many URLs. Many were
simply web pages that made brief reference to webzines. Once we had identified
300 candidate websites, we began evaluating their suitability for the study. A site
was considered suitable (i.e., classified as a web-based periodical) if it: (a) was pe-
riodically published, (b) had multiple authors, (c) had articles or stories, and (d)
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specified a topic or domain of interest. After this final screen, we had a sample of
114 suitable, web-based periodicals.

Although there is heterogeneity on many dimensions within the sample, we
distinguished between incumbents and newcomers. Previous research has dem-
onstrated the validity of these categories, and no other factor had emerged as
more significant in distinguishing the various types of this new cultural form.
Within our randomly selected sample, 67 are web-based complements to an ex-
isting paper periodical (incumbent), and 47 are exclusively web-based periodi-
cals (newcomer producers).

Data and Analysis

We focused on the second half of 1997, tracking on a weekly basis a number of
variables associated with the 114 web-based periodicals that made up our sample.
Table 7.1 lists our variables and their measures.

Content-generating capabilities were measured in two different ways. The first
was a count of the number of articles per issue. The second was a dummy variable
that took the value of 1 if the webzine used illustrations and 0 otherwise. Next, the
ties to existing organizations were measured by the number of links that each
webzine offered to other publications or content providers.

We used two measures of reliance on advertising revenue. We collected data on:
(a) whether producers had an advertising policy statement on their website and (b)
how many advertisers or sponsors they displayed advertisements for on their
website. Finally, use of new process technologies was measured through three sep-
arate dummy variables. These took on a value of 1 if the webzine used online
video, online audio, or online forums or chatrooms.

In order to test our hypotheses regarding the differences in characteristics of the
newcomer and incumbent webzines, we performed comparison of means between
incumbent and newcomer periodicals. We performed standard t tests to check for
statistically significant differences in the means for the period that we studied.

RESULTS

The results of our comparisons of means between newcomer and incumbent pro-
ducers are presented in Table 7.2.

We found partial support for Hypothesis 1, which stated that incumbent pro-
ducers would try to exploit their content-producing capabilities more heavily
than start-ups. This was not supported by the number of articles per issue, but it
was supported by the use of illustrations. Whereas the mean number of articles
per issue was greater for incumbents, the difference was not statistically signifi-
cant. However, the mean usage of illustrations was at 0.60 for incumbents and at
0.41 for start-ups, yielding a significant difference in means in the hypothesized
direction (t = –1.80, p < .01).
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There is considerable support for Hypothesis 2, which indicated that incumbent
producers would exploit their ties to other organizations within the industry. In-
cumbents had a greater mean number of hyperlinks (25.73 mean links) than
start-ups (15.00 mean links), yielding a significant difference in means in the hy-
pothesized direction (t = –1.88, p < .01).

We also found support for Hypothesis 3, which proposed that the incumbent pro-
ducers would be more likely to rely on advertising revenue than start-ups. For the ad-
vertising policy measure we found incumbents more likely to have an advertising
policy. For the advertiser count measure, we found a greater mean number of adver-
tisers for incumbents. The difference from start-ups was statistically significant.

Finally, we did not find support for Hypothesis 4, that incumbents would be less
likely to adopt new process technologies than newcomers. In fact, neither incum-
bents nor newcomers were making any significant use of any of the three technolo-
gies that we had chosen to investigate. By the end of the year, however, some of the
start-ups and incumbents were starting to use chatroom technology and a few of
these firms were also experimenting with audio-streaming technology.

112 EISNER, JETT, KORN

TABLE 7.1

Variable Descriptions and Coding Information

Newcomer or incumbent webzine

1. Type of webzine (Newcomer = 1, Incumbent = 2)

Public ties to other organizations

2. Number of links to other publications, providers, or other organizations (Count)

Revenue-generating mechanisms

3. Is there an advertising or sponsorship policy or price list online? (Yes = 1, No = 0)

4. Number of advertisers or sponsors (Count)

New process technologies

5. Use of online audio (Yes = 1, No = 0)

6. Use of online forums or chatrooms (Yes = 1, No = 0)

7. Use of online video (Yes = 1, No = 0)

Existing process technologies

8. Number of articles per issue (Count)

9. Use of illustrations (Yes = 1, No = 0)



STRUCTURED COMPARISONS

In order to develop further insight, we performed a structured comparison be-
tween newcomer and incumbent periodicals, based on methods for developing
constructs from qualitative data (Eisenhardt, 1989; Glaser & Strauss, 1966;
Strauss & Corbin, 1990). We followed three critical standards. To begin with, we
attempted to get as close to the data as possible by launching an in-depth investi-
gation of particular webzines. Next, we tried to compare and contrast the cases
by focusing on selected pairs of webzines in order to capture their common and
distinct qualities. Finally, we iterated among data and constructs, that is, we de-
veloped abstract categories from comparing particular cases, and then iterated
those categories back onto the data.

We began with a random draw of six webzines from our sample, where three
webzines each came from the categories of newcomer and incumbent producers.
Then each of the researchers was asked to make an in-depth study of two start-up
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TABLE 7.2

Comparison of Means

Period 1

(beginning of year)

Period 2

(end of year)

Variable Newcomers Incumbents Newcomers Incumbents

Mean Mean t Value Mean Mean t Value

Hyperlinks
to other sites

4.69 (42) 3.81(52) 0.28 15.00 (43) 25.73 (64) –1.88**

Advertising
policy

0.20 (46) 0.39 (62) –2.23** 0.20 (46) 0.40 (62) –2.41**

Advertisers 0.49 (45) 0.64 (47) –0.25 0.95 (46) 1.60 (55) –1.85*

Multimedia

Online chat 0.00 (46) 0.00 (63) — 0.13 (45) 0.13 (60) 0.00

Online video 0.00 (46) 0.00 (63) — 0.00 (46) 0.00 (63) —

Online audio 0.00 (46) 0.00 (63) — 0.02 (46) 0.01 (61) 0.196

Print media

Articles 4.15 (33) 5.75 (24) –1.13 3.49 (39) 4.24 (49) –0.79

Illustrations 0.31 (45) 0.35 (57) –0.42 0.41 (39) 0.60 (57) –1.80**

Staff members 10.85 (20) 30.23 (22) –2.87** 8.56 (25) 25.58 (33) –2.91**

Note. Values enclosed in parentheses represent number counted.
*p < .05. ** p < .01.



and two incumbent producer webzines. The researchers, operating independently,
visited their assigned webzines and collected data on each webzine’s content and
layout. After completing data collection on their four assigned webzines, each re-
searcher performed a pairwise comparison among these cases, producing within-
and across-category comparisons for newcomer and incumbent producers. Subse-
quently, the researchers brought together the results of their comparisons across
particular webzines to develop more general constructs. Although our analysis in-
volved a systematic comparison of pairs among all six webzines, we provide spe-
cific comparisons to illustrate the more general differences we found between
incumbent and newcomer webzines.

Whereas newcomer producers of web-based periodicals emphasize original
content, periodicals managed by incumbent producers often repackage existing
content from their paper editions. The Charleston Regional Business Journal On-
line, an incumbent webzine, is like many incumbent entrants in that it focuses on
articles and news that have already appeared in print, with some additional ser-
vices and features offered (e.g., directory of local businesses, regional informa-
tion, and resources). This particular webzine from the traditional media is a
repackaged edition with a sample of older articles addressing commerce interests
in Charleston, North Carolina.

In contrast, newcomer Praise Bob is a webzine that makes “a call to move for-
ward and extend yourself, beyond the every day constraints that too easily re-
strict the imagination.” Like many web-only periodicals, it aspires to be original in
either layout or design. This specific webzine illustrates its originality both ways:
an all-black Web homepage with a luminescent painting of a kneeling man (Bob?)
and a prominent hyperlink that transports the reader to the homepage of the Naked
Dancing Llama (a fictional, hip, and humorous talking animal who is running for
president in the year 2000). Perhaps because of their new content and attempts to
be original and groundbreaking, the publication frequency of these entrepreneur-
ial, newcomer ventures can sometimes be more sporadic.

Essex County Newspapers, like many other webzines from incumbent produc-
ers, tends to push for conventional profit-seeking business models. The Essex
County Newspapers webzine simply provides an online site for a group of regional
newspapers serving Essex County in the United Kingdom. The grouping of news-
papers is designed to create a large enough market for the webzine in order to in-
crease its chances of profitability. Furthermore, Essex County Newspapers does
not appear to use the new medium to push for different types of content. Instead, it
tries to reduce its costs by relying on the more conventional articles that have al-
ready appeared in the newspapers that it represents. Finally, it tries to derive reve-
nue from sponsors that it tries to attract and from advertisers, by offering both
classified and display forms of advertising.

Meanwhile, Radio Control Soaring is representative of newcomer webzines in
its tendencies to experiment with existing business models. To begin with, it is
much more willing to focus on a fairly narrow niche of readers. Based in the United
Kingdom, Radio Control Soaring presents itself as “the premier source for radio
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control soaring nuts the world over.” The website includes original articles, re-
views, software, and cartoons devoted to the interests of radio-control airplane afi-
cionados. Furthermore, Radio Control Soaring does not rely as heavily on
conventional forms of revenue from either sponsors or advertisers.

Incumbent producers tend to make more limited use of the new technology rela-
tive to start-ups. This is evident in comparing webzines such as Florida Care Giver
and FEED. With its masthead reference as a consumer magazine for “caregivers of
all ages,” Florida Care Giver provides material in rather conventional form on its
web page. Like several other webzines from incumbents, it typically uses tradi-
tional tools such as a table of contents. Furthermore, it strives for a consistent color
scheme and layout throughout its online, electronic edition. With such conserva-
tive applications of the new technology, Florida Care Giver especially has the look
of a paper publication on a computer screen.

Conversely, the webzine FEED lists its awards for innovative web-page de-
sign. Like most other start-ups, FEED is technologically sophisticated—using
the latest Internet technology for innovative user interfaces and web-page navi-
gation systems. On the whole, start-up producers of webzines are more creative
and innovative with graphics, multimedia, and Internet technologies than the
ventures of incumbent producers. FEED is currently attempting to translate this
advantage into a more traditional publishing advantage. Its web page of public
announcements mentions a collaboration with The New York Times to exchange
its expertise in innovative web-page layouts for the journalistic and market ex-
pertise of the paper publisher.

DISCUSSION AND CONCLUSION

Schumpeter (1939, 1950) referred to innovation as a principle source of “creative
destruction.” The emergence of a new industry segment, such as webzines, repre-
sents such a form of innovation. However, our study illustrates that such opportu-
nities can still allow existing firms to try to expand their existing competencies by
developing strategies to exploit them within the emerging context.

The purpose of this research was to investigate the characteristics of incumbent
and newcomer producers within the emerging industry segment of web-based pe-
riodicals. We attempted to show that incumbent firms are more likely to deploy
strategies that build on their existing competencies when they enter into the new
industry segments. In general, our hypotheses about the differences between in-
cumbents and newcomers into the segment were supported by our quantitative and
qualitative data. We did not, however, find support for the slower adoption of new
process technologies by incumbent entrants.

We believe that we did not find support for the predicted difference because
hardly any of the web-based periodicals were using the new process technologies
that were available. An interview we had with an editor of an online journal indi-
cated that it may be an issue of technological maturity and sophistication among
mainstream customers. In other words, although it was possible in theory to imple-
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ment online chat, online video, and online audio, most customers were not pre-
pared to use these technologies at the time of our study.

The implementation of these technologies was itself immature. At the time
of our study (1997), the network requirements to run the new media features we
measured were beyond that of most users. Because the ability to use these fea-
tures was beyond that of mainstream customers, it would be in poor judgment
for producers to limit their pool of customers by relying only on the technologi-
cally sophisticated users.

This research has implications beyond emerging cultural forms, expanding to
the early stages of the creation of new industry segments. Although organization
and management scholars have long directed their efforts toward understanding
the evolution of industries, a fundamental but less understood aspect is the emer-
gence of new industry segments. One reason there are more unknowns about the
creation of new industry segments is the left censoring of data, that is, the lack of
data available during the fledgling years of new segments. This suggests a survivor
bias in analyses of evolving industries: Unsuccessful firms that were founded early
on may have disappeared from the industry by the time any systematic observation
is conducted. The real-time approach of the current research addresses this issue,
performing data collection and analysis while an industry segment is emerging.
This provides more detailed information about and insight into a number of issues,
such as what various groups within the new population do, which factors or attrib-
utes are most important to watch, and what kinds of change and experimentation
take place in business models over time.
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Over the last 20 years, NBC has worked hard to maintain its dominance on Thurs-
day evenings with a series of programs that it promoted heavily as “Must See TV.”
Individual programs changed over the years from The Cosby Show, Cheers, and
L.A. Law to Seinfeld, Friends, and E.R.. However, the network ensured that it drew
enough viewers by maintaining some of its hit shows as anchors for Thursday eve-
nings. It placed new shows, often of a similar type, to follow ones that had already
become established hits. The powerful block of programming also discouraged the
rest of the networks from placing shows of a similar type to those offered by NBC
on this evening because of worries that they might not do well.

Such cases are quite common in a wide range of industries that produce cul-
tural goods. Firms clearly understand that the success of their motion pictures,
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television shows, recorded music, or popular books can depend on the critical is-
sue of timing. Most cultural products have a short window to demonstrate their
market potential before they are replaced by newer offerings (De Vany, 2003;
Lampel & Shamsie, 2000). They must therefore be launched or offered at a time
when they are most likely to be successful. A cultural product can do well if it is
made available at a time when it can count on getting a sufficient audience. The
potential audience that such a product can draw will depend, in large part, on its
timing relative to other products that are also being offered. In spite of its obvi-
ous importance, this concept of time has received little attention as an aspect of
positioning in studies of cultural industries.

In this chapter, we expand on the concept of positioning that has dominated a
large part of the strategy field (Porter, 1980, 1985). More specifically, we examine
timing as a critical dimension of positioning within the television broadcasting in-
dustry. Like many other cultural industries, the television broadcasting industry is
becoming hypercompetitive, with the growth in the number of choices that are be-
coming available to viewers. Under these conditions, it is becoming more impor-
tant for the broadcast networks to look at factors other than the types of shows that
they want to offer. Each show has to be placed in the timeslot where it is most likely
to either become or stay successful.

Given the importance of scheduling, a few basic rules have become widely ac-
cepted among television executives. Many of these have been used by researchers
to suggest optimal scheduling of a slate of shows that are offered by a network dur-
ing any given season. But few of these rules have been rigorously tested for their
ability to increase viewers for a television show. We could therefore learn more
about the strategic use of time by examining the effect of the use of these schedul-
ing strategies, particularly within the context of growing competition as a result of
the proliferation of broadcast and cable channels.

In the next section, we present a framework for positioning based on the di-
mension of time. We review the literature on the use of models to develop opti-
mal schedules for the shows that are offered by a television network. Based on
these models, we develop a few hypotheses about the effect of specific schedul-
ing strategies on the audience for a television show. Next, we randomly select 25
television shows from the 1999–2000 television season. We then use the data
from the airing of all of the original episodes of these selected shows in order to
test our hypothesis.

Our findings suggest that conventional scheduling practices may have to be re-
assessed in part because of the marked increase in the number of competing broad-
cast networks. In fact, the number of viewers that were drawn to a particular
television show was clearly tied to the number and type of shows that were avail-
able during the same timeslot on competing networks. Within such a competitive
environment, many of the accepted scheduling strategies did not seem to produce
any significant effect on the audience for a television show.

More specifically, there do not seem to be any observable benefits from the
maintenance of a stable timeslot or from the pairing of similar shows with each
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other. Instead, the networks have been able to derive benefits from a more dy-
namic pairing of their stronger shows with their various weaker ones throughout
their schedule. Weaker shows are moved around to follow stronger ones in order
to improve their ratings and stronger shows are moved around to improve the rat-
ings of other shows that follow them. We use these findings to offer some obser-
vations about the importance of timing as a dimension of positioning in a wide
variety of cultural industries.

POSITIONING OF CULTURAL PRODUCTS

Over the past 20 years, there has been a considerable emphasis within the strat-
egy literature on the concept of positioning. Ever since it was first outlined by
Porter (1980, 1985), researchers have been exploring the advantages and disad-
vantages of various positions that a firm can strive for in the market. In spite of
the level of interest in the positioning concept, there has been a relative lack of
clarity in its definition and use.

In basic terms, positioning is concerned with where, when, and how a firm
chooses to compete. The roots of the concept can be traced back to the model of
spatial competition introduced many years ago by Hotelling (1929). Various
aspects of the positioning of a firm’s offerings in the market have been subse-
quently explored by various economists (Bonanno, 1987; Dorward, 1982;
Eaton & Lipsey, 1975; Hay, 1976; Prescott & Visscher, 1977; Shaw, 1982;
Swann, 1985). For the most part, however, these studies have tended to focus
primarily on the distinctive characteristics of the products and markets that
each firm may be trying to develop.

At the same time, the issues attached to positioning can encompass more than
just the selection of products and markets. As Porter (1996) suggested recently,
the concern with where and how a firm chooses to compete can involve many di-
mensions of a firm’s strategy. In this chapter, we focus on timing as a critical as-
pect of the positioning concept. In a growing number of industries, timing can
play an important role in the eventual success of a firm’s products and in its abil-
ity to develop the markets that it is pursuing. For example, a firm may have to
make key strategic decisions about when to introduce a new offering based on the
timing of its own earlier offerings and the anticipated timing of new product
launches from its competitors.

The issue of timing is of particular significance in a wide variety of cultural in-
dustries. Most cultural products, such as motion pictures, television shows, popu-
lar books, or recorded music must compete for valuable space in limited
distribution channels (De Vany, 2003; Lampel & Shamsie, 2000). They tend to get
pushed out by newer offerings as soon as their sales begin to drop. A motion pic-
ture begins to lose screens as attendance begins to drop. It is quite common for a
motion picture to completely drop out of exhibition within a few weeks after its re-
lease. Similarly, television shows get dropped from a network’s schedule, in some
cases after just a couple of airings, if they fail to draw sufficient viewers.
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Cultural products must therefore be launched or offered at a time when their
chances of success are likely to be higher. In part, this timing must be based on com-
plementary factors. Film studios tend to release many of their action-adventure and
science-fiction movies during the summer season. The success of each of these films
is presumed to help create a higher level of demand for the similar films that follow.
Television networks try to create blocks of similar programming such as the TGIF
concept that ABC successfully executed on Friday evenings for many years.

However, cultural products must also be offered at a time when they could be
expected to encounter the lowest level of competition from rival firms. Major film
studios have generally tried to avoid opening a film during a week when it may go
up against a similar film from another studio. For the most part, studios try to en-
sure that each of their films will have as much time as possible on the screens be-
fore they face competition from other films of the same genre. Similarly, television
networks have followed a practice of counterprogramming. Each network tries to
avoid as much as possible offering programs of the same type that are being of-
fered on competing channels at the same time. NBC may offer dramas to go up
against comedies that are being offered on ABC on Friday nights.

In the following section, we focus on such timing issues as they apply specifi-
cally to television shows on the major broadcast networks. We draw on the litera-
ture on television programming to develop a set of hypotheses about the effect of
scheduling on the number of viewers that are drawn by particular shows. Our ex-
ploration of the scheduling of television shows allows us to investigate the impor-
tant but neglected issue of timing as an element of positioning.

SCHEDULING OF TELEVISION SHOWS

Most network television executives are well aware of the headaches that arise out
of their annual ritual of scheduling their shows for each new television season. An
article that appeared a few years ago in The New York Times described the “stunt-
ing, shuffling, substituting, and scheming” that must go into the complex task of
scheduling television programs. It will be difficult to find many other industries
where timing is as critical an aspect of a firm’s attempts to position its products in
order to reach the targeted markets. The success of a program, particularly one that
is just being introduced, is heavily dependent on the timeslot in which it is placed.

A stream of research across various disciplines has attempted to examine the sig-
nificance of the scheduling decisions that are regularly made by broadcast television
executives (Danaher & Mawhinney, 1995; Gantz & Zohoori, 1982; Gensch & Sha-
man, 1980; Head, 1985; Henry & Rinne, 1984; Horen, 1980; Reddy, Aronson, &
Stam, 1998; Rust & Eechambadi, 1989). However, these studies have generally at-
tempted to propose optimal timeslots for a particular slate of programs that are of-
fered by the major broadcast networks for a specific season with the use of various
forecasting models. In most cases, this research has attempted to predict how the au-
dience is likely to be split up between the three major networks based on the schedul-
ing decisions that each of them will make for their individual shows.
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More specifically, because of the focus on prediction, these studies have made a
limited contribution toward a deeper understanding of the use of timing by a net-
work as a strategy for increasing the audience for their shows. In order to develop
their models, researchers have relied heavily on broadly based historical patterns
of audience viewing behavior. The predictions have been drawn largely from as-
sessments of viewer preferences for particular shows, timeslots, and networks.

There have been few attempts to pay much attention to the specific impact of
particular scheduling practices. A couple of studies (Henry & Rinne, 1984;
Tiedge & Ksobiech, 1986) did attempt to measure the effect of certain schedul-
ing strategies, but each of these was limited in the range of strategies that they
covered. Furthermore, they also examined the relative share of the total audience
rather than the actual size of the total audience that viewed each show. Based on
this measure, a show could increase its audience, but drop in share if the other
networks also drew more viewers.

In this chapter, we focus more specifically on the scheduling strategies that
any network could use to increase the audience for its shows. Although many of
the prior studies did not specifically test for the effectiveness of specific schedul-
ing practices, they did suggest some of the principles on which their optimal
schedules may have been based. We raise each of these in what follows as a sepa-
rate aspect of positioning.

Stable Positioning

To begin with, viewers are likely to be drawn to a show increasingly over time.
Shows usually find their audience only after they have been on the air for a year or
two. Several of the shows, such as Seinfeld and Everybody Loves Raymond, which
eventually became very popular, did not attract many viewers during their first
year. Various researchers have shown that the audience for a television show is tied
to the number of years that it has been shown (Henry & Rinne, 1984; Tiedge &
Ksobiech, 1986; Wakshlag & Greenberg, 1979). Thus older shows usually return
each year because they have already established a core set of viewers.

Most audiences are also more likely to continue to watch a television show
when it occupies a stable timeslot on the schedule. Several studies have shown that
television viewing tends to become routinized (Gantz & Zohoori, 1982; Gensch &
Shaman, 1980; Henry & Rinne, 1984; Rust & Eechambadi, 1989). Audiences typ-
ically develop a habit of watching a particular show at a specific time every week.
Even in the early years of television, shows like The Ed Sullivan Show were a sta-
ple of a specific evening during the week. Consequently, there is a risk that viewers
may not follow the show into a different time period. In order to continue to watch
a show in a new time period, they must be willing to adjust their own schedules in
order to accommodate the new time for the show.

Taken together, ratings for a television show are likely to be higher if the show
has been on the air for some time, especially if it occupies a stable position during a
television season. Research on viewing habits suggests that these tend to get stron-
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ger over time. Once audiences have become accustomed to viewing a show at a
specific time on a particular day of the week, they may be more reluctant to follow
it to another spot on the schedule. We formulate the following hypotheses:

Hypothesis 1a: Ratings for a television show will be higher when it has been on
the air for a few years.

Hypothesis 1b: Ratings for a television show will be higher when it occupies a sta-
ble timeslot over the television season.

Hypothesis 1c: Ratings for a television show will be higher when it has been on
the air for a few years and it occupies a stable timeslot over the television season.

Complementary Positioning

The draw of a television show is likely to be influenced by various attributes of the
show that precedes it on the same network. Several studies have shown that pro-
grams may be able to draw more viewers if the preceding show was of the same
type (Henry & Rinne, 1984; Horen, 1980; Wakshlag & Greenberg, 1979). It has
generally been assumed that audiences show their preference for a particular type
of show by their decision to watch it on a particular channel. They are therefore
more likely to watch the next show on a network if it is similar in content to the one
that they have just finished watching. Networks have created comedy blocks, such
as CBS on Monday around The King of Queens and Everybody Loves Raymond.
NBC has similarly ended up pairing two legal dramas by scheduling Law & Order:
Criminal Intent with Crossing Jordan.

At the same time, audiences are also more likely to watch a television show if it
is scheduled by the network to follow a show that has already attracted a large audi-
ence. Although most viewers are now able to change channels through the use of a
remote control, they may be curious to see what may follow the program they have
just finished watching. Various researchers have emphasized the importance of
this “lead-in” effect (Henry & Rinne, 1984; Horen, 1980; Reddy et al., 1998;
Tiedge & Ksobiech, 1986; Wakshlag & Greenberg, 1979; Webster, 1985). Most of
these studies have shown that a television show is likely to inherit a part of the audi-
ence from the show that immediately precedes it on the same network.

Taken together, a television show is likely to draw more viewers if it follows an-
other show of the same type, especially if this earlier show had attracted a large au-
dience. Clearly, a substantial part of the large audience that tuned in to watch a
popular comedy or drama is more likely to watch the next show on the same chan-
nel if it is similar to the one that they just finished watching. Based on this, we for-
mulate this second set of hypotheses:
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Hypothesis 2a: Ratings for a television show will be higher when it follows a show
of a similar type.

Hypothesis 2b: Ratings for a television show will be higher when it follows a
show that has a large audience.

Hypothesis 2c: Ratings for a television show will be higher when it follows a
show that was similar in type of content, especially if this previous show had a
large audience.

Competitive Positioning

Finally, audiences are more likely to watch a television show on a particular net-
work when they have few alternative programs available on the competing net-
works. Various researchers have suggested that the audience that a network will be
able to develop for each of its shows will depend on the number of choices that are
available to potential television viewers (Gensch & Shaman, 1980; Horen, 1980;
Tiedge & Ksobiech, 1986; Webster, 1985). Audience levels for any program are
therefore likely to be lowest in those periods of prime time when the greatest num-
ber of networks are offering shows to a national audience.

Furthermore, the audience for a show is likely to be higher if it is not scheduled
against other similar shows on the competing networks. If a network chooses to
schedule a comedy in a timeslot where other networks are also offering the same
type of show, it will end up splitting the audience that may be interested in viewing
a comedy show. Various researchers have stressed the benefits of a “counter-
programming” strategy (Gensch & Shaman, 1980; Horen, 1980; Reddy et al.,
1998; Rust & Eechambadi, 1989; Wakshlag & Greenberg, 1979). CBS was able to
draw higher ratings on Thursday evenings by scheduling the reality show Survivor
and drama CSI to run against NBC’s highly rated comedies.

Taken together, more viewers are likely to be drawn to a television show when
there are fewer competing channels, especially if none of those channels are offer-
ing programs that are similar in content. Viewer numbers for a show are likely to be
higher when there are fewer available competing shows and those that are avail-
able are not of a similar type. We thus formulate a third set of hypotheses:

Hypothesis 3a: Ratings for a television show will be higher if it is aired at a time
when it faces less competition from other channels.

Hypothesis 3b: Ratings for a television show will be higher if it is aired at a time
when competitive channels are not offering programs that are similar in type of
content.
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Hypothesis 3c: Ratings for a television show will be higher when it is scheduled in
a timeslot where it faces less competition from other channels, especially when
they are not offering shows that are similar in type of content.

METHODOLOGY

Sample

A total of 25 programs were randomly selected from television shows that were
scheduled for the 1999–2000 television season. All the shows were either a
half-hour or a full hour in duration. We restricted our sample to regular scripted
television series and did not include any news magazines, reality shows, quiz or
game shows, sports programming, or movies. We eliminated these categories be-
cause many of these did not have a sustained or continuous story line and were of-
ten offered as specials. Because we did consider all of the possible formats in
looking at the shows that competed with those that were included in our sample,
we do not believe that our focus on scripted shows would have biased our results.

We also restricted our sample to shows that were scheduled on the four major
television broadcast networks. These consisted of ABC, CBS, Fox, and NBC. The
smaller broadcast networks and the cable channels do not reach as many house-
holds and generally have much lower audience levels.

The 25 shows were relatively evenly distributed in terms of their tenure. Eight of
the shows were in their first year, nine had been on air between 2 and 4 years, and
eight had been on the air for 5 years or longer. The longest-running show in our sam-
ple was in its 11th year. Of the 25 shows, 6 were dropped from the schedule midway
through the season. The average tenure of the shows in our sample was 3.72 years.

Data

For all 25 shows, we obtained measures of the audience for each of the original epi-
sodes that were aired over the season. We excluded reruns because their ratings
tend to be lower, depending on the type of show. Our study was also significant in
one other important respect. Other studies have typically relied on mean values for
the audience and considered the popularity and format of the shows that preceded
them or competed against them for most of the period that was studied. This did not
allow them to observe the effect of any possible changes in scheduling that may
have occurred from week to week.

We obtained separate measures for each original episode of each of the series
in our sample because its audience level tended to vary considerably. In part, this
variance could be attributed to weekly changes in its timeslot, in the shows that
preceded it on the same network, and in the shows that competed against it on the
other networks.

The number of observations for each of the shows was therefore determined by
the number of original episodes that were aired. Touched by an Angel had the larg-
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est number of observations because as many as 26 different episodes were shown
by the network during the season that lasted from September 1999 to May 2000.
The lowest number of observations were for Mike O’Malley, which was only aired
twice before being removed from the schedule.

Dependent Variable

The dependent variable in the study was a measure of the audience for each of
the shows. The Neilson rating has been well accepted as a measure of the audience
for each episode of a television show (Gensch & Shaman, 1980; Reddy et al.,
1998; Rust & Eechambadi, 1989; Webster & Lichty, 1991). This measure provides
a comparative measure of the number of households that are watching each of the
shows when it is aired. The measures for each of the episodes of the 25 shows in
our sample were obtained from weekly issues of Variety news magazine.

Independent Variables

Stable Positioning. The stable positioning of each of the episodes of our
shows was measured in two different ways. First, a variable was used to measure the
tenure of the show. For new shows, this variable was given a value of 1, indicating
that it was in its first year. For returning shows, the number represented its season.

The regularity of the timeslot for each of the shows was measured by a dummy
variable. The variable took a value of 0 when the show was aired at the time that
was announced at the start of the season. It took a value of 1 for the episodes that
were aired at a different time.

Complementary Positioning. The complementary positioning of each of
the episodes of our shows was measured in two different ways. To begin with, a
lead-in measure was obtained for each of the episodes. This was the Neilson rating
for the episode of the show that immediately preceded it on the same network.

Next, a dummy variable was used to indicate whether the show that preceded it
was of the same type of content. This was given a value of 1 if the content was simi-
lar, and 0 if it was not. Various researchers have developed classifications of televi-
sion programs that are relatively similar in terms of the specific categories (Henry
& Rinne, 1984; Rao, 1975; Tiedge & Ksobiech, 1986). We used a more extensive
categorization of programs that was taken out of two well-known sources of televi-
sion programming (Brooks & Marsh, 1999; Hill, 2001).

Competitive Positioning. Finally, competitive positioning was also as-
sessed through the use of two different measures. The first of these was a measure
of the number of competing broadcast networks that offer programs at the same
time. This provides an assessment of the number of alternatives that are available
to the viewer at the time that the program is being aired.
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The second was a measure of the number of broadcast networks that were offer-
ing shows with the same type of content. This measure is more focused on the rela-
tively similar alternatives that are available to the program that is being studied.
Again, the categorization of shows was based on classifications that were drawn
from reliable sources (Brooks & Marsh, 1999; Hill, 2001).

Control Variable

Because of the cross-sectional time series nature of the data, a lagged depend-
ent variable was used. In other words, for each of the observations, a variable was
used to measure the Neilson rating of the previous original episode of the show.

Analysis

As mentioned earlier, observations were obtained for each of the original episodes
of the 25 shows in our sample that were aired over the season. Because of the
cross-sectional time series nature of the data, a GLS regression was used. This pro-
cedure compensated for the correlations that were likely to exist between the rat-
ings of each show across its different episodes. Furthermore, a random-effects
model was selected because certain variables, such as the tenure, were fixed across
all of the observations on a particular show.

RESULTS

The results of the regression are presented in Table 8.1. In terms of stable position-
ing, the table shows that there was strong support for Hypothesis 1a. The tenure of
a show clearly had a significant effect on its ratings. Older shows did tend to get
higher audience ratings. However, there was no support for Hypothesis 1b. The
dummy variable that was used to indicate a temporary shift in the time for particu-
lar episodes of a show was not significant. A shift in the time period for the shows
therefore did not appear to have a substantial effect on the total viewing audience.
Finally, there was also no support for Hypothesis 1c. The ratings of older shows did
not appear to be influenced by shifts in their timeslot.

In terms of complementary positioning, there was no support for Hypothesis
2a. Ratings for our shows were not affected by the type of content of the show that
preceded them on the same network. There was strong support, however, for Hy-
pothesis 2b. The ratings for the show that preceded each of the episodes on the
same network did have a significant effect. This indicated that there was a clear ef-
fect of a strong lead-in. In other words, the shows in our sample did attract bigger
audiences when they followed shows with strong ratings. Furthermore, there was
strong support for Hypothesis 2c. A lead-in that was similar in type of content did
have strong effect on the show that followed it, but only if this preceding show had
generated sufficiently high ratings.
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Finally, in terms of competitive positioning, there was strong support for Hypoth-
esis 3a. The number of competing channels had a significant effect on the audience
for the each of the episodes in our sample. In other words, the audience for a given
episode of a show was higher if it was aired at a time when there were fewer compet-
ing programs on other broadcast networks. There was also substantial support for
Hypothesis 3b. More viewers were likely to watch a show when the other networks
are offering fewer competing programs of the same type. Additionally, there was
considerable support for Hypothesis 3c. Television shows did get higher ratings
when they were aired in timeslots where there were fewer competing channels and
these channels offered fewer programs that were similar in type of content.
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TABLE 8.1

GLS Regression Analysis

Variable Model 1 Model 2

Constant 3.456*** 4.285***

(0.564) (0.604)

Lagged dependent variable 0.448*** 0.403***

(0.032) (0.030)

Tenure of show 0.168** 0.206***

(0.054) (0.057)

Time slot –0.112 –0.390

(0.168) (0.330)

Similarity of preceding show 0.119 –1.815

(0.191) (0.388)

Rating of preceding show 0.239*** 0.213***

(0.017) (0.017)

Competing networks –0.341** –0.464***

(0.107) (0.118)

Similarity of competing shows –0.283** –1.263*

(0.103) (0.506)

Tenure of show
x time slot

— 0.067
(0.085)

Similarity of preceding show
x rating of preceding show

— 0.292***
(0.052)

Competing networks
x similarity of competing shows

— 0.226*
(0.106)

*p < .05. **p < .01. ***p < .001.



As expected, the lagged dependent variable was highly significant. The rating
for the prior episode of a show had a significant relationship with the rating for a
subsequent episode of the same show.

DISCUSSION

Like many other cultural products, television shows must attract an audience in or-
der to stay on a network schedule. The number of viewers that a show can attract
will clearly depend on several different characteristics, such as the appeal of the
story line, the characters, and the stars. However, the results of this study also indi-
cate that the timeslot in which a show is scheduled can also play a significant role
in the size of the audience that it can draw. This is an important aspect of strategic
positioning that has not received much attention in the literature.

Above all, our results indicate the importance of competing programs during
the same timeslot on the audience that can be developed for a show. This is the first
study that could assess the effect of number of competing broadcast networks.
Most of the earlier studies were carried out during a period when there were only
three major networks all of which offered national programming through the same
prime-time hours. During the period of our study, the total number of broadcast
networks varied from three to six depending on the timeslot. Fox, WB, and UPN
all switch to local news programs during the last hour of primetime. Furthermore,
WB and UPN had not expanded their programming to all 7 days of the week.

The number of competing networks did have a strong impact on the audience
for a television show. There was a significant decline in the ratings for a show with
an increase in the total number of competing networks and the number of compet-
ing networks that were offering similar types of programs. These results are note-
worthy, given that the study did not consider the larger competition that is coming
from a wide variety of cable channels. They also indicate that the additional net-
works appear to be drawing audiences away from each other, at least as much as
they may be drawing audiences away from the cable channels.

But the effect of this growing competition is also reflected in other aspects of
our findings. The rise in competition has led to a decrease in significance of the sta-
bility of a show’s time period. Clearly, most shows tend to build an audience over
time. But there seems to be little benefit to keeping the show in the same timeslot,
regardless of the tenure of the show. In fact, networks may feel pressured to move
shows around on their schedule. In some cases, a successful show may be moved
by the network to another evening in order to help draw audiences to other shows
that are struggling on that evening. In other cases, a show that is still trying to at-
tract viewers may be moved by the network to another evening in order to draw
viewers from another more popular show that it offers on that evening.

NBC may occasionally air an episode of Law & Order in a different timeslot on
a different day during a particular week to try to gain viewers for another weaker
show that follows it. In many cases, a successful show is moved to a different day in
order to deal with the challenge that is posed by the shows of a competing network.
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CBS eventually decided to challenge NBC’s dominance on Thursday evenings by
moving some of its shows such as Survivor and CSI. These had already done well
in the ratings when they were aired on other evenings. CBS was hoping to draw
away some of the viewers from NBC, but CBS might have been surprised to find
that their shows actually rose to the top of the ratings after they were moved to
Thursday evenings.

Another effect of the growing competition has been the decline in the effect of
creating blocks of similar programs. Our results indicate that a show did not draw
more viewers simply by following another similar show. However, a show clearly
seems to benefit from being paired with a popular show, even if the other show is
not of a similar type. Obviously, a show can draw more viewers if it follows a
highly rated show that is also of a similar type.

This has led the networks to try to help their weaker shows by simply schedul-
ing them after their more successful shows, with much less concern for their simi-
larity. CBS initially used their more popular reality show Survivor as a lead-in to
develop a bigger audience for its relatively new detective show CSI show on Thurs-
day evenings. More recently, NBC scheduled its new drama Las Vegas to follow its
established reality hit Fear Factor.

Recent trends suggest that growth in competition may even be pushing the
networks to abandon their counterprogramming strategy. With the growth in the
number of competing networks, it has become harder for each of them to avoid
offering programs that may be similar to those that are offered by the others. On
the recently announced schedule for the 2004–2005 season, there are relatively
few timeslots in which at least two of the networks are not offering shows that are
similar to each other.

In fact, some of the networks are deliberately scheduling a show against a simi-
lar one from one of its competitors in order to try to steal away some of the other
show’s audience. Fox has scheduled its reality show The Benefactor at the same
time NBC has scheduled its reality show Fear Factor. What has attracted the most
attention is the decision by CBS to offer its latest version of CSI, CSI:New York, to
go up against NBC’s original Law & Order.

Although such moves to meet the competition head-on are becoming more
common, their impact on the ratings of shows is still unclear. In such a match, it is
more likely that the stronger show will win. In the case of CBS, the momentum of
the relatively new CSI franchise may be sufficient to withstand the competition
from NBC’s much older Law &Order franchise.

Taken together, this study suggests that timing is becoming an even more im-
portant aspect of positioning, especially with cultural products such as television
shows. A show that may have the characteristics that could appeal to a large audi-
ence may fail if it is offered in an unfavorable timeslot. On the other hand, even a
marginal show may be able to find sufficient viewers to survive if it is scheduled
in a spot where it is helped by shows that aired before it on the same channel and
where it is less likely to be hurt by the competition that is faces from shows on
competing channels.
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CONCLUSION

Although the concept of positioning has attracted a considerable amount of atten-
tion in the strategy literature, there has been little effort to explore its various di-
mensions. In this chapter, we have focused on the concept of timing as an aspect of
a firm’s positioning. Firms that compete within industries that could be character-
ized as hypercompetitive must decide not only what products to launch, but also
when to offer them. This is certainly true in many cultural industries. They must
decide when to release or offer each of their motion pictures, television shows, or
recorded music. These must be offered at a time when they are most likely to draw
a large enough audience.

In part, cultural products tend to do better when they are offered at a time when
demand for them is likely to be strong. To some degree, this demand is likely to be
created by the success of other similar products. Most of the movies that are based
on action characters such as Spiderman, X-Men, and Batman are released in the
summer when they may help to build on each other. All of the broadcast networks
have been turning to reality programming in order to benefit from the growing in-
terest among television audiences for these types of shows.

At the same time, this raises questions about the possible effect of competition
from other similar products. Clearly, demand for a movie, record, or book will be
affected by the number of other similar products that are being offered at the same
time. Movie studios are constantly shifting the release dates of each film so as to
pick the specific films that they are willing to open against as well to pick those that
they want to avoid opening against. Similarly, television networks are continu-
ously wrestling with decisions about where to place their new shows. Several pro-
grams have done well when they were launched in favorable timeslots.

Based on the results of this study, timing deserves more attention from strat-
egy researchers. Future research can focus on other types of cultural industries
and choose to investigate various components or aspects of timing. As more in-
dustries move toward hypercompetition, firms will need to place more emphasis
on the decision about when to launch or display their offerings. This could be-
come as important an aspect of their positioning as the characteristics of the con-
tent of what they choose to offer.

REFERENCES

Bonanno, G. (1987). Location choice, product proliferation and entry deterrence. Review
of Economic Studies, 54, 37–45.

Brooks, T., & Marsh, E. (1999). The complete directory to prime time network and cable TV
shows (20th ed.). New York: Ballantine Books.

Danaher, P. J., & Mawhinney, D. F. (1995). An application of choice modeling to optimal
television program scheduling. Unpublished manuscript, University of Auckland.

De Vany, A. (2003). Hollywood economics: How extreme uncertainty shapes the film in-
dustry. New York: Routledge.

Dorward, N. (1982). Recent developments in the analysis of spatial competition and their
implications for industrial economics. Journal of Industrial Economics, 31, 133–152.

132 SHAMSIE, MILLER, GREENE



Eaton, B. C., & Lipsey, R. G. (1975). The principle of minimum differentiation reconsid-
ered: Some new developments in the theory of spatial competition. Review of Economic
Studies, 42, 27–49.

Gantz, W., & Zohoori, A. R. (1982). The impact of television schedule changes on audience
viewing behaviors. Journalism Quarterly, 59, 265–272.

Gensch, D., & Shaman, P. (1980). Models of competitive television ratings. Journal of
Marketing Research, 17, 307–315.

Hay, D. A. (1976). Sequential entry and entry-deterring strategies in spatial competition.
Oxford Economic Papers, 28, 240–257.

Head, S. W. (1985). A framework for programming strategies. In S. T. Eastman, S. W.
Head, & L. Klein (Eds.), Broadcast/Cable programming: Strategies and practices (pp.
3–38). Belmont, CA: Wadsworth.

Henry, M. D., & Rinne, H. J. (1984). Predicting program shares in new time slots. Journal
of Advertising Research, 24(2), 9–17.

Hill, T. (2001). TV Land to go: The big book of TV lists, TV lore and TV bests. New York:
Fireside.

Horen, J. H. (1980). Scheduling of network television programs. Management Science, 26,
354–370.

Hotelling, H. (1929). Stability in competition. Economic Journal, 39, 41.
Lampel, J., & Shamsie, J. (2000). Critical push: Strategies for creating momentum in the

motion picture industry. Journal of Management, 26, 233–257.
Porter, M. E. (1996). What is strategy? Harvard Business Review, 74(6), 61–78.
Porter, M. E. (1985). Competitive advantage. New York: Free Press.
Porter, M. E. (1980). Competitive strategy. New York: Free Press.
Prescott, E. C., & Visscher, M. (1977). Sequential location among firms with foresight. Bell

Journal of Economics, 8, 378–393.
Rao, V. R. (1975). Taxonomy of television programs based on viewing behavior. Journal of

Marketing Research, 12, 355–358.
Reddy, S. K., Aronson, J. E., & Stam, A. (1998). SPOT: Scheduling programs optimally for

television. Management Science, 44, 83–102.
Rust, R. T., & Eechambadi, N. V. (1989). Scheduling network television programs: A heu-

ristic audience flow approach to maximizing audience share. Journal of Advertising,
18(2), 11–18.

Shaw, R. W. (1982). Product proliferation in characteristics space: The U.K. fertilizer in-
dustry. Journal of Industrial Economics, 31, 69–92.

Swann, G. M. P. (1985). Product competition in microprocessors. Journal of Industrial
Economics, 34, 33–54.

Tiedge, J. T., & Ksobiech, K. J. (1986). The “lead-in” strategy for prime-time TV: Does it
increase the audience? Journal of Communication, 36, 51–63.

Wakshlag, J. J., & Greenberg, B. S. (1979). Programming strategies and the popularity of
television programs for children. Human Communication Research, 6, 58–68.

Webster, J. G. (1985). Program audience duplication: A study of television inheritance ef-
fects. Journal of Broadcasting and Electronic Media, 29, 121–133.

Webster, J. G., & Lichty, L. W. (1991). Ratings analysis: Theory and practice. Hillsdale,
NJ: Lawrence Erlbaum Associates.

8. A QUESTION OF TIMING 133





III
The Nature of Markets

�

The no-questions-asked refund policy may be the cornerstone of American re-
tailing, but it is rarely practiced in the cultural industries. Few would be bold
enough to demand money back after they have just seen a disappointing movie,
and few if any are likely to get it back. Some may try to return a CD, a video, or
even a book, but rarely on the basis that it failed to please. This peculiarity of the
cultural industries is a reflection of the complex relationship between mass tastes
and individual preferences.

Producers in the cultural industries cater to popular tastes, not in the sense of at-
tempting to please everybody, but with the view of pleasing enough people to en-
sure a good return on their investment. Doing this, however, runs against the
immense diversity of individual preferences. Each of us is different, and each of us
experiences cultural products in a somewhat unique way. And what is worse for
producers of cultural goods, each of us may change our preferences in the process
of experiencing cultural products—moving from initial approval to disapproval or
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vice versa—and then communicate our opinions to others thereby changing the
tastes that cultural producers are struggling so hard to understand and meet.

The difficulty of reconciling popular tastes with individual preferences is at
the heart of markets in cultural industries. Although it plays a positive role by en-
couraging creativity and innovation, thus benefiting consumers, it poses a peren-
nial dilemma for producers of cultural goods. Making sense of popular tastes
requires aggregating and consolidating individual preferences into usable
knowledge. But transforming the vast diversity of individual preferences into
knowledge of popular tastes is more art than science, more industry wisdom than
systematic analysis. That producers often get it wrong is not surprising. What is
surprising is the variety of practices and institutions that have evolved over the
years to deal with this problem, and what is even more surprising—notwith-
standing the spectacular failures—is how effective these practices and institu-
tions have become at understanding tastes, and then translating this under-
standing into effective strategic action.

This section explores both the practices and institutions that have emerged in
cultural industries to facilitate an understanding of their own markets. Gathering
and compiling information is central to this understanding, but the resources
needed to adequately address the task are unusually beyond the means of most
cultural producers. Trade publications step into the gap and provide just such a
service. In performing this function in cultural industries, these publications are
not substantially different from those in most other industries. Where they do dif-
fer is in the way that they consolidate the information into best-seller lists, and
the way in which these lists become part of the competitive dynamics of the cul-
tural industries.

In chapter 9, Anand examines the rise of Billboard as the key trade publica-
tion in the American music industry, and the subsequent evolution of its all-im-
portant music chart into a powerful force in the industry. The Billboard chart,
according to Anand, can be understood as a “market information regime,” a
mechanism whereby information is obtained about individual preferences. In
this case, data are collected on the number of records that have been sold for
each individual album, allowing this album to be rank ordered according to
popularity in a given music category.

Although the process of transforming information on market activity into a
chart relies on a relatively objective set of technical practices, the consequences
for the way the industry understands itself are profound, triggering interpretative
processes that motivate competitive behavior. Chart position and chart move-
ment act as important signals about the popularity of musicians. This in turn has
influence on the rate at which the music is played in radio stations, the contrac-
tual terms artists are offered by record companies, the promotional tactics of re-
cord promoters, and beyond that it has a major impact on the growing enthusiasm
or fading loyalty of music buyers.

Hit lists in the music industry, bestseller lists in publishing, or lists of top
grossers in movies represent a distillation of an extraordinarily rich information
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landscape. The distillation is intrinsically imperfect. It works because it is embed-
ded in the way that the industry does business, and once it is accepted, it becomes
for better or worse a shortcut to making sense of the industry on a day-to-day basis,
and hence an indispensable tool for strategic decision making.

Abstract models of strategic decision making usually postulate rational and
highly deliberate decision makers. Anand’s chapter makes the contrary point, sug-
gesting that decision makers rely on charts without necessarily understanding—or
perhaps even caring about—the accuracy or reliability of the information they
contain. Decision makers turn to the charts because they take for granted that read-
ing and interpreting the charts are an intrinsic part of the industry’s decision-mak-
ing routines. This may not be rational from the perspective of an abstract model of
information gathering, but it is cognitively efficient and strategically effective.

Ahlkvist and Faulkner, go one step further in chapter 10: They suggest that far
from being the result of careful analysis of economic and market forces, routines
that govern decisions about programs in music radio stations are a product of a
complex interaction of values, politics, and market pressures. The key actors in
Ahlkvist and Faulkner’s chapter are the music programmers. Music programmers
mediate between the music industry and radio listeners. Their task is to maximize
their station’s ratings, while at the same time satisfying the demand of record com-
panies who are intent on exercising influence on the music that gains airtime.

This complex balancing act has no obvious or optimal solution. There is no set
of objective decision-making processes that yields the best response to the music
market in which a given station operates. Instead, what Ahlkvist and Faulkner
show is how music programmers craft repertoires that meet the conflicting de-
mands of record companies, maintain their station’s format, keep abreast of
emerging trends, and remain faithful to their own values. These repertoires guide
the selection of music. They reflect the tastes of their audiences and emerge from
objective analysis or intuitive insight. At the same time, they not only reflect tastes,
but also end up shaping them. The music chart plays an important role in this pro-
cess, but not always a dominant role.

In this respect, Ahlkvist and Faulkner’s chapter differs from Anand’s. They
suggest that while music programmers do pay attention to the music chart, they
sometimes resist the dictate of the charts, preferring instead to establish their
uniqueness and authenticity by playing music that is neither popular nor widely
known. The repertoires that music programmers develop represent their individual
response to the conflicting demands of record companies and the strategic impera-
tives of each station. As a form of strategic adaptation, their emergence reflects a
process that is fairly common in the cultural industries.

In chapter 11, Shamsie examines the conflicting imperatives confronting de-
cision makers in the motion picture industry. Trying to make sense of success and
failure poses a critical challenge for management and creative personnel in an in-
dustry where substantial up-front investment must be made in projects before
they can move ahead. As in other cultural industries, the motion picture industry
has its own trade journals and charts that keep track of top-grossing movies.
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Though helpful, the information they provide may exacerbate rather than aid de-
cision making in this industry. The problem in the motion industry, as Shamsie
points out, is not the lack of information, but the absence of reliable frameworks
for interpreting the information.

The failure of the motion picture industry to evolve such frameworks is to some
extent symptomatic of the diversity and instability of tastes in most cultural indus-
tries, but in the main, as Shamsie shows, it is also due to different responses to a set
of basic polarities in which the industry operates. These polarities constitute as-
sumptions and routines that can push the interpretation in fundamentally different
directions, depending on which of these are used for making decisions. As in the
case of the repertoires employed by music programmers, there are no best interpre-
tations here, only interpretative routines that may do well under certain circum-
stances. Indeed, Shamsie argues that a search for best interpretations may not only
be misguided, but may have a negative impact when decision makers are forced by
superiors and stakeholders to articulate their tacit knowledge to the detriment of
their position and legitimacy as managers.

This point is highly pertinent to all cultural industries. Linking popular tastes to
individual preferences involves making sense of information and then using this
sense making to reach successful decisions. But there is a distance here between
the researcher and his or her subject, and this distance can only be bridged by striv-
ing to achieve a deeper understanding of how individuals deal with culture. A cru-
cial step is to avoid imposing assumptions on how markets operate in cultural
industries. Researchers must proceed carefully, with attention to the peculiar hab-
its, mindsets, and political conflicts of the consumers of cultural products. For as
these three chapters show, to gain useful lessons from these industries researchers
must ultimately tackle the entire range of aesthetic and emotional experiences that
are central to the consumption of cultural products.
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CHAPTER

9

Charting the Music Business:
Magazine

and the Development
of the Commercial Music Field1

�

N. Anand
London Business School

In a wide range of cultural industries, information on comparative market perfor-
mance of their products—be they books, films, or records—is frequently pre-
sented in the form of a bestseller chart compiled by a trade publication. This
chapter examines the evolution and impact of Billboard magazine and the Bill-
board chart that presents information on music industry sales. The influence of
this magazine, and more particularly its well-known chart, on the music industry
has been profound. Roger Karshner (1971, p. 115), former vice president of
Capitol Records, put it best: “Everybody in the record business is constantly
lipping chart potential, trade picks, chart positions and chart life. In fact, the entire
industry rises and falls upon the waves of this silly numbers game.”

Billboard’s great innovation, the “Top 100” singles chart, was introduced in
1955. When the format (and, indeed, the name) was widely imitated by its compet-
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itors, Billboard chart editor Tom Noonan retitled the chart “Hot 100” in August
1958, and the name has stuck ever since (Bronson, 1994). Billboard even copy-
righted the name in order to keep it distinctive. Although the chart still endures and
provides the pulse of popularity, now the industry is more focused on the albums
chart (which originally debuted in March 1945). Recording companies tend to lose
money on singles because radio airplay is practically a promotional activity.
Profits are made largely on the sales of albums. The albums chart (now labeled the
Billboard 200) serves as a readily observable measure of a record company’s com-
mercial performance.

In this chapter I intend to show how, in a sociological sense, Billboard has been
crucial to the evolution of the commercial music field. For more than a century, this
weekly publication has held up a window into the significant happenings within
the field. The news, information, gossip, advertising, opinion, and the music charts
occupying its pages help field participants make sense of recent events of import.
Equally, Billboard has been the harbinger of the shape of things to come by nudg-
ing the field toward promising trends. In the process of field evolution, the manner
in which certain information and its derived meanings are shared among members
is vital (DiMaggio & Powell, 1983). And this vital service to the commercial mu-
sic field has been supplied continually by Billboard magazine.

Billboard magazine shaped the evolution of the commercial music field in two
important ways. First, Billboard was critical for the coalescence of the commercial
music field. The magazine has always served as a medium where field constituents
come together and interact frequently and meaningfully. More importantly, Bill-
board holds field participants in thrall by defining its market information regime
(Anand & Peterson, 2000). By supplying a web of information about market activ-
ity, Billboard de facto defines field participants as regular and habitual consumers
of its information. Billboard’s music charts have shaped the way in which field
participants experience, make sense of, and respond to the market for commercial
music. In what follows, I shall draw out some implications concerning the influ-
ence of trade periodicals in general and Billboard in particular in shaping markets
in the culture industries.

BILLBOARD’S ROLE IN FIELD COALESCENCE

William H. Donaldson and James H. Hennegan of Cincinnati, Ohio published
the first issue of The Billboard Advertiser on November 1, 1894 (Schlager,
1994). Donaldson saw the need for a trade publication to address the needs of the
fledgling bill-posting industry. Columns included the “The Bill Room Gossip”
and “The Indefatigable and Tireless Industry of the Bill Poster,” where readers
were informed that the bill poster “loves to be out in the street at night, when,
should he discover a fire, he can bill the front of a building and then turn in an
alarm” (Schlager, 1994, p. 19). The “midsummer special” issue of The Billboard
Advertiser from 1896 depicts two handsome bill posters with wholesome grins
shaking hands on the scaffolding of a building, each clinging to the tools of his
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trade: a paste brush and a paint palette. Billboards were the prime advertising
medium of fin-de-siècle urban America. A picture from that time of the
Metropole Hotel in New York City shows the building completely covered with
bill posters, advertising inter alia, products such as C&B corsets and Williams’
talcum powder (“makes the skin feel like velvet”), and also, crucially, theater
and vaudeville shows such as Follies of the Day (A Burlesque Show on Broad-
way), The Beauty Spot, and A Gentleman from Mississippi.

The credo on its very first cover—“devoted to the interests of advertisers, poster
printers, advertising agents and secretaries for fairs”—revealed an ambition to be
relevant to multiple constituents within the industry. This trait was preserved intact
as Donaldson bought out his partner in 1900 and cut loose from the bill-posting
trade for a more lucrative arena. He recast The Billboard (as the magazine was now
known) as “The Official Organ of the Great Out-Door Amusement World.” The
magazine began a systematic coverage of fairs, carnivals, circuses, game parks,
and vaudeville and burlesque shows (Newman, 1994). Prior to the advent of re-
cording technology, these entertainments—among them illustrious operations
such as the Ringling Brothers and Barnum & Bailey circuses, Buffalo Bill’s Wild
West Show, and E. F. Albee’s vaudeville shows—served as the springhead of the
modern entertainment industry (Sanjek & Sanjek, 1996).

Along with general news of show openings and closures, fortunes made and
lost, accidents and robberies, editorials in the magazine railed against the afflic-
tions of censorship, excessive regulation and lack of professionalism within the
business. Various features and columns in the magazine addressed specific seg-
ments within the field. For example, the “stage gossips” column dished out the
dirt on private lives of popular entertainers; the “tent show” feature was devoted
to traveling shows; and the classified advertising even had a section titled
“Freaks to Order.”

As the railroad began making its way across America, early stars of the enter-
tainment firmament took to the road by forming or joining tent shows, midway
companies, dramatic groups, musical ensembles, and burlesque acts. If railway
tracks served as the skeleton on which the entertainment business was built, then
surely information was its flesh and blood. Two features in the magazine,
“Routes Ahead” and “Letter-Box,” both well established by 1904, provided in-
formation that was vital to organizing the field (Schlager, 1994). “Routes
Ahead” listed page after page of entertainers’ itineraries and mapped the ever-ex-
panding boundary of the market for popular entertainment, thereby conveying
the new industry’s scope. Billboard developed an innovative mail-forwarding
service for traveling entertainers. The magazine’s staff collected and forwarded
mail and published in the “Letter-Box” column names of entertainers who had
letters waiting for them in its offices. This dedicated service made Billboard the
hub of the entertainment community.

In the early decades of the 20th century, Billboard reported and commented on
various elements that defined the trajectory of the evolving entertainment industry.
A dominant coalition of impresarios and agents was emerging. Chief among these
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were Abraham Erlanger, Mark Klaw, the Forhman brothers, the Shubert brothers,
B. F. Keith, E. F. Albee, the Ringling Brothers, P. T. Barnum, and J. A. Bailey. In
addition to reporting their various organizing moves in his magazine, Billboard
publisher William Donaldson also built close personal ties to many of these indi-
viduals enabling him to stay close to those defining the agenda of the industry.

Billboard provided prominent coverage of the progress in technology for re-
cording and replaying images and sounds. Along with news of their develop-
ment, the magazine also featured advertisements for the marvels of modern
technology: the phonograph, graphophone, gramaphone, Victrola, grafonala, si-
lent and then sound-enabled film, wireless radio, and record players. In its edito-
rial pages, the magazine kept a wary eye on regulatory forces seeking to rein in
the industry. Although standard-setting measures that professionalized enter-
tainment were welcome, matters of censorship and taxing invited protest and dis-
approval. The magazine tried to balance the interests of its stakeholders without
become hostage to any one group.

In 1920, William Donaldson made the bold move of hiring James A. Jackson, an
African American journalist, to write about the Black entertainment scene with
these words: “A new feature section, written by a Black man and devoted to Black
performers, artists, managers, and agents will appear weekly.… We feel that the pro-
fessional artists and entertainers of the race have fairly won this recognition.… We
are according the representation gladly—even enthusiastically” (Hill, 1994, p. 65).
It was timely. African American entertainers had retreated from Broadway by 1910
and were busy creating an impressive cultural scene centered in Harlem (Nelson,
1994). Jackson made this scene visible to a national audience, legitimizing the artis-
tic standing of entertainers such as Bessie Smith, W. C. Handy, Fats Waller, and Paul
Robeson. Jackson also exposed prejudices against Black performers such as the
problem of securing lodgings while traveling. Through Jackson’s pages, Billboard
magazine shaped the field by broadcasting the distinctiveness and fecundity of Afri-
can American musical tradition to the nation at large.

By the time Donaldson died in 1925, “Billyboy” (as the magazine was affec-
tionately called owing to its telegraphic address) was firmly established as an in-
fluential institution in the field. As the various branches of the entertainment
industry developed and diverged, the magazine kept its focus on popular music. In
1957, Funspot magazine was spun off from Billboard to cover permanent amuse-
ment sites. Four years later, Amusement Business was carved out to cover outdoor
entertainment. On January 9, 1961 the magazine began to call itself Billboard Mu-
sic Week, noting that it would no longer cover show business in general but devote
itself to becoming “a weekly business journal for the professional user of music.”
The decision to specialize in music came more than six decades after it was
founded. I suspect it was spurred on by the unique and imaginative method that the
magazine had formulated by 1955 to report on the market for commercial mu-
sic—the Billboard chart.
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BILLBOARD CHARTS AS THE FIELD’S MARKET
INFORMATION REGIME

Billboard’s most enduring and influential creation for the field has been its music
charts. Participants in the field rely on the charts to become aware of what’s “hot”
at present, to justify past success, and to plan for the future. Thanks to Billboard,
anticipating and reacting to chart information is a way of life in the music industry.

The Billboard chart is best understood as a “market information regime,” de-
fined by Anand and Peterson (2000, p. 271) as “regularly updated information
about market activity provided by an independent supplier, presented in a pre-
dictable format with consistent frequency, and available to all interested par-
ties at nominal cost.” The chart as market information regime is implicated in
five cognitive field-forming processes that are described in detail in the re-
mainder of the chapter:

1. Drawing attention to particular market dynamics within the field.
2. Categorizing domains of activity.
3. Normalizing desirable chart position as an aspiration.
4. Facilitating commensuration of seemingly related domains of activity.
5. Valorizing rationality in sense making of market activity.

Drawing Attention to Particular Market Dynamics

Organizations are suspended in a universe of chaotic stimuli, but they cope with
multiple, conflicting demands by routinizing and simplifying the types of infor-
mation that they attend to (Cyert & March, 1963; March & Simon, 1958; Simon,
1947). Consequently, behavior in organizations can be understood as enactment of
issues that command the attention of actors within organizations (Ocasio, 1997).
When this perspective is extended to a higher level, it is obvious that organiza-
tional fields also cohere to a simplified attention focus (Anand & Peterson, 2000;
Hoffman & Ocasio, 2001).

In competitive industries, that focus is often news of comparative market per-
formance. In the music industry it is the Billboard chart. Although the chart’s obvi-
ous influence is on fans and radio programmers who try to stay on top of the latest
trends, sociologist Philip Ennis (1992, p. 401) contended that its deep influence on
the field comes from the power it has over music retailers who are the ultimate
shapers of consumption:

Billboard’s charts were rich enough to satisfy every level of sophistication in the mu-
sic trades. Busy, lazy, or conservative record dealers and jukebox operators could
stock their inventories by simply following the best-selling singles chart.… The
more adventuresome in the trade could and did use the reviews and the performers’
track records to handicap their selections.
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Billboard’s earliest attempt at making charts dates from 1913. “Popular Songs
Heard in Vaudeville Theaters Last Week” reported the top tunes from live venues
in Chicago, New York, and San Francisco. It did not survive in a stable format for
long. The recognizably modern chart “Jukebox Record Buying Guide” (later
“Most Played in Juke Boxes”) made its debut in April 1938. “Best Selling Retail
Records” was inaugurated in July 1940, and “Disks With Most Radio Plugs” (later
“Most Played by Jockeys”) got a start in January 1945. When Billboard staff inte-
grated the three charts to compile the “Top 100” in 1955, they had a sure-fire hit on
their hands. Top 100 was the first chart to systematically direct the attention of the
entire industry on the simple dynamic of how single songs were performing in the
marketplace. Although the Billboard chart has been undoubtedly influential in the
music field, I would argue that it has also legitimized a general cognitive model of
market dynamics as chart positions.

Categorizing Domains of Activity

Durkheim (1965) recognized classification as a fundamental social impulse. Our
attempts to understand ourselves in relation to our community and society rest on
our ability to make categories. Negotiating the social world requires individuals to
constantly employ and deploy a vast and implicit cognitive infrastructure of cate-
gories of various kinds (Bowker & Star, 1999). In many ways, the categorical
schemas used in Billboard magazine underpin the cognitive structure of the com-
mercial music field (Anand & Peterson, 2000). By representing market activity in
various niches in the form of charts, the magazine has helped legitimize and reify
the various genre groupings. Table 9.1 shows a list of major Billboard charts that
were introduced during the first century of the magazine’s existence.

Table 9.1 is very telling with respect to the magazine’s attempt to grasp the
evolving market for commercial music as technology and style changed over the
years. Popular or pop songs were formally charted from as early as 1938 to help
jukebox stockers. Pop and classical albums followed from 1945 on. Other major
genres were introduced subsequently: easy-listening (1961), gospel (1965), jazz
(1967), Latin (1985), modern rock (1988), new age (1988), rap (1989), world mu-
sic (1990), and reggae (1994).

Table 9.1 also illustrates how certain markets wax and wane with time. The
“Children’s Records” chart made a promising debut in 1948 only to be discontin-
ued in 1955. Likewise, the “Disco Action” chart, introduced with a lot of fanfare in
1974, lasted until 1987. New media for music also make their impact via the Bill-
board charts. “Compact Discs—pop” had a chart of its own from 1985 until 1990
when it became the dominant medium. The “Video Discs” chart debuted in 1983.

Two Billboard employees even take credit for labeling two major genres in the
field—rhythm and blues and country and western (Bronson, 1994). African Amer-
ican music was initially presented in chart form as the “Harlem Hit Parade” in Oc-
tober 1942. The name changed to “Race Records” in February 1945. Following a
Billboard staff meeting in which reporter Jerry Wexler suggested “rhythm and
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blues,” the name was adopted in June 1949, and has lasted until today. Editor Tom
Ackerman coined the term country and western to refer to varieties of music rang-
ing from country gospel to honky tonk, and from western swing to bluegrass.

After World War II, the alternative term folk had become associated with com-
munist thanks to Senator Joseph R. McCarthy’s dislike of politically left-leaning
folk groups such as the Weavers (Peterson, 1997). Overnight, the music press, Bill-
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TABLE 9.1

Select List of Billboard Charts with Year of Introduction

Jukebox Record Buying Guide (Singles) 1938

Relaunched as Bestselling Retail Records (Singles) 1940

Disks With Most Radio Plugs (Singles) 1945

Top 100 (Single sales) 1955

Hot 100 1958

Harlem Hit Parade 1942

Relaunched as Race Records (Jukebox chart) 1945

R&B records (Jukebox, Sales, Jockey) 1949

Most Played Jukebox Folk Records 1944

Relaunched as Country and Western Records/Sides 1949

Bestselling Pop Albums 1945

Classical 1945

Children’s Records 1948

Easy Listening 1961

Gospel/Spiritual Albums 1965

Jazz Albums 1967

Disco Action 1974

Relaunched as Hot Dance 1987

Video Sales 1979

Video Discs 1983

Latin Albums 1985

Compact Discs, Pop 1985

New Age Albums 1988

Hot Rap Singles 1989

World Music Albums 1990

Top Pop Catalog Albums 1991

Heatseekers 1991

Reggae Albums 1994



board included, switched terms from folk to country. Billboard’s “Most Played
Jukebox Folk Records,” which debuted in January 1944, was rechristened “Coun-
try and Western Records/Sides” in June 1949. The new label proved to be a more
comfortable one than a host of other terms that had fit less well: folk, rustic, hill-
billy, and cowboy. This move was critical to the self-conscious shaping of a cul-
tural identity for the genre (Peterson, 1997). Billboard dropped “and western”
from its chart in November 1962, now tracking only “Hot Country Singles,” and
that slightly modified name has proved enduring.

Normalizing Desirable Chart Position as a Taken-for-Granted Aspiration

Ranking charts such as the Billboard “Hot 100” or “Top 200” have the virtue of be-
ing simple to understand—if you are at the top, you are the best. Simple measures
of performance, however, have their drawbacks, because they conveniently hide
much complexity that determines performance (Ridgeway, 1956). So for most so-
cial actors who are measured on a ranking chart, getting to the top of the chart be-
comes a powerful and implicit aspiration independent of other, more relevant,
performance criteria. Dr. Hook and the Medicine Show might have sung about an-
other aspiration, getting on the “cover of the Rolling Stone [magazine],” but for
most people in the commercial music world, getting to the top of the charts is a
more powerful calling.

One of the limitations of chart position as a measure of performance is that it is
a static snapshot. On its own, it provides little indication of the shape of things to
come. While inaugurating the “Hot 100” chart in August 1958, Billboard intro-
duced a five-pointed star with the designation “star performer” (subsequently re-
ferred to as a “bullet” in the industry) that was placed next to a record to indicate
upward momentum. The “bullet” was explained in the magazine as showing
“outstanding upward changes of position in the Hot 100 since last week’s chart.
Its purpose is merely to provide quick visual identification of the sides which
moved up most dramatically, or to new entries which moved up most dramati-
cally, or to new entries which first entered the chart at an usually high position.”
For artists and promoters, the aspiration is not merely to get to the number one
position, but to get to “No. 1 with a bullet.”

This aspiration is best captured by Feiler’s (1998) description of the attempt by
Debi Flieshman, a Nashville-based radio promoter, to get a single by upcoming
country music artist Wade Hayes on the radio chart. The promoter used her net-
work of personal contacts among radio stations to get the single added to playlists
all over the United States, working hard until just before the deadline to report to
various radio chart compilers. Subsequent events underscore the strength of aspi-
ration within the field to make it on the charts:

At just after six, a small ding emanated from the terminal and the chart numbers ma-
terialized on screen.… Wade Hayes, with a heard-earned seventy new [radio station]
adds … debuted in his first week of release at number forty-five, with a bullet nota-
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tion indicating upward momentum. Debi spread her hands out and bowed her head.
“It’s good be queen,” she declared. (Feiler, p. 227)

The dysfunctional consequences of chart position as a singular aspiration are
best illustrated by the disastrous history of impresario Neil Bogart’s Casablanca
record label. Bogart kick-started the disco era by releasing Donna Summer’s
“Love to Love You Baby” as an extended-play dance track. The Village People,
another successful disco band, was signed to the Casablanca label as well. Bogart,
a former employee of one-time Billboard magazine’s rival Cash Box, understood
the merits of chart position and other conspicuous symbols of strong sales perfor-
mance only too well.

In a symbolic sense, whoever gets to number one on the chart is a winner. The
unofficial motto of the Casablanca label was “what ever it takes”—any method
that could be used to boost sales was okay, even if it hurt profitability. The label
spent huge amounts promoting its artists so that they could get on the charts, but
then it lost money eventually because profits from singles and album sales did not
cover the expenses. Dannen (1991, p. 161) quoted one associate of Bogart as say-
ing, “If it cost him [Bogart] three dollars to make two dollars, he would do it.”

However, because it takes time to reconcile the accounting books, Casablanca’s
losses were not immediately noticeable. Meanwhile, impressed by the early suc-
cess of the label, it was acquired by the Dutch music conglomerate Polygram.
Within a year, Polygram executives discovered that they had made a poor decision
because Casablanca’s liabilities were on the order of tens of millions of dollars
more than what the label was worth. To “chart well” is a deep-rooted and taken-
for-granted aspiration.

Facilitating Commensuration of Seemingly Related Domains of Activity

Market information regimes facilitate commensuration, or the quantitative com-
parison of dissimilar or seemingly similar objects. It is possible to argue, for exam-
ple, that Pink Floyd’s Dark Side of the Moon album is superior to the Beatles’ Sgt.
Pepper’s Lonely Hearts Club Band based on the number of weeks each album
spent on the Billboard chart. Commensuration is formally defined as the transfor-
mation of different qualities into a common metric (Espeland & Stevens, 1998).
Commensuration as a social process operates in much the same way as categoriza-
tion: It helps simplify, condense, and reduce disparate types of information in a
manner that lends itself to easy apprehension and comparison. Where it differs
from categorization is that it is explicitly quantitative.

In his study of the emergence of rock music, Ennis (1992) argued that commen-
surability of preexisting pop, blues, and country genres was essential. Rock music
emerged as a stylistically different genre by incorporating elements of these three
older streams. To some extent, alignment between the three streams was facilitated
by use of the phonograph record as the medium of choice, development of an inter-
linked touring circuit, and the presence of overlapping radio markets. Billboard
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magazine, through its charts, provided the definitive symbolic connection among
the three streams.

The market for, and hence the number of records flowing through, the pop mu-
sic charts was about three times that of country or R & B charts. Billboard staff al-
tered the number of slots used to depict each of the markets over time so that it
would appear that they had roughly the same number of records per slot—between
three and six. This symbolic manipulation, which lasted in a stable form for the
two decades between 1950 and 1970, left field participants with the view that the
three markets were tightly coupled in terms of rates of activity.

A song could enter the R & B or country charts and soon appear in the pop chart
or vice versa, giving a sense that the streams were crossing over; this impression
was quite essential to the synthesis of rock and roll music. As Ennis (1992, p. 188)
observed, Billboard’s tactic “allowed industry personnel to make recordings, ex-
posure, and exploitation decisions on all three markets as if they were one unfold-
ing hit parade.” Had Billboard showed all three markets through a 30- or 50-slot
chart, the impression as well as the consequential impact of crossovers would have
been much diminished.

Valorizing Rationality in Sense Making of Market Activity

Organizational fields are characterized by dominant belief systems and related
practices (Scott, 2001) that serve as their organizing principle (Friedland & Al-
ford, 1991). Townley (2002) argued that dominant belief systems consist of a com-
plex of competing rationalities that become apparent only in the context of
institutional change within a field. Although the commercial music field revolves
around the logic of market performance, there is an underlying tension created by
competing approaches to the measurement and compilation of market information
regimes. Theoretical rationality advocates the construction of increasingly pre-
cise, abstract, and deductive methods of knowing markets and drives the refine-
ment in methodologies to measure markets. In the case of the Billboard chart, this
dynamic is most clearly seen in the abandonment of Billboard magazine’s use of
survey methodology using SoundScan technology to compile the sales chart.

Whereas Billboard’s album charts have nearly always been influential, sev-
eral other competitors, including Cash Box, have featured charts in their cover-
age of the music industry. However, Billboard sought to distinguish itself as the
one with a “scientific” or statistically sound chart-compilation methodology.
In the late 1950s, charts published in the magazine were accompanied by a seal,
intended to convey a veneer of academic respectability: “Sample design, sam-
ple size, and all methods used in this continuing study of retail record sales are
under the direct and continuing supervision of the School of Retailing of New
York University.” By implication, the Billboard methodology was, technique-
wise, better than tips, intuitions, and hunches that its rivals masqueraded as
soundly compiled charts.
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Framed as a “continuing study,” the Billboard chart gives all the appearance
of a technically neutral, scientifically robust, and otherwise incorruptible bu-
reaucratic reportage. For several decades, Billboard compiled the album chart
by surveying a representative sample of stores. At a designated time each week
stores would be surveyed for the following information collected during the
prior week: 30 top-selling albums arranged in rank order, 50 albums with
“strong” sales, and another 50 with “good” sales. The magazine’s research de-
partment weighted each store based on the types of album and overall sales vol-
ume in the store and arrived at a ranking of the 200 albums that were listed in the
chart. (This methodology did vary a little over time, but the basic principle re-
mained the same.)

Although the methodology at the time was better than that of rivals, field partic-
ipants alleged that it could be “influenced” in a variety of ways by record compa-
nies (Dannen, 1991; Denisoff, 1986; Karshner, 1971). Reporting stores could be
bribed to report less of rivals’ sales and more of their own. Blandishments to boost
advertising in the magazine (or contrarily, threats to withhold the same) could
sway chart position by a few points.

In practice, Billboard’s survey methodology was not so scientific or sound, as
revealed by the emergence of a new chart-compilation technology (Anand & Pe-
terson, 2000). In 1987, two entrepreneurs, Mike Fine and Mike Shallet, started a
company they called SoundScan to develop a rival methodology that was based on
measuring sales by aggregating point-of-sale data captured by scanning machines
in retail checkout counters. SoundScan moved aggressively to sign up as many
music-retailing outlets as possible.

The new methodology was such a significant technical improvement that it im-
mediately won ringing endorsements from key constituents in the field, largely be-
cause it was designed to have more integrity and was not as easily corruptible as
the previous one could be. Although SoundScan did not set out to develop an alter-
native to the Billboard albums chart (the firm intended to pool and sell market re-
search data to record companies), its chart began to be published by Billboard as
the album chart from May 25, 1991.

The introduction of the new, more rational measure proved to be the cause of
a profound jolt to sense making within the field. The biggest change by far no-
ticed within the field was the revealed strength of the country music genre.
Whereas the previous compilation methodology reported an average of 17 al-
bums per week in the quarter before the changeover, afterward it almost dou-
bled to 32 albums per week. The new methodology also hurt the movement of
smaller and independent labels, and that of new artists. In the new regime, the
dynamics of charting changed as well, with albums climbing more swiftly to
the top of the chart, and staying in the slot for a much shorter period. Overall,
the introduction of the SoundScan-compiled Billboard chart provided field
participants with a significantly different understanding of the market for com-
mercial music.
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MARKET-SHAPING CONSEQUENCES
OF INFORMATION REGIMES

Attention

Market information regimes provide a highly visible focus of attention. Although
a market information regime simplifies and routinizes stimuli within a field, the
consequence of attention paid to such symbolic and data-laden information is far
reaching (Feldman & March, 1983). Attending to the chart can become a field’s
defining habitus. Narrowing the focus of attention within a field through ranking
charts has its benefits as well as its drawbacks (Gioia & Corely, 2002).

To start with, compiling a simple metric of performance among a set of organi-
zations provides the essential function of defining the field in terms of those that
consume such information. It stimulates competition, which stems from the desire
to be ranked well. External constituents become empowered to use the metric to
ask the awkward questions that make organizations more accountable. Ranking
charts may compel organizations to consider useful strategic and tactical adapta-
tions that may benefit the field as a whole. Finally, charts may contain accurate in-
formation about the relative worth of entities within the field being compared.

One flaw with narrow metrics such as ranking charts is that they tend to be
overweighted as signals of performance. Perceivers rarely pause to check the reli-
ability and validity—or lack thereof—of such measures. The dimensions, values,
or qualities traded off to create a simple measure may lack accuracy or generaliz-
ability. Visible criteria may obscure more encompassing latent criteria that are
more predictive of performance. For example, teaching-based MBA rankings can
be easily mistaken as an index of the research quality of a school.

Categorization

Categories enshrined in market information regimes confer legitimacy
(Zuckerman, 1999). When particular domains of activity within a field are inap-
propriately or not at all categorized, they suffer from lack of attention and are per-
ceived to be less attractive. A publicly quoted company that does not neatly fit into
security analysts’ categorization schemes is penalized with a discounted value.

Seen in this light, the various categories of Billboard’s charts are more than
mere labels reflecting the industry’s market segments—they are party to attempts
by actors to reproduce and reshape the field. For new genres seeking legitimacy,
obtaining their own category of Billboard chart symbolizes a significant step for-
ward. Supporters of the grunge-style “alternative” heavy rock music, which they
thought of as different from pop or “soft” rock, declared a victory of sorts when
Billboard inaugurated the Modern Rock chart in 1988 because it was critical to
consolidating their social movement. Similarly, when the SoundScan chart re-
vealed the commercial importance of country music albums, Billboard magazine
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changed the name of the Top Pop Albums to Top 200 Albums, dropping “pop”
from the title at the behest of country music record executives.

Aspiration

Market information regimes implicitly command those subjected to ratings and
rankings, in a very self-serving way, to aspire to chart well. Field participants who
do not perform as well as expected in a ranking exercise might experience threats
to their social identity and find various ways of coping, including a reassessment of
their relative standing and reframing or discounting of market information
(Elsbach & Kramer, 1996).

One powerful but unintended consequence of such an aspiration is tacit encour-
agement of maladaptive behaviors focused on improving a social actor’s ranking
position. An extreme example: Kevin Hughes, a Nashville-based chart compiler
for Cash Box magazine was allegedly murdered in 1989 because he refused to
comply with a record promoter’s threats to assign a “bullet” to a record. A benign
albeit insidious consequence of the aspiration to chart well may be that leaders that
are on a short leash in an organization may focus too much on seeking short-term
improvements in rankings and thus may misallocate resources that can ensure
long-term success.

Commensuration

Market information regimes help participants make sense of particular product
markets within a field. The various charts in Billboard magazine help readers un-
derstand the dynamics of particular genres such as pop, rock, and R & B. Ennis
(1992) showed that readers’ commensuration of such dynamics—that is, whether
one market is more or less active than another—is very much guided by purposive
choices that staff at Billboard magazine make in creating a particular chart that can
be compared with others. In presenting particular product markets, the magazine
has to constantly make judgment calls about categorizing producers into markets
as appropriately as possible. For example, a country single should be shown chart-
ing in the country chart rather than the R & B chart.

However, products that are anomalous with existing categories prompt intense
commensuration activity that can be a source of product market innovation within
the field (Rosa, Porac, Runser-Spanjol, & Saxon, 1999). Market information re-
gimes contain highly standardized and predictable categories. When a new prod-
uct appears in a field but does not neatly fit an existing product category, the fact of
its anomaly prompts sense making about its most appropriate category, especially
if it is commercially successful.

For example, when auto manufacturers began introducing truck-like cars and
car-like trucks in the early 1980s, various auto trade periodicals struggled to clas-
sify the new products as cars or trucks. Eventually, a new category called
“minivan” was created by the periodicals to make sense of the new product and this
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helped cohere sense making on related field activity. The incommensurability of
the minivan with the category of car or truck prompted auto producers to create a
new and coherent niche for it.

Rationalization

The influence of market information regimes within a field is pervasive because
they furnish categories “to think with” rather than categories “to think of”
(Douglas, 1986). In providing the cognitive infrastructure of an organizational
field, market information regimes seek to do their work invisibly as possible
(Bowker & Star, 1999). However, each regime is underpinned by particular
choices of scope, methodology, and political tone that become visible whenever
changes are promoted and enacted by concerns of technical rationality (Anand &
Peterson, 2000). In the case of the Billboard chart, as measurement technology
evolved to encompass scanner data from retail outlets, replacement of the out-
moded survey-based album chart by the technically superior SoundScan chart be-
came inevitable given the valorization of rationality in Western cultural accounts
of the world (Meyer, Boli, & Thomas, 1987).

When the methodology of chart compilation changed, the scope of the older
Billboard album chart became apparent—it was geared to listing top-selling al-
bums from current artists. Canonical albums by dead or disbanded artists such as
Elvis Presley and the Beatles have always sold well enough to be on a chart of top
200 albums by sales, but these were excluded from the Billboard chart. The adop-
tion of the SoundScan chart prompted the creation of a new chart for “catalog” al-
bum sales that, in addition to providing a more accurate reading of the market, also
helped create a focused niche for such products. The SoundScan chart also re-
vealed that fewer new artists broke into the Top 200 when compared to the survey
methodology. The reduction in new artists in the albums chart—generally consid-
ered lifeblood of the industry—became a political minefield. Billboard coped by
creating a new chart called “Heatseekers,” exclusively devoted to the bestselling
debut artists in order to help field participants apprehend and deal with significant
new actors that were making their mark.

CONCLUSION

Anderson (1991) argued that nothing defines a community as well as a printing
press. In large communities, where members are unlikely to meet each other face
to face, the printing press (and later, its electronic version) helped to spread news
of mutual importance, to inculcate common values, to serve as an archive of shared
history, and to set the agenda for a collective future. Trade publications have
played a vital role in the evolution of the modern culture industries. Publishers
Weekly (131 years old and counting), Variety (99 years old), and Advertising Age
(73 years old) have each, in their own way, shaped the development of publishing,
popular entertainment, and advertising respectively.
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Traditional accounts of the evolution of organizational fields and industries
have highlighted the role of the nation-state, regulatory agencies, professional and
occupational associations, and special interest groups of producers or consumers
as key players. As I have shown here with the case of Billboard magazine, trade
publications do more than report news and reflect opinion; they help members of
an organizational field interact with each other in a profound and meaningful way.
Trade publications such as Billboard magazine are an overlooked but equally im-
portant institution in shaping the development of modern culture industries.
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Are they Playing Our Song?
Programming Strategies

on Commercial Music Radio

�
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Robert Faulkner
University of Massachusetts, Amherst

They’re definitely bullies, no question about that. They’ve truly become the evil empire.

—Ed Levine, Galaxy Communications (Boehlert, 2001, p. 2)

They’re all about quantity, not quality.

They’ve taken the value out of radio and turned it into a commodity.

—Marv Nyren, Phoenix Communications (Boehlert, 2001, p. 2)

For many critics of deregulation and ownership concentration, industry giant
Clear Channel Communications, owner of over 1,000 radio stations in the United
States, epitomizes all that is wrong with commercial radio today. Clear Channel’s
radio empire (whether evil or not) was made possible by the 1996 Telecommunica-
tions Act, which significantly deregulated the commercial radio industry. The
Telecom Act, as it is commonly known, formalized a “shift in the definition of pub-
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lic interest from something determined by regulators to something determined by
the marketplace” (Bates & Chambers, 1999, p. 23). The rapid ownership concen-
tration that accompanied this shift has fueled concerns—even among prode-
regulation conservatives—about the homogenization of programming on
commercial radio stations and calls for reregulation of the radio industry.

The 1996 Telecommunications Act formally lifted restrictions on the number
of stations licensed to a single owner and legalized duopolies—the licensing of
multiple stations in the same market to a single owner. In the wake of the Telecom
Act, mergers and acquisitions accelerated as owners sought to establish radio sta-
tion clusters in markets that would allow them to minimize competition and more
rationally target demographics attractive to advertisers. As a result, many com-
mercial radio stations (especially those in larger markets) formerly owned inde-
pendently or by modest multistation radio groups became part of corporate radio
groups like Clear Channel, Infinity, Cumulus, and Entercom that collectively ac-
count for the majority of programming available in major formats in markets
across the United States (Wirth, 2001). The impact of these dramatic increases in
ownership concentration on the diversity of music programming in and across
markets is less clear. Research evidence is mixed regarding the consequences of
ownership concentration and group ownership on direct format competition in lo-
cal radio markets (Berry & Waldfogel, 2001; Chambers, 2003; Drushel, 1998;
Wirth, 2002) and programming homogenization (Ahlkvist & Fisher, 2000; Greve,
1996; Lacy & Riffe, 1994; Riffe & Shaw, 1990).

While cautioning that several programming philosophies coexist in the indus-
try, Ahlkvist (2001b) suggested that corporate radio’s hegemonic “techno-ratio-
nal” focus may in fact encourage more conservative music-programming
decisions. A key factor in this rationalization of programming has been the in-
creased reliance on research-based selection criteria for deciding on program-
ming content. The research in question involves collection of data on targeted
listeners’ response to records either through phone surveys—known as “callout”
research—or auditorium tests in which demographically specified samples of
potential listeners are brought together to rate elements of a station’s music pro-
gramming. Ownership concentration encourages the use of research—often
overseen by industry consultants—because group owners can employ econo-
mies of scale when conducting research, data can be shared among stations in
clusters and radio groups, and music-programming decisions based on research
can be more easily centralized and systematized.

It seems reasonable to assume that programming choices for stations owned by
corporate radio groups are more likely to be rationally developed and bureaucrati-
cally managed than they would be at independent mom-and-pop stations. How-
ever, when we look more closely at how music programmers do their jobs—how
they use recorded music to produce broadcasts that position stations in music for-
mats and markets in particular ways—the accompanying assumption that owner-
ship concentration therefore leads directly or inevitably to programming homo-
genization appears less reasonable.
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In this chapter we draw on our ongoing research on radio programmers that be-
gan prior to the Telecommunications Act (1996) in order to shed light on mu-
sic-programming repertoires at a time when corporate radio groups like Clear
Channel dominate the industry and most markets. After reviewing relevant schol-
arship on music formats on commercial radio, we reprise a typology of program-
ming repertoires that we identified through interviews with programmers working
at radio stations in different markets and music formats (Ahlkvist & Faulkner,
2002). Aided by this conceptual framework, we explore some of the key implica-
tions of ownership concentration and market oligopolies for radio programmers
and the programming they produce.

MANAGING MUSIC FORMATS

Previous studies of music radio have focused on the way programmers weigh input
from record companies, along with information about records’ popularity and au-
dience preferences when making record-selection decisions (Ahlkvist & Fisher,
2000; Berland, 1990; 1993; Hennion & Meadel, 1986; Negus, 1992, 1993;
Rothenbuhler, 1985, 1987; Rothenbuhler & McCourt, 1992; Turner, 1993). How-
ever, little is known about variation in how programmers working in different
structural contexts seek to coordinate recording industry pressures, information on
records’ potential, and indicators of audience demand. We argue that understand-
ing how music reaches the commercial airwaves requires that variation in pro-
grammer practices be explained. Pivotal to such understanding is acknowledging
that music programmers mediate between the recording industry and their audi-
ences. In this role, programmers must navigate a course between programming
music that works for the station’s format and is effective in targeting desired listen-
ers, and pressure from record companies that can not only supply programmers
with records to play, but also provide promotional support for the station.

As one program director put it, a radio station and a record company are “two
different companies going in different directions” but “where we intersect is that
they want a hit record, we want a hit record. We want a hit because we want every-
body to listen to us to hear the hit, they want a hit because it sells more units.” In
our research we seek to distinguish particular sets of practices that programmers
use to address the tension between what record companies would like them to
play and what music they think will make their stations successful. Accordingly,
we identify four ideal types of programming repertoires that programmers em-
ploy and discuss the ownership, market, and format conditions under which each
is likely to be predominant.

Contemporary commercial radio stations in the United States program music
in a variety of formats such as Adult Contemporary (AC), Top 40 or Contempo-
rary Hit Radio (CHR), Adult, Album Alternative (AAA or Triple A), Country,
and Modern Rock. Greve (1996) defined radio formats as “a combination of pro-
gram content, announcer style, timing of programming and commercial mate-
rial, and methods for listener feedback and quality control” (p. 39). Radio
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stations’ music formats are the basis of the “uneasy symbiosis” between radio
and the recording industry, in which record companies use radio to promote their
records and stations use music to target listeners that are attractive to advertisers
(Barnes, 1988, p. 39).

To varying degrees, programmers seek record service—a reliable free supply of
the latest music—and promotional added value—such as advertising time buys,
contest prizes, merchandise giveaways, and concert sponsorship—from record
companies in exchange for playing their records. Record company promotions
staff—reps, record people, promoters—and independent promoters (indies) en-
courage radio programmers to add records to their playlists to expose them to the
station’s listeners and as part of the promotional push to move records up the charts
published weekly in trade magazines like Radio and Records (R & R), Gavin, and
Billboard. Stations that report their playlists to trade magazines, or have their pro-
gramming monitored electronically by BDS (Broadcast Data Systems), are espe-
cially influential because their airplay provides the raw data for the weekly trade
charts. The trade charts are important to record companies because programmers
are thought to consider a record’s movement on the charts when deciding whether
or not to add it to their station’s playlist. According to Negus (1992, 1993), radio
programmers’ response (or lack thereof) to promoters’ sales pitches has important
consequences for record company agendas and their policies regarding signing,
recording, and promoting artists.

Most previous studies of music radio employ an analytical perspective that fo-
cuses on the selection criteria used by programmers to screen records. Conceptu-
alizing music programming as a selection process and programmers as
gatekeepers who decide which records make it through the gate onto the air has
led researchers to emphasize programmer isomorphism and selection criteria
based on conservative programming practices. From this perspective, program-
mers are depicted as relying on research, consultants, and trade publications in
an effort to rationally reduce uncertainty about which records are viable for at-
tracting a specific target audience (Berland, 1990, 1993; Negus, 1992, 1993,
1999; Rothenbuhler, 1985, 1987; Rothenbuhler & McCourt, 1992; Turner,
1993). Historical case studies emphasize that reliance on such programming
practices stems from the shift toward what Berland (1990) described as a
“techno-rational” industry logic (Barnard, 1989; Miller, 1992; Peterson, 1978,
1993; Wallis & Malm, 1993).

Only two previous studies of music radio considered that, despite the industry’s
consolidation and rationalization, all programmers might not act alike. Criticizing
the prevailing pessimistic perspective on music radio for “undervaluing its varied
modes of production,” Grenier (1990, p. 231) contrasted how programmers incor-
porate the same record into different formats. More recently, in a study of profes-
sional discourse on music programming, Ahlkvist (2001b) examined the different
orienting “programming philosophies” articulated by radio programmers. In our
research we examine programmer variation by focusing on the practices used to at-
tract listeners and negotiate relations with record companies.
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METHODOLOGY

This study is based on interviews with 32 programmers at 28 commercial music
stations in three accessible geographic regions in the United States.1 These inter-
views ranged from 1 to 2.5 hours in length, with most lasting about 1.5 hours. In-
terviews were tape-recorded and subsequently transcribed. An interview guide
was used so that all programmers were asked about the same range of topics, but
the basic protocol was adapted to suit variation in the programmers’ experiences
and concerns. Questions focused on programmers’ career in radio, methodology
for selecting records for the playlist, use of research, and relations with record
companies. In addition, we asked programmers about the organization, owner-
ship, and format of the station they currently worked for. Informal conversations
with members of stations’ programming and on-air staff, observation of program-
mers and on-air talent at work, attendance at music meetings, and material from
station web sites were used as supplemental data. Articles and editorials published
in trade magazines, radio textbooks (Carroll & Davis, 1993; Keith, 1996), how-to
guides (MacFarland, 1997; Norberg, 1996), and programmer memoirs (Ladd,
1991; Sklar, 1984) helped us put our primary data into a broader industry context.

In order to interview programmers working in different markets, we focused
on stations in three regions. Each region contained a primary market area identi-
fied by Arbitron, the industry ratings service. However, each region also in-
cluded stations that were either located in an adjacent Arbitron market or were
operating in small, unrated markets. In the first region, six stations competed in
an urban market with a population of about half a million people and one oper-
ated on the periphery of this market. The second region included two stations in a
medium-sized market with a population of approximately 700,000, and six sta-
tions were contained in an Arbitron top-10 urban market with over 6 million resi-
dents. It is important to note, however, that three of these large market stations
were located on the periphery of the metropolitan area and were secondary play-
ers in the urban market. Eleven of the stations in the third region competed for au-
dience share in a top-20 urban market with a population of almost 4 million. The
remaining two stations in this region were located in adjacent small markets and
primarily targeted audiences in communities on the periphery of the urban mar-
ket. All but four of the large market stations we studied were licensed to corpo-
rate groups.2 Of these four independently owned stations, however, only one
targeted a metropolitan audience, whereas the others catered primarily to subur-
ban communities on the urban periphery. Seven of the eight medium-market sta-
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selection process, but whose primary responsibility is managing the station’s music library.

2The corporate groups that owned stations in this study were Ackerly Group, CBS/Infinity,
Entercom, Fisher Broadcasting, Saga Broadcasting, and Sandusky Radio.



tions studied were owned by small radio groups that are quite modest when
compared with the station holdings and earnings of the corporations that owned
the majority of the large-market stations.

A TYPOLOGY OF PROGRAMMING REPERTOIRES

Studying how radio programmers make music-programming decisions reveals,
contrary to much of the extant literature, that they do not all use the same practices.
As defined by Tilly (1995), cultural repertoires identify “a limited set of routines
that are learned, shared, and acted out through a relatively deliberate process of
choice” (p. 42). Accordingly, we describe analytically distinct sets of program-
ming practices as programming repertoires. In this section we use excerpts from
interviews with programmers to describe four types of programming repertoires in
commercial radio. As ideal types, these programming repertoires are analytical
constructs that seek to specify distinctive sets of programming practices that are
not employed in their pure form by any individual programmer (Muggleton, 2000;
Weber, 1949). We develop such a typology in an effort to improve upon prior re-
search on music radio, which has tended to portray all programmers as embodying
a techno-rational industry logic. We argue that it is variation in programming rep-
ertoires, rather than record selection criteria or programming practices per se, that
accounts for differences in stations’ music programming.

The Subjective Repertoire

The subjective repertoire describes a set of programming practices grounded in the
programmer’s personal musical sensibility and taste: Programming practices are
based on the programmer’s aesthetic evaluation of records and artists’ credibility.
Passion and love for the music they program help the programmer provide listen-
ers with the best music possible. Accordingly, the subjective repertoire features
practices that allow programmers to educate listeners by exposing them to new and
unfamiliar music, balance their musical preferences with programming that is via-
ble for the station, and maintain relations with record companies that do not com-
promise the format’s integrity. In combination, these programming practices are
geared to promoting the programmer’s musical preferences. This is a program-
ming repertoire that, as one music director put it, “harkens back to seventies pro-
gressive radio. What was that about? Well, it was about the music and we try to
keep it focused on that.”

In this repertoire, quality programming is synonymous with innovation and
the emphasis is on breaking new records—being one of the first stations to play
them—that programmers judge worthy of being heard on the air. A primary
reason for breaking records is programmers’passion for a song or artist. As one
programmer explained: “Not every record is going to be number one and every
once in while there’ll be a record you know is not going to work [become a hit],
but you need to play it because it’s a format-defining record. It’s something that
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stands up and is groundbreaking and maybe people aren’t going to get it, but we
need to play it.”

This drive to innovate and take chances with new music makes research a sec-
ondary factor. As one programming director explained, “I find music research to
be inherently flawed because they base so much of it on familiarity and that’s just
inherently contradictory to what this format is all about, which is new music.” In
this repertoire research is no substitute for being a music fanatic: “You know what?
At the end of the day it’s just a tool and if you really love something you’re going to
keep playing it, you’re going to figure out a way of doing it.”

In order to be useful to programmers working in commercial radio, however,
the subjective repertoire must also offer a way to curb their aesthetic judgments
so that they are not “too hip for the room.” Consequently, the repertoire incorpo-
rates practices that enable programmers to compromise their personal standards
to some degree and play records they do not personally think measure up. Pro-
grammers must acknowledge that there is a gap between their musical tastes and
what the majority of the station’s listeners want to hear. Records that program-
mers view as lacking in quality may be added to the playlist if they are seen as re-
cords that the station cannot afford to ignore because listeners expect them to
play them. Here is how one programmer explained why she recently put a “pretty
generic record” into heavy rotation: “It didn’t strike me passionately, but it’s a
good radio song and as far as the alternative charts go, it’s a number-one song.”
Another programmer put this more strongly: “This is a good example, this song
that’s on the air right now I detest, I detest! And we’re testing it [playing it in slow
rotation] because it is [points it out as a hot single on the R & R chart] this song.…
So I can’t say no because after a while that just becomes my ego trying to keep a
song that people like off the air.”

Even programmers who count on their subjective ear for musical quality realize
that programming a commercial station requires a degree of sensitivity to audience
conceptions of a record’s suitability for the format—reflected in the trade charts—
that are different from their own.

In this repertoire, relationships with record companies are founded on the un-
derstanding that programmers cannot be pressured into playing records. One pro-
gram director described herself and her programming staff as “moral bastards: We
don’t add records for money, we don’t add records for promotions, we don’t add re-
cords for much other than the merit of the records, and that’s a dying breed of pro-
grammer.” Programmers’desire to maximize the aesthetic quality of their station’s
music programming encourages relationships with record promoters who have a
better appreciation of the format’s aesthetic potential.

As one programmer explained, “You get to know the record company people
over the years. Some of them have a good sense of the radio station and others
don’t, and in a way you temper it [decisions about which records to add to the
playlist] with what that person’s sense of judgment is like.” When record promot-
ers don’t respect or understand the station’s format or the programmer’s priorities,
however, the repertoire dictates a hard-line stance: “And I don’t let myself get bul-
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lied … [As a programmer] I’m a total hard ass.… I know what’s right for my radio
station, the record label doesn’t.” Even when relations between programmers and
record people are good, however, conflicts do occur when promoters are under
pressure to get adds. One country programmer who described her staff as “a little
tougher” on record promoters than other stations discussed how she deals with
pressure from record companies:

There are times when they’ll call us and say, “Are you out of your mind? You can’t
hear this? This is the biggest hit since ‘Achy Breaky Heart,’ the biggest hit since
LeAnn Rimes’ ‘Blue’ and you can’t hear it? You’re the only person in the whole
country who can’t hear it!” Well I’m sorry, we have a lot of other choices and we’ve
chosen to go with this [another record] instead. It’s hard because you want to try to
help if you can and we want to expose new artists and new music as much as anybody
else but we are totally at odds with the record labels in terms of goals: Their goal is to
sell records, our goal is to keep listeners.

The Analytical Repertoire

In contrast to the subjective programming repertoire, the analytical repertoire is
based on the assumption that what matters in the profession is an ability to objec-
tively assess audience demand and record viability, rather than an ear for music.
This programming repertoire is characterized by the use of research data as the pri-
mary factor in music selection, a conservative approach toward breaking new re-
cords, and practices that maximize autonomy from the recording industry. This
programming repertoire encompasses the practices commonly decried by critics
of corporate radio as complementing ownership concentration and responsible for
the increased standardization and decreased quality of music programming.

According to the analytical repertoire, the best way to ensure that program-
ming is listener driven—an impartial response to scientifically measured target
audience demand—is to base music selection decisions on research data. As a
programmer explained, programming records that “test well” is “a way of mak-
ing sure that before you submit listeners in your area to a record, it’s as viable as
can be known.” Interestingly, even programmers who are committed to ground-
ing their work in research acknowledge that this practice compromises the qual-
ity of music programming.

Talking about the records that make it onto his station’s playlist, one program
director reflected: “I hate to say it but, it’s the tested music, the music that’s come
through [being tested]. Is it smart? Yes. Is it great radio? No. Not in my opinion.”
Such “smart” programmers’ tastes in music and sense of aesthetic quality have lit-
tle to do with their work in radio. It is their ability to use research data that makes
them good programmers. Once they have interpreted the numbers, programming
is just a matter of playing records that the research suggests the station’s target de-
mographic will respond to positively and avoiding records that get too many nega-
tives. In the analytical repertoire, finding out as precisely as possible what the
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targeted audience wants to hear is the key challenge because, as one programmer
noted, “you’ve got to make sure that you have the right product out there in front of
your listener.… There’s a lot of money to be made here and we’re going to test all
this stuff and we’re going to make sure we have the best product.”

In the analytical repertoire, if one has good data there is little point in taking
risks with new records and artists. It makes more sense to follow, rather than to try
to lead, the industry trends reflected in the trade charts because it is assumed that
listeners prefer familiar records and are more likely to punch to another station if
they hear something unfamiliar. Watching and waiting are upheld as the smart way
to program a station, whereas taking unnecessary risks with unproven material is
considered unprofessional. Referring to colleagues who break a lot of new re-
cords, one programmer pondered, “Why do these people do it? Generally it’s be-
cause they’re not real good programmers.” When asked how such stations survive,
the same programming director shook his head and replied, “They play a lot of
crap, they’ll get killed eventually.” Of course, if programmers wait until every re-
cord they play is beginning to get burnt (overplayed), the station begins to sound
stale. However, as one AC station’s program director explained, it is possible to
minimize the risk of playing new records:

I don’t jump out on songs usually that are by unknown artists.… [However,] “Music”
by Madonna [an established artist] is probably a good choice right now because Top
40 and Hot AC are both starting to play that record. Well, we can slot that into our
call-out without even playing it and get a read from our audience and we can say,
“Well, 50% say it’s familiar, they really don’t know what it is yet, let’s hold off an-
other couple of weeks.” And then we put it back in and you never know. We did that
with “Oops I Did It Again” by Brittany Spears. She’s a Top 40 artist, a teenybopper
artist. We put that song in [the call-out survey] and it came back number one and we
said, “I think we can play this record!”

As this programmer’s comments illustrate, the analytical repertoire includes
practices geared to making sure that new records are safe to play.

The analytical repertoire also promotes avoidance of close relationships with
record promoters, which are seen as a threat to the programmer’s objectivity. Un-
like the subjective repertoire, this repertoire includes no practices for determin-
ing the viability of a record before it breaks, making programmers unlikely to
cooperate with record company promotional agendas for new records and artists.
Acknowledging that many programmers “can be more or less manipulated by
these people [record promoters],” one music director described how he deals
with record companies:

For example, record companies will approach us and say, “Well, we’d love to have
your support on this new artist, this new record, and if we were to secure airplay we
would arrange this great promotion where we could fly a couple of people to the west
coast to see Dave Matthews.” It happens all the time and is pretty accepted, but it’s
just something we don’t do, we just avoid that kind of thing. Some radio people say,
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“I get beat up by these record people all the time,” but I don’t feel that way: it’s our
radio station and we’re going to do whatever the hell we want with it. I would just
hate to be in a situation where I felt I had to play a record because I owed somebody a
favor, so we just avoid it.

The analytical repertoire downplays the importance of getting promotional ex-
tras from record companies because this is seen as a guaranteed way to lose auton-
omy and end up playing too many stiffs, records that do not work for the station’s
format and increase the tune-out factor. In this repertoire the risk of playing stiffs
outweighs any advantage gained from record companies’ supplements to the sta-
tion’s promotional budget. The problem for programmers who accept record com-
pany promotions, according to one programmer who avoids them, is that “they
have a lot of promotions and they have a lot of stinky records on their stations.” Not
surprisingly, relations with record promoters are characterized by programmer hu-
bris, as in the case of the programmer who explained that, “The record companies
work for me.… They are lucky that they have us to talk to. Record companies need
us more than we need them.… I don’t need record companies for shit!”

The Populist Repertoire

The populist programming repertoire is made up of a set of practices that enable
programmers to be the institutional ears of their target audience, selecting records
based on criteria similar to those used by the station’s listeners. Meeting audience
demand depends neither on programmers’ subjective evaluation of records nor on
their reliance on research data. Instead, this programming repertoire’s practices
enable programmers to listen like a listener, avoid becoming dependent on re-
search, and negotiate quid pro quo relationships with record companies. We de-
scribe this programming repertoire as populist because it defines a set of practices
designed to cater to the audience by minimizing the gap between the radio profes-
sional and the listener.

In the populist repertoire, the programmer’s primary goal is to manage the
format to fit the expectations of the local audience. In this repertoire, program-
ming music is, as one programmer explained, “a black art. It is not a science.” In
practicing this art, “a sense of the [listening] community is more important than
an infallible sense of music.” Neither research-based analysis nor subjective mu-
sic appreciation guides programmers using this programming repertoire. Rather,
programmers are to rely first and foremost on their affective reaction to records:
“I pick music by feeling, music is emotional basically, if it strikes something in
me, hopefully it will strike something in our listeners too.” This programmer is
not, however, suggesting that he selects records based on personal taste or sub-
jective aesthetic criteria, but on his sense of how a typical listener might respond
to a record. As he went on to explain: “[I] think of the one guy who’s driving his
Volvo home from his day at the law office and he’s got your radio station on. Does
he want to hear this [record]? Who cares if everyone in [the city] wants to, does
this guy want to hear this?”
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The ear that matters is an ear for what a listener will hear in a song: “I’ve been
blessed with a good ear to be able to hear good bridges and good chords and good
songs.… Songs stick out and ‘You know what? I’m singing this song in my head I
bet our audience would do the same thing.’” The target audience is imagined based
on programmers’ intuitive sense of the demographic that they themselves reflect,
albeit imperfectly. Comparing his station’s core listeners and his programming
staff, a programmer explained, “Because we grew up together, we know what’s go-
ing on in terms of music, in terms of what music will make somebody feel good.
We have an idea of what, musically, will work with my generation.” Another vet-
eran programmer echoed this sentiment and added, “I’m lucky because I person-
ally like most of the stuff we play, but I’m not going to let my personal likes or
dislikes affect what we do because at the end of the day it’s up to the audience to
play what they like, not what I like. People have tried to educate listeners for years
and it’s always been a failure.”

In the populist repertoire, determining who the target audience is and what
they want to hear on the air is based on knowing your audience, insight that re-
search alone cannot provide. Being sensitive to the sound that local listeners sim-
ilar to themselves expect from the station’s format also means being skeptical
about the usefulness of information on how records are testing in other markets.
“I’m maintaining that a guy from Seattle, Washington doesn’t know what this
[Northeast market’s] listening audience wants as much as I do,” argued a pro-
grammer while explaining why he is skeptical of consultants’ programming ad-
vice. He went on to add:

The consultant will tell you, “This song is testing well, this song isn’t testing well,
you should drop this song, you should move this song into heavy [rotation].” Sorry,
you get back to regionality where some songs do better around here than they do out
west and I don’t care what so and so from California or New York is telling me—that
this song is testing well. If it’s testing well for you, it may not be testing well for us.

The populist repertoire commits programmers to conceptualizing the local
audience as requiring customized music programming through a format that is
not replicated in other markets. Accordingly, programmers should not be con-
cerned with conforming to industry expectations about music formats, as illus-
trated by the programmer who dismissed the significance of his station’s format
designation in the trade magazine Gavin as little more than “a buzz word that ad-
vertisers like to hear.”

The importance of the programmer being tuned in to what listeners want to hear
on the station is complemented by ambivalence about working with record compa-
nies: “It’s kind of a love-hate relationship. You’d almost rather not deal with them.
But if you don’t, you won’t get the stuff you need.” Rather than cultivating close re-
lationships with promoters, however, the populist repertoire specifies a need for
quid pro quo relationships. One programmer described such relationships bluntly:
“The record companies basically whore themselves. There’s no other way to put it.

10. ARE THEY PLAYING OUR SONG? 165



I do them a favor, they do me a favor. I play a piece of garbage sometimes that I
shouldn’t be playing … [but] you never know when you’re going to need them.” To
get reliable record service and promotional support in order to make sure listeners
get the music and added value they desire, programmers must sometimes play ball
with promoters who they view as “The kings of bullshit … the worst salespeople
you’ve ever seen in your life! You know, the guy who sticks his foot in the door?”

The Collaborative Repertoire

The final programming repertoire in our typology brings together practices that
anchor music-programming decisions in collaborative relations with record com-
panies. Rather than independently—either via research or according to program-
mer judgment—determining which records to put on the air, the collaborative
repertoire is so named because it is made up of practices that align programming
decisions with record company promotional agendas. This programming reper-
toire includes practices that minimize breaking records that turn out to be stiffs,
maximizing promotional added value, and weighing record companies’ sales
pitches against other information.

The collaborative repertoire prioritizes cooperating with record companies to
break records and expose new artists. Programmers describe their stations as inte-
gral to record promotion: “We’re a good launching point,” “we start a lot of pro-
jects that work out real well,” “we sell a lot of records.” The programmer is
expected to follow the record company’s promotional agenda by playing and pro-
moting the current single. As one music director explained:

For example with the new Eminem album there’s songs I like better than the new sin-
gle, but it wouldn’t make sense not to play the new single because MTV’s behind it,
he’s performing it on TV and things like that … so you’re only going to help yourself
and help the record be more familiar if you stay in the game plan.

Following the record company’s game plan often involves a trade-off in which the
programmer agrees to get on board to play a hard-to-break work record in ex-
change for promotional added value. One programmer offered a clear example of
this while discussing her sister station’s recent promotional coup:

JAM just did their big “JAM Fest” [an annual concert sponsored by the station] and
in order for them to get Korn, a big, big, huge, enormous band right now, the label
would say, “Okay, we’ll give you Korn, but you have to play my blah blah blah re-
cord.” And it’s up to the individual programmer to figure out how much of that they
want to do and how much of that they can do without sacrificing what the sound of
their radio station is.

The risk to programmers of breaking records that may turn out to be stiffs is mini-
mized to some degree when the record company gets behind the project
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promotionally. Such support improves the chances that the record will be a hit and
at least cushions the negative impact on the station’s music mix if the song tanks.

The collaborative repertoire not only offers programmers a way to offset the
risk of breaking records, it also includes practices designed to help the station get
the most out of promotional incentives available from record companies. For ex-
ample, a programmer whose music programming is monitored by Billboard ex-
plained how she convinced a record company to compensate the station for taking
a chance on a new artist’s record and spinning (playing) it a lot:

We’ve spun this song 379 times, which is more than any other station on the [moni-
tored] panel [of stations]. So, when it comes time for them to play [a concert in] our
market [another station in the market] wanted to copromote that show. And what I
can do is say [to the record company], “Hey, we played this song more than any other
station in the country, you’d better not let them have anything to do with that show.”
And they [the other station] don’t and we’re owning the show. It’s all a leverage thing
when you have this kind of power to contribute to the charts.

In addition to playing records with the most hit potential, programmers collaborate
with record companies to promote artists and records that they can own—that be-
come identified with the station through promotions and airplay. A music director
contrasted such an artist with one that offered the station less promotional mileage:

For instance, we have this band Shivery and they have a song on the station that’s just
making people go mental every time they hear it: [in high voice] “Oh my whoa,
whoa, God what is that?” So we’re like, “Something’s really happening here and this
could be a good band for us.” Let’s bring them to town and do a show and the label
will bring them in for free and we’ll record it and get a song for our upcoming [CD]
sampler. We wouldn’t do it with a band like this that’s on the radio right now, Travis,
because we can’t own them, they’re getting played on too many stations.

The collaborative repertoire encourages programmers to come through for re-
cord companies when they need help on a promotional project and this some-
times involves playing subpar records. However, as one programmer explained,
“You have to know when you can do a favor for a label and help them out and
when they can help you out and what the limits of that are.” When a programmer
is contemplating adding a likely stiff to their playlist an important consideration
is whether the promotional benefits are worth it: “Oftentimes if a label is coming
at you with a lot of incentives to play the record, it means the record is shit and the
only way you’re going to get that record played is by giving all these incentives
and doing all this stuff. And then you have to weigh it.” But, as a music director
confessed, “Sometimes you make mistakes and end up playing a record that you
never should have because you know it’s a priority for the label.” To guard
against this undesirable outcome, programmers with friends in the record busi-
ness need to stay objective:
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You get so close [to record promoters] that you don’t really have an objective
look at things and that’s the thing you really have to pay attention to … Dada has a
new song out now that I don’t particularly think is all that great. And we love
Dada and we like the label, but today we’re not going to play that one because I
don’t think it’s worth taking up a spot on my playlist for. So, I think it’s very im-
portant that you stay objective.

To remain objective and not let close relationships with record promoters get
the best of them, programmers using this repertoire pay close attention to industry
indicators of how records that promoters want them to add are doing at other sta-
tions and on the trade charts. As one program director of a rock station explained,
“On a national level if the key modern rock stations are banging the shit out of a
song that is a pretty good, influential piece of information for us.” The collabora-
tive repertoire positions the radio industry as a key reference point for program-
mers to help balance the promotional spin from record companies.

PROGRAMMING REPERTOIRES AND MUSIC FORMATS

Although previous research on music radio describes key aspects of the re-
cord-selection process, the structural conditions that make different program-
ming repertoires logical and the consequences the use of these repertoires have
for stations’ music formats are not well understood. Our typology of program-
ming repertoires reveals how programming practices are related to music format
variation and helps us trace the role of structural factors in promoting or con-
straining the use of each repertoire. Ahlkvist and Fisher (2000) showed that
larger market stations, especially those licensed to group owners, employ more
conservative music-selection strategies and produce more standardized pro-
gramming than those in smaller markets that are more likely to be independently
owned. Accordingly, we also discuss the way that market size and station owner-
ship coincide with programmers’ use of each repertoire.

The subjective repertoire’s emphasis on practices that draw on the program-
mer’s musical taste and expertise produces formats that are music intensive. Al-
though such music formats are oriented toward niche audiences, they encompass a
relatively wide range of music within the format’s genre boundaries, reflecting
programmer commitment to broadening listeners’musical horizons through inno-
vative music programming.

Among the stations we studied, the use of the subjective repertoire was most ap-
parent among programmers managing rock-based formats such as Adult, Album,
Alternative (AAA), and Modern Rock. Whether targeting an older or younger de-
mographic, these formats are characterized by relatively low repetition and high
levels of record diversity. These are stations with extensive music libraries and of-
ten feature specialty programming that comes close to being free-form and in-
cludes music from nonrock genres such as techno, jazz, and world music.

We identified programmers using this repertoire in the large, medium, and
small markets that we studied. However, because these formats require an audi-
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ence of music-intensive listeners, stations in less populated markets cannot af-
ford to be as niche oriented as those in larger markets. To use the subjective
repertoire in smaller markets, programmers must either make compromises to
broaden the station’s appeal or tolerate a smaller audience share. In larger mar-
kets programmers managing these formats have access to sizable audience seg-
ments and can afford to be more committed to the subjective repertoire while
maintaining their ratings. In larger markets these formats have the potential to
bring in respectable advertising revenues because they target more affluent or
high-consuming demographics, making stations programmed via the subjective
repertoire suitable additions to corporate groups.

Using the analytical repertoire results in programming that features high repeti-
tion and low musical diversity because programmers focus on playing safe hit re-
cords in the hopes of reaching a mass audience. This programming repertoire is
useful for managing variants of the Top 40/CHR and AC formats, including hy-
brids such as Hot AC, all of which stress playing the hits and abide by the mantra
that “you’re never hurt by what you’re not playing.” These formats are the ances-
tors of the tight research-based Top 40 jukebox formats developed in the mid
1950s (Denisoff, 1986).

Among the interviewed programmers, those most committed to applying the
practices associated with the analytical repertoire worked for large- and me-
dium-market stations that were part of corporate radio groups. This is largely ex-
plained by the fact that the objective repertoire requires the use of expensive
research that corporate groups are best able to afford and use efficiently. The ana-
lytical repertoire justifies the expense of research with the promise that it is the
most effective way to reach a large and profitable mass audience.

The populist repertoire can be traced back to the independent, locally focused,
personality-driven formats that emerged to compete with radio networks in the
1950s (Leblebici, Salancik, Copay, & King, 1991). Using a repertoire that is dis-
tinguished by the centrality of programmer similarity and responsiveness to the lo-
cal audience produces very different mass-appeal formats than reliance on the
analytical repertoire. The music formats of the stations we identified as managed
by programmers relying on the populist repertoire’s programming practices could
be described as AC and Country, although the programmers felt these labels were
too restrictive to describe their stations’ formats. Reliance on the populist reper-
toire results in music programming that is more idiosyncratic than that offered by
the cookie-cutter formats produced by programmers favoring the analytical reper-
toire. Given that programmer intuition for what listeners want to hear on the air
takes priority over research in this repertoire, music programming strays from the
format mainstream reflected in the trade charts. Although familiarity is important,
musical repetition is curtailed in an effort to maximize time-spent-listening ratings
and listener loyalty to the station. Listener exclusivity was important for program-
mers using populist practices to manage their formats because they all operated in
small markets or on the margins of large markets where there was minimal compe-
tition for a mass audience. Unsurprisingly, these programmers’ stations were
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owned independently or by small radio groups. It is unlikely that most corporate
groups would find this programming repertoire and the resulting music formats
compatible with their financial objectives. In fact, such stations may be at risk for
being bought out by corporate groups and automated to play mass-appeal jukebox
programming developed outside the market by programmers drawing on the ana-
lytical repertoire (Fairchild, 1999).

Finally, programmer use of the collaborative repertoire dampens the innovation
and diversity fostered by the subjective repertoire. In addition to rock-based for-
mats, we identified programmers relying on the collaborative repertoire to manage
dance-rhythm, smooth jazz, and country formats. These formats use relatively
heavy repetition of familiar records to provide a safe backdrop for introducing new
music. This requires a format with narrow aesthetic parameters that constrains the
range of styles and artists that can be heard on the station.

Among the programmers we studied, those most committed to the program-
ming practices encompassed by the collaborative repertoire worked for corpo-
rately owned stations located in large and medium markets. Successful use of the
collaborative repertoire requires a large enough audience to make targeting a
narrow fragment profitable. This programming repertoire appears to comple-
ment ownership concentration in commercial radio. Companies that own sta-
tions in similar formats in multiple markets may have greater leverage in
negotiating for promotional extras due to their increased playing power and abil-
ity to help break records.

The process through which radio stations help to transform records into popular
music has been described as a sequence in which smaller market stations break re-
cords, helping to move records up the trade charts and providing promoters with a
story to encourage larger market stations to add the record (e.g., Barnes, 1988;
Negus, 1992). Our study reveals that this process is based on the use of different
programming repertoires. The subjective repertoire is important for breaking re-
cords and generating the buzz that will encourage more conservative programmers
to take risks with new records and artists. Despite the initial importance of getting
such stations to add records to their playlists, promoters rely on programmers us-
ing the collaborative repertoire to generate the adds and spins that will make a re-
cord a hit in a niche format.

The ultimate goal of record companies is usually to have a record cross over to
mass-appeal formats where they will be heard by a wider range and larger number
of potential record buyers. Programmers using the populist repertoire can often be
persuaded or pressured to introduce niche format hits to their more mainstream au-
diences. However, the esoteric mass-appeal formats that these programmers man-
age are less useful to record promoters than formats managed by programmers
employing the analytical repertoire who can provide airplay at larger market sta-
tions. The analytical repertoire leads programmers to be very conservative, and
skeptical about what programmers using the populist repertoire are playing. These
programmers add records only once research indicates that they will perform for
the station. With the possible exception of the populist repertoire, each set of radio-
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programming practices serves an important function in the production of popular
music in today’s corporately dominated radio industry.

PROGRAMMING REPERTOIRES IN THE 21ST CENTURY

Our typology of programming repertoires offers a framework for understanding
programmer methodologies, constraints on their use, and their consequences for
programming content. Since we began studying commercial music radio in the
early 1990s, much has changed in the industry and on the air due to ownership con-
centration and market oligopolies. Given the focus of our research on programmer
decision making, we are particularly interested in developments that shape pro-
grammers’ ability or willingness to draw on the programming repertoires we have
outlined. Two such recent developments stemming from these twin structural
changes are station clusters and a new form of payola. We briefly discuss these two
developments because they illustrate how the prevailing organization of corporate
radio groups threatens programmer autonomy and constrains their effective and
creative use of programming repertoires, making standardized programming an
increasingly likely outcome of the programming decision-making process. In our
conclusion, we consider the organizational causes of these developments and the
possibility of radio groups reengineering their cultural production process.

Rationalization of programming implies increased input into decision making
about what goes on the air from those higher up in the organizational hierarchy,
and less from those at the lower end (ironically, those in closest proximity to the ac-
tual broadcast). In station clusters, there is the further possibility of locating pro-
gramming decision making outside individual stations so that programming is
done at the cluster or even corporate level. Those who see radio as a fundamentally
local medium decry such shifts in programming up the corporate chain of com-
mand and, in light of our typology of programming repertoires, we would expect
such a shift to encourage use of the analytical and collaborative repertoires be-
cause these are most amenable to rationalization.

If people higher up in the corporate hierarchy are making programming deci-
sions, we assume that research and coordination with record companies are strate-
gically prioritized in considering the market and format positioning of the
corporations’ stations in relation to each other. In contrast, there is less room for
programmer use of subjective and populist repertoires, because these imply hands-
on programming.

Based on interviews with programmers working in station clusters owned by
several major radio groups in a large market, Ahlkvist (2001a) observed a num-
ber of commonalities that are suggestive of how programmers are affected by
market oligopolies. First, programmers reported losing decision-making auton-
omy in the face of increased scrutiny from station and cluster managers, pro-
gramming consultants, and company programmers outside the cluster.
Programmers talked about the fact that there is less room for programmers who
are passionate about music, as they are increasingly pressured to take more of a
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business perspective based on research and input on the numbers from those
higher up in the organizational hierarchy.

Second, programmers described their jobs as increasingly “administration in-
tensive” as they had to shift their attention toward the bottom-line concerns and
away from programming decisions. When asked about the impact of these devel-
opments on station programming, most of the interviewed programmers admitted
that they probably have not been good for listeners—playlists are tighter, there are
more commercials, and there is less regionality. Veteran programmers reminisced
about the good old days when music programming was their only concern, when
direct format competition motivated them to take more risks and pay closer atten-
tion to what local listeners wanted to hear on the air because they were fighting
over audience share.

Critics of deregulation and recently even some formerly proderegulation policy
makers like Senators Trent Lott and John McCain have raised concerns that radio
deregulation has unleashed “evil empires” like Clear Channel that have grown so
large that they are fundamentally restructuring the programming production pro-
cess in ways that serve only their own financial interests. Key accusations are usu-
ally leveled at Clear Channel, the largest radio group by far with well over 1,000
stations, and include charges that the major companies have increased advertising
rates and ad volume, encouraged on-air indecency to boost ratings, homogenized
programming content, centralized programming decisions, and used “cyber-
jocking” to replace local DJs with canned shows produced by company jocks that
are edited to sound local. However, given our focus on the centrality of the rela-
tionship between stations and record companies in programming decision making
in music radio, it is renewed concerns about payola that draw our attention.

At issue here is the ability of radio groups to use their size to leverage the re-
cording industry, which has serious implications for what is heard on the air and
programmers’role in selecting music and artists to put on the air. Although play for
pay, or payola, is hardly a new phenomenon in radio, with a critical mass of sta-
tions vital to breaking records and cultivating hits and music sales in the hands of a
few large radio groups, record companies are at a clear disadvantage when it co-
mes to using radio to promote their records and artists.

As detailed by journalists like Boehlert (2001a), independent (so-called indie)
record promoters working for major promotional firms collect an increasingly
high toll from record companies to get records on the air at the stations they work
with and share the wealth with cooperative radio stations in the form of promo-
tional payments. The leverage that large radio groups have over record companies
fundamentally unbalances the symbiotic relationship between radio and record
companies that has been a hallmark of music promotion in the radio format era.
These practices undermine even the much-criticized programmer reliance on re-
search and ironically exaggerate the influence of record companies in music-se-
lection decisions characterized by the collaborative programming repertoire.
Although record companies may be forced to spend large sums of money
(Boehlert estimated that an add at a key trend-setting station costs at least $1,000)
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to get their artists and records airplay at group-owned stations, the fact is that these
payments buy record companies influence over radio playlists and reduce the au-
tonomy of radio programmers in the process.

As highlighted by our typology of programming repertoires, payola in the era
of corporate radio threatens radio stations’ ability to effectively position them-
selves in markets, because programming—the product used to attract listeners—is
compromised. Even the collaborative repertoire, which certainly accommodates a
degree of quid pro quo exchange with record companies and promoters, is pre-
mised on the fact that programmers must make sure that the benefits of engaging in
such exchanges with actors working in the recording industry outweigh the dam-
age they may do to the station’s programming. Payola-driven programming threat-
ens the objectivity that programmers say is vital in productively using a
collaborative repertoire in the interests of the station.

Why might radio groups engage in practices that marginalize programmers
and place programming decisions in the hands of business rather than music peo-
ple? Loomis and Albarran’s (2004) research on general managers of station clus-
ters indicates that the shift toward ownership concentration and market
oligopolies did not trigger business process reengineering at major radio groups.
General managers at the 25 largest radio groups remain task rather than process
oriented, focused on “making as much money for their company as they were
able” (Loomis & Albarran, p. 63) rather than product quality. Such
reengineering “usually requires that established hierarchies become flattened”
(p. 65), and should it occur in radio groups, Loomis and Albarran speculated that
corporate programmers and managers would leave music-selection decisions to
local programmers, even including DJs as part of the programming team. In this
scenario, we would expect that the analytical and collaborative repertoires would
be balanced by the subjective and populist repertoires, with the outcome being
more innovative and diverse program- ming. Furthermore, such reengineering of
the programming process would be at odds with payola, compromising the qual-
ity of the playlist and programmer autonomy.

The forces that might encourage radio groups to reengineer their programming
process are not clear, but will likely be related to increased competition for access
to radio listeners. Short of major reregulation of the radio industry, competition in
the industry may be increased if alternatives to commercial broadcast radio get a
foothold. Satellite radio, Internet radio, and Lower Power FM (LPFM) stations
may be able to draw significant numbers of listeners away from commercial broad-
cast stations by offering alternatives to their radio formats.

In contrast to a broadcast radio industry dominated by corporate groups and
market clusters, these three variants of radio are likely more conducive to uses of
the subjective and populist programming repertoires. Subscription satellite radio
services like XM and Sirius offer commercial-free niche programming. Accord-
ing to Larry Rebich, Vice President of programming and market development for
Sirius, “We are free of conventional music-programming practices. The emphasis
is on music experts and knowledge of the music. Our stream designers—as we call
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them here—are musicologists, journalists, musicians and people who have radio
programming backgrounds” (Clark, 2003, p. 1). Similarly, Internet radio (espe-
cially via wireless webcasting), a form of radio based on narrowcasting and offer-
ing a theoretically infinite variety of formats and opportunities for most anyone to
create their own Internet radio station, offers more music-driven programming
than radio groups are currently likely to produce.

Finally, in theory at least, if advocates of local and public radio can overcome
resistance from the National Association of Broadcasters on behalf of commercial
radio, LPFM stations may offer a viable alternative to commercial radio and pro-
vide fertile soil for use of the populist repertoire. However, Hamilton (2004) cau-
tioned that the Federal Communications Commission tends to view LPFM as
complementary to, rather than an alternative to, commercial radio: “By requiring
and/or rewarding a bureaucratized form of organization, the LPFM proposal dis-
courages experimentation in format, personnel, and participation” (p. 55).

Deregulation and ownership concentration have enabled radio to remain a prof-
itable player in the new media era, but at what cost? Our research on programmers
suggests that corporate control and techno-rational hegemony leave some room
for multiple ways of programming music and positioning stations in markets.
However, the trail that radio giants like Clear Channel are blazing seems increas-
ingly antagonistic to this variety of approaches to music programming and perhaps
even the conventional role of programmers themselves. Although it seems un-
likely that commercial broadcast radio will be significantly reregulated or that
ownership concentration will decrease in the near future, our research does sug-
gest the possibility that radio can be invigorated, even in the oligopoly era, if local
programmers are given the autonomy and authority to employ programming rep-
ertoires to manage station formats.
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Skating on Thin Ice:
Confronting Knowledge
Ambiguity in the U.S.

Motion Picture Industry

�

Jamal Shamsie
Michigan State University

Nobody knows anything.

—William Goldman (1983, p. 39)

These words from William Goldman have been cited extensively to describe the
current status of the U.S. motion picture industry. Yet it is hard to believe that peo-
ple who hold positions of power within the Hollywood establishment do not have
much knowledge about the development, production, marketing, and distribution
of motion pictures. In view of the recent rate of turnover among the top manage-
ment at most of the studios, it is not clear how anyone may be able to hold onto their
position if they have not been able to gather sufficient knowledge about the work-
ings of their own industry. If we accept that most studio executives must at least
possess the knowledge that they need to survive, we must question what may have
led Goldman to make such a statement.
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In order to figure out the meaning of Goldman’s statement, it must be pointed
out that he has built a career based on writing screenplays for the Hollywood stu-
dios. He has had a lot of experience with the responses of these studio executives
to the screenplays that he has pitched to them over years. He came to the realiza-
tion that there are few, if any, clear guidelines for evaluating a script. This means
that most of the executives running the Hollywood studios have little, if any, idea
of which scripts might lead to a blockbuster film. In fact, Hollywood archives are
full of examples of films such as Star Wars, Home Alone, and Forrest Gump that
became huge hits for a studio that chose to pursue them only after other studios
had rejected them.

Decisions can be hard to make, especially when they deal with the development
of new products whose true market potential may not be known. However, there is
an added aspect of ambiguity that Hollywood executives face in determining what
factors can contribute to the eventual success of a film in the market. Various re-
searchers have stressed the ambiguities and uncertainties that confront executives
within such industries, particularly in terms of what will work in the market
(Bjorkegren, 1996; Hirsch, 1972; Lampel, Lant, & Shamsie, 2000; Wolf, 1999).
Because of the heavier experiential component of cultural products, it is harder to
predict how audiences will be affected by the various attributes of the plot, charac-
ters, or setting. This makes it extremely difficult to make predictions about their
overall response to a particular film.

Given this level of ambiguity and uncertainty, it is reasonable to assume that
studio executives would have better knowledge if they had access to more or
better information. This assumes, however, that these individuals lack infor-
mation that could help them to figure out what is needed to make a film perform
well in the market. Yet there is ample evidence that studio executives are in fact
provided with a vast amount of new information that arrives on an almost daily
basis. Trade papers provide daily information about the status of the films that
are being developed or produced and about the performance of films that are al-
ready in the market.

In order to be of much use, however, this regular stream of incoming informa-
tion must be organized by these individuals in some meaningful way. Knowledge
can only result from the interpretation that they give to and the conclusions that
they draw from the information that they receive (Boisot, 2002; Choo, 1998;
Crossan, Lane, & White, 1999; Huber, 1991; Weick, 1995; Zack, 1999). But Hol-
lywood executives usually find it difficult to assess the prospects for a film because
of the relative ambiguity of most of the information that they receive. Even after a
film such as Titanic or Shrek is successful, it is difficult to identify the precise fac-
tors that may have been responsible for its stellar performance.

Under these conditions, most of the knowledge that is acquired by motion picture
industry executives is highly influenced by the specific information that they choose
to focus on and the particular interpretation that they choose to make. It is this uncer-
tain aspect of the knowledge that they accumulate over the years that poses problems
even for the well-seasoned studio executive. Many of these executives do not feel se-
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cure or confident about any of the knowledge that they may hold. Consequently, stu-
dio executives find it hard to figure out the potential of a film when it is in planning,
while it is being made, and even after it has been finished.

In fact, because of the relatively ambiguous nature of most of the information,
Hollywood executives find themselves having to choose between interpretations
that appear to pull in diametrically opposite directions. Any attempt to assess the
relative merits of each of these different pulls can be a very difficult and time-con-
suming process. It is quite likely that the magnitude of this task can make motion
picture industry executives experience a strong sense of paralysis.

In the next part of this chapter, we examine the most salient set of polarities that
confront the studio heads as they attempt to understand what specific steps may al-
low them to identify the particular movies that could achieve blockbuster status.
Next, we focus on some of the key developments within the U.S. motion picture in-
dustry that have made it difficult for these executives to sort through these ambigu-
ities. In many ways, the disintegration of the old studio system has resulted in a
greater need for more useful forms of tacit knowledge. At the same time, the same
disintegration has also made it harder for any individual within the studios today to
develop such a form of knowledge.

THE AMBIGUOUS NATURE OF INFORMATION

Although all Hollywood executives are not equally informed, most of them are not
likely to be held back by their lack of information. Instead, they face their greatest
challenge in trying to determine how to use the wealth of information that they
have accumulated from their years of experience within the industry. The problem
with the knowledge that they can derive from this information is that it often pulls
them in very different directions as they attempt to assess the merits of each of the
films that they are considering. As they struggle with their decisions about the
films they choose to make, these executives must also try to figure out how to deal
with these different pulls.

Each of the opposing directions takes the form of a polarity that represents a
particular combination or set of industry realities. Studio executives must there-
fore make critical judgements about which set of industry realities they must base
their decisions on. They must try to figure out how they can draw on this conflict-
ing set of realities in order to make firm decisions regarding the movie projects that
they are considering. In order to do this, they must find a way out of the contradic-
tions that are represented by each set of opposing polarities. This chapter outlines a
few of the most salient polarities, although there are many others.

Follow Versus Lead Market Trends

On the one hand, film executives realize the importance of following market
trends. It is extremely important to follow the tastes of consumers, particularly in
an industry where these tastes are quite fickle and are subject to continuous
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change. On the other hand, these executives are also aware that their films can
help to shape consumer tastes, leading to the creation of new trends in the mar-
ket. By releasing specific films into the market, the studios are not only respond-
ing to existing tastes, but are also attempting to cultivate new ones. If it is
successful, a film that is sufficiently different from all others can help to create a
fresh trend among movie watchers.

In recent years, many studio executives have been pushing too heavily on fol-
lowing existing trends, which has frequently led them to make films that are quite
similar in content and that go after the same market. This has been particularly true
of horror films that are targeted towards the teenage market. A category within this
genre has been the “blank from hell” films. This has taken the form of the lover
from hell, the nanny from hell, the roommate from hell, and the tenant from hell.
Although the risks of imitating something that has already worked may be lower,
there are limits to the appeal that variations on the same formula may hold for the
movie audience.

The tendency to follow market trends must therefore be balanced by an at-
tempt to create new trends. Many films do well in the marketplace because they
offer something to the audience that most other current films do not. Several
adult-themed films have done well because they were sufficiently different from
most of the other teenage fare that was available. A serious drama or a romantic
comedy can do well during a summer in which most of the movies are catering to
the action-oriented youth market. War dramas such as Courage Under Fire and
Saving Private Ryan or romantic comedies such as The Bridges of Madison
County and Notting Hill did well because they offered an alternative to most of
the typical summer fare.

It is clear that studio executives must always try to stay in touch with the market.
The success of their films will be dictated by their ability to anticipate what the vast
majority of consumers are looking for. But recent trends only demonstrate the par-
ticular kinds of films that have been offered and that audiences have flocked to.
They do not reveal the other kinds of films that audiences may have been looking
for and have not found. However, a heavy reliance on creating new trends exposes
the studio to the risk of having misread the potential audience for a different kind of
film. The success of studio executives therefore lies in their ability to strike a bal-
ance between the use of both of these strategies in developing their slate of films.

Attract Audiences Through Differentiation Versus Innovation

Film industry executives are usually under considerable pressure to find new ways
to attract attention to the films that are being released by their own studios. Given
the number of films that typically compete for audiences on any given weekend,
each studio desperately needs to make its films stand out in a crowd. One of the
best ways to achieve this is by differentiating their movies through some form of
branding. In the motion picture industry, branding can most easily be accom-
plished through the creation of franchises. But the success of any franchise de-
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pends on the ability of the filmmakers to keep the audience interested enough to
keep coming back. Audiences usually look for novelty in films because they are
seeking new forms of experiences. Studio heads are therefore also aware that they
need to be on constant lookout for films that would stand out because they try to be
truly innovative by breaking some new ground.

Relying on franchises for differentiation is hard to resist in an industry where
the success of most films is hard to predict. A franchise allows the studio executive
to develop movies for which there is an assured audience. If it is executed well,
films that build on prior successes can rework old themes, but do so in interesting
new ways. This has been well illustrated by the many sequels that have done better
than the originals. Lethal Weapon 2 did much better than the first Lethal Weapon;
Toy Story 2 outperformed the original Toy Story. Similarly, some of the most suc-
cessful films have either been based on characters such as James Bond and Indiana
Jones or on themes such as Star Wars and Star Trek.

But studios usually find it difficult to keep coming up with fresh ideas to keep a
franchise going. Without some fresh touch, such films begin to look tired and fail
to provide audiences with anything that is really new. Critics constantly complain
that many of the films from the Hollywood studios look similar because they stick
close to old formulas. Spurred on by such criticism, studio executives know that
they must also try to find films that differentiate themselves by being truly innova-
tive. Frequently this has led them to take chances with films that have found great
success because they managed to break new ground. Recent examples of such
films include Forrest Gump, Shakespeare in Love, and American Beauty. Yet there
are considerable risks attached to trying out truly innovative ideas in films. Their
novelty makes it much more difficult to develop an effective marketing strategy
and even harder to anticipate the eventual response of the audience.

What this suggests is that motion picture industry executives must strike a bal-
ance between the more subtle and the more innovative forms of differentiation
within their portfolio of films. It is clearly true that much of the successes of a
studio come from new twists that they can give to existing characters and themes.
Although audiences do look for novelty, they also expect this novelty to be acces-
sible and familiar. But from time to time, audiences can be captured by some-
thing that is really new. By sticking with the completely familiar, the studio head
runs the risk of losing ground to rivals who are able to offer something in their
films that is really fresh.

Draw on Industry Wisdom Versus Intuitive Insight

Most seasoned motion picture industry executives know too well that they must
follow industry wisdom. Industry wisdom establishes general patterns that reduce
the risk of decision making. By sticking close to such patterns, a studio head is less
likely to be criticized for any failures. At the same time, executives who do not try
to use their intuitive insight to move away from established industry patterns are
also not likely to find great success. It is by making calculated departures from tra-
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ditional thinking that a studio manages to create a phenomenal hit that is also
highly profitable.

As the perceived uncertainty grows, movie executives are sticking closer than
ever to industry wisdom. Above all, this leads them to make blockbuster films that
they try to release during months when movie attendance tends to be high. This
mentality has led to the rapid increase in the production and marketing costs of the
average movie. These costs are largely driven by the desire on the part of studios to
ensure a hit by working top stars, special effects, fast action, and exotic locations
into their films. It has also led all of the studios to increasingly squeeze their big
films into certain time periods of the year. A recent example of this was provided
by the pitching of The Perfect Storm against The Patriot around the holiday week-
end at the beginning of July.

This can be contrasted with the decision of Disney to make a movie called
The Sixth Sense and move its opening up from fall into the last days of summer.
The movie was so different from a conventional blockbuster that Disney only
made it once it had a financing partner. But its decision to open it in late August
when all other studios were dumping their weaker summer fare onto the screens
proved to be very successful. The film made more money than most other
blockbusters because it had been made relatively cheaply and with little in the
way of profit participation deals.

As much as industry wisdom can provide the studio executives with much-
needed guidance, spectacular successes are also the result of some meaningful
insights that may be gained regarding the subjective experience of movie watch-
ers. Individuals in high positions must make crucial decisions about where to
break with established industry practices. They cannot do it often, as David
Putnam quickly found out when he briefly took charge of Columbia Pictures. But
they must occasionally try to do so and only when they have enough confidence
in their own intuitive insights into the working of the industry. If their intuition
proves to be even partly correct, they might do better than by always sticking
with industry wisdom.

Use Planning Versus Adaptation as a Management Tool

Given the level of complexity and relatively high expenses that are associated with
most film projects, studio heads are well aware that they must resort to planning in
order to maintain some degree of control. Much publicity is given to those projects
that seem to spin out of control, resulting in expenses going well beyond preestab-
lished budgetary levels. But most film projects take a long time to complete, during
which they require the collaboration of many different creative individuals at vari-
ous stages. It is therefore important for the top management to accept that some de-
gree of accommodation or adaptation is also essential in order to ensure the
successful completion of each project.

There are clear reasons to maintain control over each film project. Movies such
as Heaven’s Gate, Ishtar, and Babe 2 provide good examples of the speculator fail-
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ures that can result when the studio gives too much power to individual directors.
However, studio executives must also understand that excessive control may stifle
the creativity that is needed to make a good movie. Much of the planning must oc-
cur around key early decisions such as the talent that is to be hired and the budget
that is to be allocated. As the project gets underway, freedom has to be given to key
individuals to use their creativity to shape the film.

Most seasoned film industry executives are aware that successful films typi-
cally represent the result of an effective collaboration between several different
creative people. Even a classic such as The Wizard of Oz was the result of the cre-
ative ideas that came from several screenwriters, whose filming was directed by
five different directors who worked at various stages of the film, all of which were
supervised by as many as three producers. The film clearly benefited from the abil-
ity of the studio to draw on the creative abilities of all of these individuals. Al-
though there was a great deal of planning, much of the project simply evolved
within certain carefully defined parameters.

Film making is a highly ambiguous and uncertain activity. Nobody really
knows what makes a film successful, although it is clear that it always requires a
certain minimum level of creativity. Under these conditions, some amount of plan-
ning is essential to define some of the key parameters of each film project. Without
the laying of some ground rules, the project runs the risk of getting out of control.
But beyond this, the studio head must be able to allow the creative talent to gradu-
ally develop the film on the basis of their collective vision.

Frame Strategic Decisions Broadly Versus Narrowly

In this world of media conglomerates, studio executives are well aware that each
film can be used to create several different streams of revenue through exploiting
its content in many forms across many markets. They must therefore make their
decisions regarding the films that they choose to make with these potential oppor-
tunities in mind. But these individuals must also accept that the performance of
their films in domestic theaters is a key determinant of the revenue streams that
will be generated from all other sources. A film that is clearly viewed as having
bombed in its initial theatrical release is likely to produce much lower overall re-
turns to the studio.

In other words, there are clear benefits to thinking more broadly about the pros-
pects of each film that is being considered by the movie industry executive. Today,
films can hardly just be regarded as films. It is just as important to think about the
possibilities of different revenue streams that can be generated by a reasonably
successful movie. The huge worldwide success of Disney’s The Lion King in the-
aters, on video, and on television paved the way. Disney even did well with sales of
the film’s soundtrack, with sales of assorted merchandise, and with its adaptation
into a Broadway play. This has led most studio heads to be more inclined to give
the go-ahead to those films whose success can be exploited in other forms by the
other business units.

11. SKATING ON THIN ICE 183



At the same time, the focus can never really move away from thinking narrowly
about how well a film will actually work when it is initially released into theaters. A
film has to work as a film in theaters before it can work anywhere else. Without this
foundation to build on, all other revenue streams begin to dry up. This means great
attention has to be given to the details that will help with the successful execution of
an appealing concept or idea. As mentioned earlier, the studio has to ensure that
many different components will work well together throughout a lengthy and cum-
bersome process to actually transfer an interesting idea into a film that audiences
would want to see. Once the audience enjoys the experience of viewing a film in the-
aters, they will be motivated to revisit this experience in many other forms.

In other words, the studio head must resist the pressure from the media con-
glomerates to simply produce content that can feed its growing pipelines. Content
per se is not valuable. Content becomes valuable only if there is large enough audi-
ence that wants to see it. What makes content work for audiences is not just a high
concept or a brilliant idea, but a concept or an idea that is executed well. Again, this
suggests that studio executives must think narrowly about what would make a
movie work as a movie while they also think more broadly about the various other
ways they can exploit its success.

RISING ABOVE THE AMBIGUITY

As mentioned earlier, studio executives have to make critical decisions on a regular
basis about the specific films that they will move ahead with. They need to have a
full line-up of films that they can use to compete for the box office revenues that are
generated each year. In order to make these decisions, studio heads have to gather
the relevant information and then convert this into a practical form of knowledge
that can actually guide their decision making (Choo, 1998; Dervin, 1992; March &
Olsen, 1976; Weick, 1979, 1995). Although information must be assembled, inter-
preted, and applied, these sequential processes are actually highly interconnected.

In the case of cultural products such as films, however, each one of these may be
viewed as a separate product that can be distinguished from all others along many di-
mensions. In the broadest possible terms, movies differ from each other in the type
of genre they represent, the appeal of the talent that they use, and the basic elements
of the story line. In order to evaluate the potential for success of any movie, these dif-
ferent aspects of a movie have to be considered individually as well as collectively.
What is the potential of the particular genre? What is the appeal of the top star? Can
this star do well within this genre? Such a process of evaluating movies can be ex-
tremely time consuming without much of a guarantee for producing results.

In the face of these difficulties, most of the Hollywood executives have been
searching for simple rules that may allow them to avoid the difficult process of
having to take apart and critically examine the various components of each movie
in order to assess its potential for success in the market. This has led to a growing
reliance on explicit forms of knowledge that is likely to be shared by most of the
studios within the industry (Grant, 1996; Matusik & Hill, 1998). The problem with
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this approach, as we have already pointed out, lies with the difficulties in the inter-
pretation of information at the industry level. There are sufficient examples to sup-
port various explanations for the basic elements that lie behind the development of
a successful movie.

In many ways, most of the information at the industry level suggests that the
many different forces that can explain the success of a particular film often tend to
run counter to each other. For the sake of simplicity, studio heads try to deal with
this by selecting one of these explanations over the other. More careful scrutiny of
these forces would reveal that both of these apparently opposing explanations are
likely to be valid. But this would force these executives to take into account the
many differences, both subtle and not so subtle, that may exist between the differ-
ent movies that the studios turn out over the course of each year.

It is possible to argue that, to some extent, the relative absence of any useful tacit
knowledge about the market potential of any given film has resulted from a couple of
developments in the U.S. motion picture industry. On the one hand, the disintegra-
tion of the so-called vertically integrated studio system has resulted in a greater need
for studio executives to develop and use tacit forms of knowledge that can usually be
derived from their own experiences within their particular firms. At the same time,
the disintegration of the studio system has made it more difficult for executives to
create and apply such a form of knowledge in order to guide their decision making.

Loss of Effective Control

As mentioned earlier, the key challenge that faces top executives in the motion pic-
ture industry today lies in the way that they must deal with the contradictory nature
of the information on which much of their knowledge is based. But this problem is
hardly new. Studio executives have had to make critical decisions based on knowl-
edge that is highly ambiguous and relatively uncertain since the emergence of the
industry. However, even though the nature of this knowledge has not changed, the
dependence of these executives on this knowledge has become much more critical.

During the so-called studio system, motion picture industry executives were
better equipped to deal with the ambiguity and uncertainty that was associated
with their knowledge. Several factors had converged to provide them with a greater
amount of control over their firm and their industry (Gomery, 1991; Mast, 1992;
Miller & Shamsie, 1996; Schatz, 1988). To begin with, each of the studios had var-
ious types of talent locked up for many years under long-term contracts. They were
able to discover the best possible uses for this talent and to extract value through
using them in a similar way for several years. The biggest studios also had exclu-
sive access to the most profitable theaters in the country, which represented the
only distribution outlets at the time for all kinds of films. Finally, all of the firms
could count on a high level of demand for films, as audiences had few alternatives
available to them for their entertainment.

Today, studio executives operate in a dramatically different environment. Their
control over their firm and over their environment is much more precarious. They
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must continuously strive to attract talent and can only hold on to them by giving
them greater autonomy and better financial deals. Their films must derive reve-
nues from multiple sources in many different markets, making access to the mar-
ket a much more difficult issue. Securing various forms of distribution in each
market has become essential in order to squeeze the greatest possible revenues out
of each film. And in most cases, audiences face an ever-increasing array of choices
for their entertainment needs, making it harder to attract them to movies.

The dramatic shift in control has made it much more difficult for studio heads to
be able to make key decisions. They can no longer fall back on resources that they
have acquired or developed within their firm or on markets that are easy to cater to
and whose tastes might be easier to identify. They are not as familiar with the criti-
cal resources on which they rely for the success of each movie because they are
rarely able to hold on to them for the long term. Finally, because of increasing im-
portance of a growing number of distribution channels in a multitude of markets,
they need to try to keep in touch with the changing market for films through tap-
ping into multiple sources of information both inside and outside their firm.

On the whole, their decision making has become much riskier given their lack
of visible control. With far fewer controls at their disposal, motion picture industry
executives are even more heavily dependent on various forms of information in or-
der to make critical decisions about the films that they pursue. Each film that they
approve represents a gamble that they are taking and that they hope will work. Un-
der the weight of such pressures, they would like to be more certain about the
knowledge that they hold.

Lack of Tacit Knowledge

This need for a greater level of certainty is unlikely to be met by the reliance on ex-
plicit forms of knowledge that circulates across the industry. Knowledge that is
formed at the industry level tends to be rather ambiguous in the motion picture in-
dustry, given that there are several possible methods to increase the commercial
potential of a film. On the surface, many of these appear to be contradictory, re-
quiring these executives to try to pick one of these approaches over the other.

In order to move away from such pressures, studio heads must try to develop a
more tacit body of knowledge that is created within the firm. Knowledge creation
can best be viewed as an attempt by a group of individuals to create some sense of
their own specific external environment (Crossan et al., 1999; Grant, 1996; Huber,
1991). In this process of sense making, individuals try to determine what informa-
tion they must focus on, how they should interpret this information, and the way
that it should be applied. The manner in which individuals make choices is highly
subjective, which led Weick (1979) to develop the concept of enactment.

In order to move in this direction, Hollywood executives must focus on the vari-
ous elements of each film in deciding how or why they might work in the market.
Some films may be successful in drawing back audiences to a genre that may have
lost its appeal. Chicago was successful in reviving an interest in musicals. Gladia-
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tor was similarly successful in demonstrating the potential for historical films. A
well-developed plot, interesting characters, and appealing cast can allow such
movies to do well at the box office, especially if they are released at a time of the
year when they will face less intense competition. But these movies were not suc-
cessful simply because they offered up a fresh genre, but because they possessed
specific attributes that managed to attract audiences to a genre that may otherwise
have had less appeal. The more recent example of Troy clearly indicates that the
use of a historical setting was not enough to emulate the success of Gladiator.

Other movies may offer more potential to be developed into a franchise that
could lead to a series of films that build on each other’s success. In many cases, it
may be possible to generate additional revenues from books, music, video games,
and other merchandise based on these films. But it requires some effort to figure
out how and why sequels may work. Although studio executives have begun to
bank on the success of a movie that is based on an earlier success, many sequels fail
to live up to their promise. A sequel generally works only if the story can be devel-
oped further with some additional fresh elements. For every Spiderman 2 or Shrek
2, there are many others such as Speed 2 or Charlie’s Angels 2 that fail to generate
much of the expected interest from audiences.

When knowledge is developed and applied by individuals in this manner, it
tends to move away from the simple rules that typically result from efforts to speed
up decision making. Furthermore, this subjective interpretation of information at
the tacit level can lead to a more useful form of knowledge. It can result in a more
fluid, dynamic, and open process of knowledge creation (Boisot, 2002; Crossan et
al., 1999; Davenport & Prusak, 1998; Nonaka & Takeuchi, 1995). Individuals can
focus on different pieces of information, combine them in various ways, and give
them new meanings. In creative arenas such as the motion picture industry, this is
the form of knowledge that may serve as a better guide for executives to make their
critical decisions about what films they should make.

Absence of Managerial Vision

Many studios suffer from the relative lack of tacit knowledge that has been devel-
oped from the actual experiences of the firm. To some extent, this loss can be attrib-
uted back to the disintegration of the old studio system. The studios have begun to
focus for the most part on the initial financing and development and the eventual
marketing and distribution of films. They have moved away from the actual pro-
duction of their films, relegating this crucial activity to a host of smaller production
companies. Sony Pictures, in fact, recently contracted with Revolution Studios to
deliver most of the movies that they will offer.

This trend on the part of the studios to distance themselves from the actual pro-
cess of making films has clearly resulted in the loss of some of the crucial tacit
knowledge about what makes a particular movie work (Conner & Prahalad, 1996;
Helfat, 1997; Lampel & Shamsie, 2003). The development of a successful movie
must be viewed as a craft that requires some degree of hands-on experience. It is
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through this type of experience that managers in firms can develop the subjective
know-how, insights, and intuitions that can provide them with some valuable tacit
knowledge over time.

The Hollywood studios could have compensated for this by concentrating on
the development of a strong and stable management team that would have worked
consistently with a set of production firms as their partners. Working together,
each studio would have developed a better sense of the kinds of films that they
were developing and obtained a greater understanding of why some of their films
were more successful than others. In the old Hollywood, each of the studios was
headed by a strong visionary leader such as Louis B. Mayer, Darryl Zanuck, or
Harry Cohn who worked with other prominent in-house talent to select the movies
that they would develop, market, and distribute each year. Some form of tacit
knowledge was likely to be developed within each of these firms as a result of their
own particular shared experiences over time (Choo, 1998; Crossan et al., 1999;
Grant, 1996; Nonaka & Takeuchi, 1995). These would result from the regular in-
teraction between a relatively stable group of individuals who were involved in the
movie development and selection process.

However, as industry observers will be keen to point out, the studios have
moved away from such a form of visionary leadership. To begin with, power is
more likely to be shared among several individuals, many of whom may change on
a regular basis. Critical decisions about which movies will be made are debated at
many levels within the studio, resulting in a process that can often take several
years. Over that period, many elements of the film, such as talent involved with it
and even the story line and characters, can change several times.

Due to these conditions, a film is not likely to move ahead unless the risks that
are attached to it can be minimized. But this can more easily be accomplished
through reliance on a more explicit form of knowledge that has gained consider-
able acceptance within the industry. As Zack (1999) pointed out, the more implicit
type of knowledge tends to be subconsciously understood and applied because it is
particularly difficult to articulate. This makes it harder for studio executives to ex-
plain or justify their decisions to various boards or committees.

There are still some examples of strong individuals who may be able to sort their
way through the conflicting information to develop and pursue their own particular vi-
sion of the kind of movies that they should support. Bill Mechanic, who ran 20th Cen-
tury Fox for several years, was one such individual. He was the kind of man who really
wanted to strike a meaningful balance in his decisions. Mechanic made more conven-
tional fare such as Independence Day, but took chances with films like There’s Some-
thing About Mary. He knew he had to use his authority to ensure that Titanic did not
self-destruct, but he compromised by allowing James Cameron to release a version
that was much longer than the studio had stipulated. And he weighed several different
elements as he struggled with his decisions to make movies that other studios would
have been reluctant to back, such as Waiting to Exhale and Fight Club.

It is possible that people like Mechanic take too many chances. A string of
high-budget disasters such as Fight Club, Anna and the King, and Titan A. E. does
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raise some questions about the costs of his mistakes. Mechanic resigned from his
post in large part because of the losses that the Fox studio racked up from these bad
choices. But shortly before he left, Mechanic pronounced that the studio system
was broken. There is little doubt that he was referring to the extremely difficult po-
sition that most Hollywood executives tend to find themselves in today. They must
move quickly to firm up their knowledge about how to generate a string of success-
ful films, but tend to be given little room to make mistakes.

However, without the chance to develop and test the effectiveness of subjective
tacit knowledge, motion picture executives are much more likely to deal with the
ambiguity and uncertainty of their information by choosing to play it safe. In terms
of the polarities, however, playing it safe implies that they are pulled completely in
one of the directions at the expense of the other. This means following the market
instead of trying to lead it. It also means sticking with differentiation rather than
risking innovation, trying to make a movie by a blueprint rather than by allowing it
to develop, staying close to industry traditions rather than pursuing intuitive
hunches, and thinking of a movie as a revenue stream rather than as a movie that
people may really want to see.

More so than ever before, today’s studio heads must be supported in trying to
develop tacit knowledge within their teams in order to find a suitable balance be-
tween the pressures that can pull them in completely different directions. Without
this support, more and more of the motion picture executives are likely to be pulled
toward protecting themselves by sticking with what is more certain although it
may not produce any memorable films. In the process, they will be giving up on
taking chances with groundbreaking films such as It’s a Wonderful Life and Casa-
blanca that will continue to attract audiences for many generations.
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IV
The Role of Technology

�

Cultural industries are subject to frequent bouts of nostalgia for a time when
technology was simpler and easier to handle. Audiophiles shop for turntables
and vacuum tube amplifiers, all the while declaring vinyl records to be musically
superior to compact disks. Movie stars reject the screen for the immediacy of live
audiences on Broadway or West End stage. And television producers relinquish
the security of prerecording and editing for the dangers of live television. Inevi-
tably the impulse wanes and nostalgia gives way to realism: The audiophiles en-
thusiastically resume their love affair with new sound-reproduction tech-
nologies, movie stars rediscover the advantages of reaching a global audience,
and television producers forego the excitement of live television for the flexibil-
ity of being able to reshoot and edit.

The relationship of cultural industries to technology has always been one of
ambivalence. Artists, managers, and consumers love what technology can do for
them, but they also distrust what technology can do to them. Technology is valued
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as the great enabler. It makes possible the rise of cultural industries in the first
place, it provides the tools for artistic creation, and it supplies the means for reach-
ing far and wide. But technology is also feared. It is feared for the way it often un-
dermines established business patterns, it is feared for reducing the value of skills,
and it is feared simply for the uncertainty that it can create.

Ambivalence usually begets anxiety. In the case of cultural industries, ambiva-
lence about technology creates anxiety about the control of intellectual property
rights. Technology clearly represents a force that facilitates the creation and distri-
bution of cultural products. But technology can also open the way for the unautho-
rized use and misappropriation of copyrighted products that are a central pillar of
the industry’s wealth.

The three chapters in this section show that, faced with the unintended conse-
quences of technology, owners of property rights in the cultural industries have tra-
ditionally sought to reassert control by resorting to a variety of legal, political,
technological, and business strategies. In almost every instance these strategies
have been misguided and ultimately doomed to failure. But as all three chapters
suggest, there is no indication that the lessons of history are likely to change the
thinking and behavior of the individuals and managers who wish to maintain the
status quo in the face of rapidly changing technologies.

In chapter 12, Jones examines not only the unintended impact of technology on
the evolution of the film industry, but also the unintended consequences of early
industry pioneers fighting to maintain their control over the industry. Jones shows
how battles over patent rights during the very early days of the film industry ini-
tially reinforced industry consensus about technology as the dominant source of
advantage in the industry.

After enduring and costly legal battles, the main holders of the rights to the film
technology decided to pool their patents. Having set their differences aside, pio-
neers who owed their success primarily to their technology saw the increase in de-
mand for films as an opportunity to reap greater rewards by carefully restricting
access to this technology. Faced with the widespread unlicensed use of their tech-
nology, members of the patents pool—or trust as they were known at the time—en-
gaged in concerted efforts to attack independent producers and exhibitors who
operated outside their group.

These efforts were ultimately fruitless, but they had two unintended conse-
quences. First, by focusing their efforts on maintaining control of their technology,
members of the trust lost sight of the creative potential of film as an artistic me-
dium. Second, their vigorous assault on independent producers and exhibitors en-
couraged these new entrants to develop strategies that bypassed the trust’s control.
When the dust settled, most of the technological pioneers were out of business and
the independent producers and exhibitors became part of the dominant oligopoly
that formed what became known as the Hollywood motion picture industry. The
cornerstone of the Hollywood motion picture industry has been and still is the con-
trol of content rather than the control of technology.
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In chapter 13, Dowd explores the relationship between control of technology
and control of content from another perspective. He shows how producers of cul-
tural products, in this case record companies, use their control of technology to
maintain control of content. Dowd explores the successive generations of techni-
cal designs used to capture and deliver recorded music. Throughout this techno-
logical evolution, the companies that owned the intellectual property rights to the
music were firmly convinced that free access to their music—via radio, private re-
cording of music, or music file swapping on the Internet—should be resisted and if
possible stopped altogether.

The chronicle of these efforts go back to the 1930s when record companies en-
gaged in concerted efforts in the courts and in the U.S. Congress to prevent radio
stations from playing prerecorded music on the air. By contrast, the record compa-
nies embraced jukeboxes precisely because they allowed for control and monitor-
ing of music in public areas. It was only the entry and subsequent success of
Capitol Records that demonstrated to the industry that, contrary to conventional
wisdom, playing records on the air increased rather than decreased sales.

The symbiotic relationship between free airplay and record sales, to which the
industry owes its explosive growth in the last 50 years, should have changed atti-
tudes, but this has not been the case. The lessons of the battle against the emerging
radio industry have not been applied to private recording of music, or to the more
recent advent of music file swapping over the Internet. Both are seen as threats to
property rights, and both are resisted with all the massive financial and political re-
sources that are at the disposal of the large record companies.

Finally, in chapter 14, Lant and Hewlin also look at the relationship between
content and technology as a disruptive force, but this time from the perspective of a
rising rather than an established industry. The paper explores the rise of Silicon Al-
ley, a cluster of New York City firms dedicated to the creation and distribution of
digital media. The rise of Silicon Alley was greatly facilitated by the emergence of
CD-ROMs as the primary vehicle for delivering digital media. From the point of
view of intellectual property rights, CD-ROMs have the same advantage as records
in the music industry. They must be bought as discrete units, and their distribution
and sale can be easily managed and monitored, and in addition, they can be de-
signed to prevent easy reproduction, a feature that ensures against piracy.

Above all, however, the use of CD-ROMs as the main vehicle for delivering dig-
ital content concentrates power in the hands of the publisher. Providers of content
may be dispersed, but when it comes to putting together the final CD-ROM the
publisher acts as a creative and commercial hub for the final product. The hub
function of publishers encourages the formation of clusters. This pattern is famil-
iar to record companies and book publishers and it is a pattern that seemed to be
shaping the evolution of the multimedia industry.

Unfortunately, as Lant and Hewlin suggest, the evolution of this pattern was
aborted by the rise of the Internet in the late 1990s. The Internet provided a far
cheaper and more effective means of distributing digital media. It did away with
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the need for physically embedding digital content for purposes of delivery, and in
the process practically eliminated the role of publishers as hubs. Confronting the
loss of distinct advantage, Silicon Alley began to cast about for a new role and a
new identity. Lant and Hewlin show how members of Silicon Alley use their prox-
imity to one of the most powerful media concentrations in the world, the New
York newspaper and broadcasting cluster, to promote their image as a cluster with
unique content-creating capabilities. This chapter leaves one with the distinct im-
pression that this sustained attempt at differentiating New York digital content
creators from the rest of the world is not likely to succeed.

However, a close reading of all three chapters suggests that, when it comes to
examining the role of technology in cultural industries, unintended consequences
of radical changes have been the rule rather than the exception. Assessing the im-
pact of technology on content—and vice versa—is a guessing game that defies
even the experts. What is certain, as these chapters persuasively demonstrate, is
that attempting to use technology to maintain control over content is in the long run
doomed to failure.
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CHAPTER

12

From Technology to Content:
The Shift in Dominant

Logic in the Early American
Film Industry

�

Candace Jones
Boston College

The history of cultural industries is littered with successful incumbents who, fail-
ing to see or respond to dramatic shifts in their competitive landscapes, were re-
placed by newcomers. In essence, cultural industries showcase how one dominant
logic—the means and practices for achieving desired goals (Bacharach,
Bamberger, & Sonnenstuhl, 1996; Prahalad & Bettis, 1986)—is replaced by an-
other dominant logic. For example, early technology firms, which dominated the
film industry from 1895 to 1911, dismissed the importance of films containing sto-
ries and stars, only to be replaced by content firms that focused on stories and stars
and attracted larger audiences (Jones, 2001). In publishing, firms shifted from a
craft to business logic (Thornton, 2002), replacing CEOs and executives in doing
so (Thornton & Ocasio, 1999). In the music industry, country music was ignored
as a viable genre until new consumer tracking of products made explicit to deci-
sion makers its popularity with consumers (Anand & Peterson, 2000). In short,
dominant players were unable to see the value of resources and alternative strate-
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gies that newer entrants brought into the industry and how these resources and
strategies shifted the basis of competitive advantage.

Why is it that dominant players are unable to see and adapt to shifts in their envi-
ronments, opening the door for new players who eventually replace them? Manage-
rial attention is a scarce resource (Ocasio, 1997), creating competitive blindspots or
judgmental mistakes (Zajac & Bazerman, 1991), when attention is restricted to ex-
isting competitors and practices. Two conditions are likely to focus incumbents’
managerial attention on existing resources and practices: intense rivalry among
dominant firms and shared career backgrounds of top decision makers.

Intense rivalry among established competitors means that firms possess simi-
lar resource endowments and have similar products and customers (Chen, 1996).
Given their resource, product, and customer overlap, they are aware of and focus
their attention on one another. When their rivalry is intense, they reduce their
scanning of the environment and focus on maintaining their position within an
already-established group; thus, they are less likely to see as rivals competitors
who possess different resource endowments, allowing newcomers to get estab-
lished and more easily alter the rules of competition. Industry evolution is driven
by an ecology of competition, where actions taken by one firm have implications
for actions taken by rivals (Huygens, Baden-Fuller, Van Den Bosch, & Volberda,
2001), creating community rather than individual firm competitive processes
(Mezias & Kuperman, 2000).

Careers are a form of environmental imprinting (Boeker, 1988; Stinchcombe,
1965) because a career is a “repository of knowledge” (Bird, 1994) that shapes
what problems are seen and how these problems should be resolved. When top de-
cision makers share similar career backgrounds, they enact similar organizational
strategies and share logics of actions (Bacharach et al., 1996; Boeker; Fligstein,
1991). The more similar the dominant players’ backgrounds, the more likely they
are to interact in industry forums, build overlapping social networks, and develop
taken-for-granted rules of competition, creating an industry macroculture that
may be maladaptive (Abrahamson & Fombrun, 1994). When tacit rules are shared
among dominant players, alternatives are neither seen nor imagined (Scott, 1995).
Because careers link persons to institutional fields through occupations and orga-
nizations, careers provide insight into how stability and change within industries
and institutions occur (Jones & Dunn, in press).

We use a case study of the film industry from 1895 to 1920 as it shifted from
technology to content to explore how rivalry of industry incumbents focused atten-
tion on established competitors, ignoring newcomers and new resources, and how
careers imprinted particular logics of action that were hard to alter. Both rivalry
and careers restricted the attention of dominant technology firms, leading them to
dismiss changes in consumer preferences. Once new competitors and resources
gained enough momentum to come into incumbents’ awareness, incumbents ac-
tively resisted them. However, incumbents’ inertia to changes in industry allowed
a new community of players to become established and shift institutional logics
(Mezias & Kuperman, 2000). This dynamic led to competitive obsolescence by
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technology firms and their replacement by content providers within the early
American film industry.

FROM TECHNOLOGY TO CONTENT: RIVALRY
AND CAREERS AS SOURCES OF INCUMBENT INERTIA

To understand how rivalry and careers coevolve with an industry and become a
source of incumbent inertia, we place competitive moves among firms within their
historical context. The American film industry experienced a shift from technol-
ogy to content, which was driven by two types of entrepreneurs: technology and
content. These entrepreneurs became rivals from 1909 to 1916, battling for control
over the industry (this synopsis of industry history is drawn from Jones, 2001). We
examine their intense rivalry and how their careers determined those to whom in-
cumbents attended.

Sources of Incumbent Inertia: Rivalry as Focusing Firms’ Attention

The industry shift from technology to content was reflected in perceptions of who
were rivals at different points in time. Rivalry refers to the microprocesses of spe-
cific moves and countermoves of one firm against another, whereas competition
refers to generic industry- or market-level phenomenon (Chen, 1996). Litigation is
one type of move. Litigation over patent, copyright, and trademark infringements
were prevalent during the industry’s early history, allowing us to identify rivalry
and shifts in rivalry among firms.

As can be seen in Table 12.1, before 1909, rivalry, in terms of litigation, oc-
curred primarily between technology firms. Data about litigation information
came from Musser (1990), the Edison Archives at Rutgers University and Bowser
(1994). From 1910 to 1918, rivalry shifted to technology versus content firms,
which competed with one another for control of the industry. The time periods of
1895 to 1918 are compared in Table 12.1 because after 1920, most technology
firms had exited the industry.
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TABLE 12.1

Firm Rivalry Over Time: Competitive Moves Through Litigation

Rivalry 1895–1908 1909–1918 Total

Technology-technology 93 4 97

Technology-content 9 23 32

Content-content 0 1 1

Total 102 28 130



Table 12.1 shows the shift in rivalry and competitive dynamics, which raises the
question of what precipitates the awareness of a rival by a focal firm. To under-
stand when and how technology entrepreneurs shifted their rivalry from one an-
other to content entrepreneurs, we need to understand the intense rivalry among
technology entrepreneurs.

For technology entrepreneurs, Edison’s practices set the industry’s initial tra-
jectory and defined who was considered a rival. In December 1897, Edison
launched patent infringement suits against every major competitor and exhibitor,
arguing that anyone who used film equipment needed to pay him a royalty
(Musser, 1990). Edison attempted to control anyone who used film equipment; his
rivalry was seen in the extensiveness of his patent litigation. Edison, it should be
noted, purchased rather than invented most of these patents (Musser, 1990, 1991)
and much of his legal wrangling involved attempts to control the benefits from
technological solutions. Edison’s most intensive competitive moves were against
technical entrepreneurs who could develop alternatives to the technological solu-
tions he sought to control through patent rights.

Each of Edison’s patent infringement suits was met by a countermove of his
archrival Biograph, run by his former employee W. K. L. Dickson. Biograph and
Edison held approximately 28% and 17% of the market respectively. They were
the first two entrants, and also held key patents in film technology. In December
1901 the lower court upheld Edison’s claims. Biograph, Edison’s main competitor,
appealed. In March 1902, Judge Wallace of the Court of Appeals supported Bio-
graph, dismissing Edison’s patent right. He declared, “It is obvious that Mr. Edison
was not a pioneer” (Musser, 1991, p. 196). Edison reissued patents and appealed
the Biograph decision. Litigation rampaged until 1907, when the United States
Appellate Court ruled that “the moving picture apparatus of all the numerous com-
panies in this country, with one exception, is an infringement on the patents cov-
ered by the Edison Co.” (Musser, p. 334). The one exception was Biograph, which
used a friction-feed system invented by Edison’s prior employee W. K. L. Dickson.

Paradoxically, the intense rivalries among technology entrepreneurs, seen in
their lawsuits, became the basis for collaboration. Judge Dickson noted that “their
desire to allay bickerings and recriminations among themselves” (United States v.
Motion Picture Patents Co., 1915, p. 808) was a motive for forming the industry’s
first strategic network. Initially Edison tried to exclude Biograph from participat-
ing in a jointly held trust, hoping to put his former employee and nemesis out of
business. However, Biograph held too much of the market to be excluded (Musser,
1991). Reluctantly, Edison allowed Biograph to join the Trust as an equal partner.

In January 1909, almost 2 years after the lawsuit granting Edison and Biograph
equal status and patent rights, 10 firms holding 16 key patents pooled their patents,
forming the Motion Picture Patents Company or “Trust” (called the “Trust” be-
cause patents were held in trust). The Trust’s members operated as independent
entities but coordinated their production. The reduction in lawsuits and enhanced
coordination of production radically increased film product from these 10 firms.
Their combined output went from 598 films in 1906, to 1,287 in 1907, 2,227 in
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1908, 2,821 in 1909, and 3,128 in 1910. Finally, the technology entrepreneurs
could focus their attention on production rather than their rivalry and competition
amongst themselves.

By this time, however, content entrepreneurs had moved backward in the value
chain; their production of films equaled that of technology entrepreneurs in 1910.
By 1910 technology and content entrepreneurs had extensive overlap in their re-
source similarity, bringing them into awareness of one another as rivals. As tech-
nology and content entrepreneurs moved into greater resource similarity and
imitation of one another, their rivalry shifted from within groups to between
groups. Initially, technology entrepreneurs were so consumed with their in-group
rivalry that new competitors and resources did not enter their awareness as a force
until their within-group rivalry had been resolved and their new competitors had
moved into greater resource similarity.

These historical events allow us to understand how intense within-group rivalry
may fuel an incumbent’s inertia, delaying competitive responses to a new group of
entrepreneurs with competing logics because incumbents focus on similar rivals
until it is often too late to combat new rivals effectively. Next, we examine how
similar careers are a form of cultural imprinting, shaping who and what is attended
to and how this influenced incumbent inertia.

Sources of Incumbent Inertia: Careers as Cultural Imprinting

The American film industry was born in 1895 when social trends of extensive in-
novations in mass communication (e.g., telegraph, stock ticker, phonograph, and
telephone; Musser, 1990) opened new opportunities and technically skilled entre-
preneurs entered to take advantage of these opportunities. Entrepreneurs who cul-
tivated opportunities and claimed value from these technical challenges had
specific skill sets, reflected in their careers before entering the industry. The first
three American entrants and dominant industry members—Biograph, Edison, and
Lubin—came from careers in manufacturing; indeed, most early entrepreneurs
called their firms “manufacturers” (Bowser, 1994). Of the first 12 entrants into the
film industry, 5 were technically oriented (e.g., inventors, optician) with manufac-
turing backgrounds (see Table 12.2).

Because the context of the emerging industry was one of resolving technical chal-
lenges in film equipment and stock, film content was of secondary importance to dom-
inant technology firms. These entrepreneurs had logics of action steeped in gaining
efficiencies and emphasizing volume and product turnover. Films were undifferenti-
ated product and treated as a commodity; they were sold by price per foot regardless of
quality or cost of production. Films were short and simple snapshots of life events
(e.g., coronations, train wrecks) or staged events (e.g., a couple dancing, a woman
tossing her salad), called “actualities.” However, starting in about 1904, consumer
preferences started to shift toward a narrative content: pictures that told a story.

The social trend of immigration is important for understanding why film content
changed from actualities to narratives. Because immigrants did not share a common
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language (the three largest immigrant groups came from Germany, Russia, and It-
aly), they needed an easily understandable form of story telling, which is a narrative.
From 1903 through 1907 immigration rates peaked at 12% of the population; this in-
crease in immigration coincided with increased consumer preferences for narra-
tives. For example, Edison’s production records reveal that from 1904 to 1907, his
firm sold acted films at 3.5 the rate of actualities (Musser, 1990, p. 375). Narrative
films exemplified by dramas went from 67% of films in 1907 to 96% in 1908 and
97% in 1909 (Allen, 1985, p. 78), culminating in the feature film, which became the
industry standard by 1912 (Bowser, 1994). Immigrants also became exhibitors
within film, primarily because film was a new industry that served immigrants, pro-
viding greater opportunities relative to established industries (Balio, 1985; Bowser,
1994; Gabler, 1988). Immigrants were an important audience for films, making ex-
hibition the fastest growing sector of the market. Nickelodeons, where films were
shown, mushroomed from 350 in 1905 to 3,500 in 1908 (Balio), becoming the domi-
nant outlet for films between 1905 and 1914 (Merritt, 1985). Nickelodeons were as-
sociated with ghetto dwellers—immigrants and blue-collar workers (Merritt).

Although the Trust, which controlled movie production and exhibition through
its patent rights (e.g., the making or showing of a movie required patent permis-
sion), had seen skyrocketing demand for movies, it licensed only about two thirds
of exhibitors, believing that demand would stabilize and that it could control the
market (Balio, 1985; Musser, 1991). This was a strategic miscalculation. From
1909 to 1913, the number of independent movie theaters surged from 2,500
screens to 8,306 (330%), whereas Trust-licensed theaters increased 4,000 to 6,877
(170%; Anderson, 1985, p. 144). Exhibition was a sector in which technology en-
trepreneurs had neither experience nor ownership. In contrast, content entrepre-
neurs, who had retail backgrounds and were more attuned to and cultivated
consumer preferences (see Table 12.2), entered the industry through exhibition.
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TABLE 12.2

Careers of Top Eight Technology and Content Entrepreneurial Firms

Entrepreneur Entry Founders’ Careers

Technology Equipment and production:
1893–1903

63% (5 of 8) Manufacturer or inventor

Distribution: 1909 37% (3 of 8) theater

Exhibition: never

Content Exhibition: 1903–1907 50% (4 of 8) retail

Distribution: 1909–1914a 25% (2 of 8) film distribution or production

Production: 1909–1916 25% (2 of 8) other

aIn 1909 Carl Laemmle set up IMP, which was the forerunner to Universal. He released his first film in
October 1909. In 1914 William Hodgkinson founded Paramount, the first firm to provide national
distribution of films.



Their income from exhibition fueled their backward integration into distribution
and production. The rise and dominance of the feature film from 1910 through
1915 occurred after massive immigration to the United States. With the increasing
standardization of technology and changing consumer preferences in film content,
the skills that provided competitive advantage shifted from resolving technical
problems to identifying and cultivating consumer tastes.

Because technology entrepreneurs focused their attention on patents and saw
film content as irrelevant, they actively resisted and denied the change in con-
sumer preferences from actualities to narratives. When Kleine, a member of the
Trust who was an importer not an inventor, saw that imported European films
generated impressive box office revenues (over $1 million for three films in 6
months), he suggested that the Trust move toward feature films. In a memo to
him, the head of the Trust explained that “feature subjects of more than five reels
… [are] too long for the average picture theaters” and that he wanted programs of
no longer than three reels (Anderson, 1985, p. 150). Adolph Zuckor, a content
entrepreneur, applied for a production license from the Trust in 1912 for feature
films. The Trust refused, telling him “the time is not ripe for feature films, if it
ever will be” (Gabler, 1988, p. 30).

Technology entrepreneurs insisted on short film formats that frustrated their
creative talent. For example, director D. W. Griffith left Biograph in 1913 over this
issue (Katz, 1994, p. 560) and Edison lost Edwin Porter, its primary director and
cameraman, in 1910 over creative conflicts (Musser, 1991). The creative talent of
directors provided coherence to a film’s story and was thus a source of competitive
advantage. For example, in 1909 Biograph hired D. W. Griffith as its director and
“the sudden improvement in the quality of Biograph product that resulted from
Griffith’s innovations did not go unnoticed by the public. Attendance at theaters
that featured Biograph films rose dramatically” (Katz, p. 560). Technology entre-
preneurs also downplayed the creative talent of stars. For example, Biograph was
the first to develop a star, called the “Biograph girl” (so the brand would accrue to
the firm). However, Biograph refused to promote its star Mary Pickford as an indi-
vidual. Biograph reported to the New York Dramatic Mirror that “it was not the
personality of a particular player that made for successful motion picture produc-
tion but rather ‘first the story, second the direction, and third competent people as a
class not as individuals’” (Balio, 1985, p. 156). In 1910 content entrepreneur Carl
Laemmle enticed Pickford to switch from technology firm Biograph to his content
firm, Universal. Technology and content firms differed significantly in what re-
sources they saw as critical and how they managed their creative talent.

The shift in capabilities from technology to content is seen in how only 25% of
top-20 technology firms, which had the resources and industry experience, be-
came top producers in feature films. In contrast, Eastern European Jewish immi-
grants became 50% of top-20 producers or distributors in feature films from 1911
to 1920 (see Table 12.1). In essence, the dominant technology firms refused to ac-
knowledge the consumer demand for a new product, the feature film, which was
fueled by talents of stars and directors, and which shifted industry competitive ad-
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vantage. Trust members’ reluctance to engage in feature film production hindered
their ability to sustain market dominance. By 1918 8 of 10 Trust members (except
Pathé and Vitagraph) were either bankrupt or had left the industry. Technology en-
trepreneurs’ career logic of action was a source of competitive inertia.

CONCLUSION

By examining entrepreneurs’ careers and in-group rivalry, we gained insight into
sources of incumbents’ inertia. Technology entrants came from manufacturing ca-
reers and imported an economizing logic of action, which they were reluctant to
relinquish. They spent enormous energies in litigation with one another to estab-
lish dominance and control over property rights in the industry. This consumed
their attention, resources, and energies, allowing newcomers to gain a foothold in a
new and rapidly growing industry. In contrast, content firms came from retail ex-
periences and imported a marketing logic. Technology entrepreneurs did not at-
tend sufficiently to content entrepreneurs until they competed head to head as
producers, moving into greater resource similarity (Chen, 1996). Technology and
content entrepreneurs held distinct logics of action that defined what resources
they pursued, what capabilities they developed, and how competitive dynamics
within and between the two groups of entrepreneurs unfolded.

When entrepreneurs and top decision makers restrict their focus of attention to
either technology or content, this provides an opportunity for smaller or newer
competitors to exploit this restricted focus of attention. Ironically, the bit player
among the content firms was Warner Brothers, who by developing sound technol-
ogy in 1927 revolutionized and consolidated its place in the film industry. Cur-
rently, media conglomerates are battling for survival with smaller films such as
Lucas’ Industrial Light and Magic, which seeks to make digital technology the
standard in the industry. By doing so, Lucas will radically alter and reduce the en-
tertainment giants’ control over distribution, which has been their source of com-
petitive advantage since the 1930s. Technology developments drive content, such
as the rise of computer animation and Disney’s current challenge of retraining
their animators to create a specific look and appeal to young audiences raised on
computer games. Content may in turn drive technological developments such as
the use of computers to capture and create spectacular special effects that are cen-
tral to action-packed films. The rapid pace of technological advancement for creat-
ing and distributing content such as the Internet and the enormous appeal of
content makes the promulgation of movies viable in multiple technological for-
mats such as DVD, movie houses, cable television, and Internet access. In today’s
media environment, technology and content are finding new ways in which they
may live off of and extend one another, requiring that top decision makers attend to
both technology and content.
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CHAPTER

13

From 78s to MP3s:
The Embedded Impact

of Technology in the Market
for Prerecorded Music1

�

Timothy Dowd
Emory University

Most researchers often emphasize technology when explaining the dramatic
transformation of markets (Fischer, 1992; Nelson, 1994). Their common empha-
sis does not denote a consensus regarding how technology contributes to market
transformation. In fact, a divide exists regarding this issue. Some herald the
causal impact of technology, where the rise of superior technologies spurs trans-
formation. Others stress its contingent impact, where successful strategies for
exploiting technology prompt transformation. This divide not only entails diver-
gent opinions about technology, I suggest that it also reflects fundamentally dif-
ferent approaches to markets.

Scholars tend toward either atomized or embedded depictions when ap-
proaching markets (Dacin, Ventresca, & Beal, 1999). Atomized depictions are
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common in, but are not limited to, neoclassical economics. They posit that indi-
vidual actors—be they people or firms—negotiate markets in relative isolation
by heeding universal laws of efficiency and self-interest. Contextual factors,
such as interfirm relations and state policy, play minimal roles in market activity,
as they either reinforce universal laws or are eliminated via natural selection
(Adams & Brock, 1991; Yonay, 1998).

Atomistic depictions likewise treat technology as driven by universal laws and
as little shaped by contextual factors. Technologies that provide optimal solutions
to problems (e.g., production costs) diffuse and transform markets by altering how
their respective firms operate. Diffusion is not problematic because firms are will-
ing and able to exploit new technologies (Silverberg, Dosi, & Orsenigo, 1988;
Smith & Marx, 1994). As Disco and van der Meulen (1998, p. 4) lamented about
such a depiction, “technologies develop according to an inner logic … and are
therefore more or less impervious to human influence. On this view you can’t
hurry technology, but neither can you constrain it once its time has come.”

Scholars from diverse traditions, including economic sociology, object to
atomistic depictions. Their embedded depictions posit that markets can vary
widely by context and, hence, do not reflect universal laws. The pursuit of effi-
ciency and self-interest, for example, can entail drastically different prescriptions
in one context versus another (Dobbin & Dowd, 2000; Roy, 1997). Indeed, contex-
tual factors play key roles in market activity. Interfirm relations help create mar-
kets by shaping competition, prices, and resource allocation (Uzzi, 1997). State
policy helps create markets by stipulating the property rights that enable exchange
and by delimiting the strategies that firms can embrace (Dobbin & Dowd, 1997;
Edelman & Suchman, 1997).

Embedded depictions likewise treat technology as contextually contingent:
Successful strategies regarding technology—rather than new technologies per
se—prompt market change (Bijker & Law, 1992; Disco & van der Meulen, 1998;
Fischer, 1992). This treatment is supported by empirical regularities. First, patent
law limits which firms may exploit a given technology, shaping (if not slowing) the
diffusion of new technologies (e.g., Conant, 1960). Second, firms that possess the
right to exploit new technologies face the dilemma of how to do so. This is of major
importance, as new technologies can languish for years or fade into obscurity (e.g.,
Cusumano, Mylonadis, & Rosenbloom, 1992; Lewis, 1991). Finally, widespread
adoption of certain technologies can preclude the adoption of equally optimal or
superior technologies, as sunk costs involved in adopted technologies may make
their abandonment unlikely (e.g., McGuire, Granovetter, & Schwartz, 1994).

SCOPE OF THIS CHAPTER

This chapter demonstrates the embeddedness of technology via the historical case of
the U.S. market for prerecorded music, which the recording industry has serviced
since 1890 (Dowd, 2003). The case mostly emphasizes the period from
1940—when the recording industry had fully recovered from its near demise—to

206 DOWD



the early 1990s—when the industry momentarily basked in the success of the com-
pact disc. However, it also addresses the context that preceded 1940, and it com-
ments on the unresolved flux that emerged in the late 1990s (e.g., Napster, MP3s).

The prerecorded music market provides an ideal case because discussions of it
abound with atomistic depictions. Indeed, much conventional wisdom suggests
that new technologies—such as tape recorders and compact discs—provide the
main (if not sole) impetus for epochal shifts in the production of prerecorded mu-
sic. Drawing on archival and secondary sources, this case demonstrates the oppo-
site. Transformations of the prerecorded music market resulted from the interplay
between technology and contextual factors (e.g., copyright law), with the latter
having the decisive impact. A particular variant of the embeddedness literature
informs this case study—the new institutionalism in organizational sociology
(Scott, 1995). I highlight salient aspects of this theory before presenting the case.

Institutional Convergence and Product Conceptions

Institutionalists argue that firms confront an ambiguous marketplace that contains
no certain paths to success. Firms cope with this ambiguity and uncertainty by moni-
toring a limited range of elements (DiMaggio, 1997). In order to select which ele-
ments they should monitor, firms collectively develop conceptions of how their
market works. Their set of conceptions addresses such domains as competitive strat-
egies (Fligstein, 1996), labor relations (Dobbin, Sutton, Meyer, & Scott, 1993), and
organizational boundaries (Davis, Diekmann, & Tinsley, 1994). Each conception is
“simultaneously a worldview that allows actors to interpret the actions of others and
includes a reflection of how the market is structured” (Fligstein, 1996, p. 658).

When documenting how U.S. broadcasters make sense of radio technology,
Leblebici and colleagues (Leblebici, 1995; Leblebici, Salancik, Copay, & King,
1991) demonstrated the importance of collective conceptions regarding the prod-
uct. Among other things, they showed how broadcasting firms came to agree on
two key elements: the technological format of their product (e.g., AM vs. FM sig-
nals) and the uses of this format by other business (e.g., ship-to-shore communica-
tion vs. advertisement). Their findings resonate with past institutional work in
several ways, of which I mention two.

First, change in the collective conception about radio’s product mostly follows
the process detailed in many institutional studies (Dowd & Dobbin, 1997). Some
firms innovate a new format or use that favors their respective position; they can
politick for other firms to follow their lead. If the new format or use appears to gen-
erate success for the innovator, then other firms imitate. Issues of power surface
when actors, such as the state, coerce other firms to adopt a new format or use. The
process culminates when firms institutionalize a new format or use, rendering a
market that diverges from its previous incarnation. That is, firms treat the new con-
ception as an objective fact that defines the nature of their market.

Second, a newly institutionalized format or use need not rest on superior tech-
nologies, as is the case for a wide assortment of institutions (Meyer, Boli, &

13. FROM 78s TO MP3s 207



Thomas, 1994; Meyer & Rowan, 1977). In fact, given the role that power plays in
the institutionalization process (Dobbin & Dowd, 2000; Roy, 1997), firms can em-
brace a new format or use that favors the interests of particular actors rather than
the interests of efficiency or technological superiority—as when powerful actors
delayed the emergence of FM radio (Lewis, 1991).

I follow the example of Leblebici et al. (1991) and examine the collective con-
ception that record firms hold for their product of prerecorded music. I document
their evolving consensus about the product’s technological formats (e.g., compact
disc). These formats are what record firms exchange with consumers and, conse-
quently, provide crucial income for record firms. I also document their evolving
consensus about the uses of their product by nonproducing firms—those busi-
nesses that occupy an intermediary position between record firms and consumers
(e.g., radio stations). Such uses provide a potential source of income, and hence,
are of great concern to recording firms (witness the Napster case). I use product
conception to denote institutionalized consensus among recording firms about
their products’ formats and uses. A new product conception occurs when record
firms adopt a form or use that entails a logic that sharply diverges with the past
logic. I make such a distinction so as not to confuse incremental changes (e.g., the
successive adoption of the eight-track tape and cassette tape formats) with the ep-
ochal changes (e.g., the shift from analog to digital formats) that concern
institutionalists.

The historical case addresses, after 1940, three occasions where record firms
institutionalized a new product conception. Atomistic depictions suggest that
such major shifts would follow the facile diffusion of new and superior technolo-
gies. This was not borne out in the prerecorded music market. Each product con-
ception diffused only after the coercing or politicking of powerful actors, and
each relied on technological formats that were old or nonsuperior, or both. Al-
though I only document product conceptions in the prerecorded music market, I
expect that such conceptions are salient for all media markets. In fact, as much
history reveals, epochal shifts in media formats or uses result from a contested
rather than efficient process (e.g., Balio, 1990; Cusumano et al., 1992; Kerr,
1990; Leblebici et al., 1991).

THE EMERGENCE AND DOMINANCE
OF A SINGLE FORMAT, 1900 to 1940

RCA Victor, Columbia, and Decca (the Big Three) dominated the prerecorded mu-
sic market in the early 1940s, accounting for nearly 99% of recordings manufactured
in the United States (U.S. Congress, 1942). Their conception of the product, then,
had great import. Regarding its technological format, the Big Three held that prere-
corded music should generate income via flat discs that rotated at 78 revolutions per
minute (rpm) and that were made of a shellac compound. However, the 78-rpm shel-
lac disc was not the only viable format, nor was it technologically superior.
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The format embraced by the Big Three was rooted in the turn of the century. The
selling of prerecorded music on 78s began around 1894, grew common in the early
1900s, and became standard in the 1910s; the shellac compound was first used for
78s in 1897 and became the norm in the early 1900s (Garlick, 1977; Isom, 1977;
Sutton, 2000). Despite its long history, the 78-rpm shellac disc had notable limita-
tions. The 10-inch configuration provided less than 5 minutes of prerecorded mu-
sic per side. Lengthy compositions (e.g., orchestral music) required numerous
discs, as well as the interruptions that occurred when listeners changed discs
(Goldmark, 1973).

Record firms would later finesse this limitation by emulating the photo album
and creating the record album—a leatherette-bound volume with multiple paper
sleeves, with each sleeve containing a disc (Garlick, 1977); they also devised auto-
matic record changers that allowed a speedy transition from one disc to another
(Kogen, 1977). The shellac compound posed further limitations: “The largest defi-
ciency of shellac record was its surface noise … a partial blessing for it masked
many other faults. Shellac records were full of blisters and unfilled grooves which
produced ticks and pops in the sound” (Isom, 1977, pp. 720–721). The compound
also was extremely brittle. Some firms responded by shipping 78s in wooden
crates, in order to minimize breakage (Isom, 1977).

Developments in other industries (i.e., film, radio) during the 1920s and
1930s revealed that the 78-rpm shellac disc was but one alternative for the pre-
recorded music market. In 1925, Western Electric developed a device that al-
lowed a reel of film to be synchronized to a disc of prerecorded sound, the
Vitaphone. Western Electric did not utilize 78s because of their limited play-
back time (a reel of film exceeded 10 minutes); instead, it perfected a 16-inch
disc that rotated at 33 1/3 rpm and provided 15 minutes of sound per side. This
disc amazed audiences at the showing of Don Juan in 1926 and The Jazz Singer
in 1927 (Barrios, 1995). The Vitaphone soon faded from the film industry, as
studios now recorded sound on film, but its disc quickly diffused to the radio in-
dustry (Bachman, 1977; Barrios, 1995).

From 1928 on, a growing number of radio stations relied on 33 1/3 rpm discs
for electrical transcriptions—recordings of live programming manufactured by
Western Electric and others. These 16-inch discs allowed, among other things,
stations to air a program from one time zone at a convenient time in other time
zones (Morton, 2000; U.S. Congress, 1942). Their 15-minute duration was at-
tractive for radio programming, especially when compared to the short duration
of 78s (Hyde, 1994; Morton, 2000). These 33 1/3s became more attractive in the
1930s, when Western Electric and others shifted to a compound of vinyl rather
than shellac. This shift yielded a notable improvement in sonic quality and an un-
breakable product that could easily be mailed (Isom, 1977; Khanna, 1977). Al-
though Vitaphone discs and electrical transcriptions could not be played on
home phonographs of the day (Barrios, 1995; Hyde, 1994), both demonstrated
superior advances over the format found in the prerecorded music market. Nev-
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ertheless, the Big Three and other record firms relied on the 78-rpm shellac disc
in 1940 and would do so for years.2

OPPOSITION TO RADIO AIRPLAY
AND ACCEPTANCE OF THE JUKEBOX, 1920 to 1940

Historical developments in the 1920s (the rise of commercial radio) and the
1930s (the resurgence of jukeboxes) forced record firms to grapple with the
uses of their prerecorded product. The Big Three concurred that radio stations
should not broadcast their 78s. Instead, they wanted stations to prompt sales of
prerecorded music by airing live broadcasts of the Big Three’s respective songs
and performers. They also conceded that businesses could buy prerecorded
discs for use in jukeboxes

The opposition of the Big Three to the broadcasting of their 78s was rooted in
the recording industry’s economic turmoil of the 1920s and early 1930s. From the
earliest days of radio, stations broadcasted the prerecorded music of record firms.
Some thought that this would benefit both industries, providing cheap program-
ming for the infant radio industry and free promotion for the robust recording in-
dustry (Hyde, 1994; Sanjek, 1988). However, the fortunes of both industries soon
diverged. The number of record firms sharply declined while the number of sta-
tions swelled into the thousands (Leblebici et al., 1991; Sutton, 2000). The frailty
of record firms was matched by declining output: Their total production value
plummeted from $105.6 million in 1921 to $5.5 million in 1933 (Recording Indus-
try Association of America [RIAA], n.d.). Concurrently, the annual number of
commercial radio stations rose dramatically (Sterling, 1984).

This turmoil shaped what would become the Big Three. The forerunners of RCA
Victor, and Columbia—Victor Talking Machine and Columbia Phonograph—were
stalwarts of the early prerecorded music market (Gellat, 1977) and were among the
first U.S. firms to establish multinational operations (Chandler, 1990). Their de-
cades of success evaporated in the 1920s, and each floundered before eventual ac-
quisition by a radio giant (Millard, 1995; Schicke, 1974). Victor was purchased in
1929 by RCA, the parent company of the NBC network. Columbia experienced sev-
eral ownership changes, the final one occurring when the CBS network acquired it in
1938 (Federal Communications Commission, 1941; Sutton, 2000).
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2In 1931, RCA developed 10- and 12-inch shellac discs that rotated 33 1/3 rpm and were com-
patible with existing home phonographs. Exploiting the extended duration of these discs, RCA
developed a catalogue that included lengthy orchestral pieces (Atlas, 1950; Fagan, 1982; RCA,
1953). These discs were plagued by technical difficulties, such as unsteady rotation, and were
commercial failures (Bachman, 1977; Goldmark, 1973; Schicke, 1974). RCA ceased their pro-
duction in 1934 because of supposed “apathy on the part of the buying public” (RCA, 1953, p.
31). Heeding its failure, RCA continued to stress 78s for the prerecorded music market—as
would Columbia and Decca (Atlas; Isom, 1977).



The last of the Big Three (Decca) would navigate the turmoil, in part, by provid-
ing business establishments with prerecorded music for use in jukeboxes. The
placement of coin-operated phonographs in establishments dated back to 1889,
and their use by establishments waxed and waned in subsequent decades before
growing moribund in the late 1920s (Bodoh, 1977; Dowd, 2003). The 1933 repeal
of prohibition revived coin-operated phonographs in the form of jukeboxes. The
proliferating number of bars and clubs used these machines to provided ambience
and easy income; diners, malt shops, and other establishments soon followed suit
(Bodoh, 1977; Lynch, 1990). Decca Records (est. 1934) targeted establishments
that used jukeboxes. This provided them with inexpensive records (21 cents each
versus the once-common retail price of 75 cents). Decca’s strategy led to great suc-
cess and its inclusion in the Big Three. By 1938, roughly 60% of U.S. record sales
were to establishments that used jukeboxes, and Decca accounted for some 75% of
those sales (Ennis, 1992; Millard, 1995; Sanjek, 1988).

Amid the economic turmoil of the 1920s and 1930s, recording personnel drew
conclusions about uses of their product. They concluded that record firms suffer
when stations broadcast prerecorded music (Sanjek, 1988). This conclusion rested
on what would later prove to be a flawed assumption: Consumers would not buy
records when they could hear them for free on radio (Schicke, 1974). It also rested
on an accurate evaluation of U.S. copyright law.

When broadcasting prerecorded music, radio stations must pay royalties to the
composers, lyricists, and publishers of the music but not to the record firms or per-
formers that generate the recording (American Society of Composers, Authors,
and Publishers, 1933; Ringer, 1961). In other words, stations can generate income
by repeatedly playing hit records and, aside from the initial purchase price, they
need not compensate record firms. They also concluded that record firms benefit
when businesses use prerecorded music in jukeboxes (Ennis, 1992; Schicke,
1974). Their acceptance of jukeboxes was somewhat at odds with their rejection of
radio airplay, as coin-operated phonographs were exempt from copyright since
1909. As was the case in radio, then, record firms saw no share of the jukebox
profit that resulted from the repeated play of hit records (Sanjek, 1988). Flaws and
inconsistencies aside, the first conclusion provided a ready explanation for the
near demise of the prerecorded music market in the 1920s and the second one of-
fered an explanation for the success of Decca in the 1930s.

Given such conclusions, the Big Three devised an approach to radio that dis-
couraged the airplay of records. Beginning in 1933, RCA Victor and Columbia in-
scribed prohibitions on their 78s to prevent radio stations from broadcasting their
prerecorded product. These inscriptions included “Not Licensed for Radio Broad-
cast” and “Licensed for Non-Commercial Use on Phonographs in Homes.” Begin-
ning in 1937, Decca inscribed similar prohibitions on its 78s (Sanjek, 1988;
Sherman & Nauck, 1998).

Powerful actors in government and broadcasting likewise opposed the broad-
casting of prerecorded music. Since the 1920s, federal officials preferred that ra-
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dio serve the public via broadcasts of live programming; one of their reasons was
that live entertainment and information (unlike 78s) were not widely available to
all (Hyde, 1994; Morton, 2000).3 CBS and NBC also advocated live broadcasting.
Corporate documents reveal that both networks championed live programming
because it demonstrated radio’s reach, immediacy, and potential for edification
(e.g., NBC Advisory Council, 1930, p. 7). Both networks discouraged (if not for-
bade) owned and affiliated stations from airing the 78s of record firms (Hyde; U.S.
Congress, 1942).4 Finally, in the late 1930s, supreme courts in three states required
that particular stations cease airplay of records that bore prohibitive inscriptions
(Hayes, 1982; Ringer, 1961; U.S. Congress, 1978).

By the end of the 1930s, the product conception of the Big Three was institu-
tionalized. For example, it was now common practice for record firms to evaluate
success in the prerecorded market by attending simultaneously to Variety charts
that detailed the bestselling 78 discs, Billboard charts that detailed the songs and
performers that garnered the most live performances on radio, and Billboard charts
that detailed which records did well in jukebox play (Ennis, 1992; Whitburn,
1986). This product conception, however, rested on an old and nonsuperior tech-
nological format (i.e., the 78-rpm shellac disc) and on a conservative approach to a
new technology (i.e., opposition to radio airplay). Given the dominance of the Big
Three, and the opposition to airplay found in quarters of government and broad-
casting, this product conception seemed firmly entrenched.

ACCEPTANCE OF RADIO AIRPLAY, 1940 to 1947

A series of developments in the early 1940s challenged the Big Three’s product
conception, thereby creating an opportunity for the emergence of a new product
conception. Several of the developments pertained to broadcasting. In 1940, the
New York Supreme Court ruled that once radio stations purchased a record, they
were free to broadcast it, even when it bore a “Not Licensed for Broadcast” inscrip-
tion (Hayes, 1982; Ringer, 1961). Big Three managers were not pleased with this
ruling, and they unsuccessfully pursued ways of obtaining fees from broadcasters
that aired their recordings (Sanjek, 1988). Meanwhile, the Federal Communica-
tions Commission (1941) issued a series of rulings that were meant to curtail the
power of radio networks, including those that limited the ability of networks to in-
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3Federal officials had additional concerns: Stations can use prerecorded music to feign a live
performance and, thereby, deceive listeners. Stations that rely on inexpensive 78s, further-
more, have a competitive advantage over those that rely on costly live programming (Hyde,
1994; Morton, 2000).

4The National Association of Broadcasters (NAB, 1978) favored live broadcasts as well, but
not as vigorously as CBS and NBC. NAB standards only required that stations not broadcast
phonograph records between 6:00 and 11:00 p.m. By “phonograph records,” it meant the 78s
manufactured by record firms and not the electrical transcriptions used by broadcasters. It made
this distinction, as many in radio did, to emphasize the quality of transcriptions and to placate
federal concerns (e.g., transcriptions were not sold to the public and, thus, not widely available;
Hyde, 1994; Morton, 2000).



fluence the programming of affiliated stations. Shortly thereafter, federal officials
admitted that their opposition to radio airplay was difficult to enforce (U.S. Con-
gress, 1942). These developments meant that network and nonnetwork stations
alike were soon able to pursue the broadcast of prerecorded music.

Two other developments pertained to the production of prerecorded music.
First, wartime restrictions sharply curtailed the production of recordings. For ex-
ample, the government limited the production of record firms because their shellac
was needed for warfare production. Although record firms were allowed to retain
their current stocks of shellac, future purchases of shellac were dependent on the
amount that government warehouses could allow (Millard, 1995; Sanjek, 1988).

Second, the American Federation of Musicians (AFM, est. 1896) exacerbated
these wartime restrictions. AFM leadership feared that the prerecorded music
would reduce employment opportunities for its members (Leiter, 1974; U.S. Con-
gress, 1948). As a result, it announced that “from and after August 1, 1942, the
members of the American Federation of Musicians will not play or contract for re-
cordings, transcriptions, or other forms of mechanical reproductions of music”
(U.S. Congress, 1942, p. 6). In other words, the vast majority of American instru-
mentalists would not be available for the prerecorded music market. This ban
would continue until record firms agreed to pay a royalty to its unemployment
fund (Ennis, 1992; Sanjek, 1988). Rather than concede to the AFM, the Big Three
attempted to wait them out by drawing on their large backlog of unreleased record-
ings. As the ban continued, the Big Three quickly ran out of new products. The ban
ended in 1944 when the last of the Big Three agreed with the stipulations of the
AFM (Leiter, 1974), but not before production levels had dropped to low levels.
Columbia Records, for instance, went from releasing more than 2000 records in
1940 to only 62 in 1944 (U.S. Congress, 1958).

Capitol Records (est. 1942) offered an innovation that undermined the extant
product conception. Before doing so, however, it first had to cope with the AFM
ban and the shellac shortage. Ironically, these two developments helped Capitol
deal with another obstacle—succeeding in a market dominated by the Big Three.
In particular, the AFM ban and shellac shortage constrained the range of material
that the Big Three could release and the number of copies that they could manufac-
ture. As a result, the newly formed Capitol gained a visibility it might not have en-
joyed under different circumstances. “Everything that should have held us back,
worked for us,” wrote cofounder Johnny Mercer. “The war and even the musicians
strike only made our little company better known and more quickly recognized …
we got heard a lot” (Grein, 1992a, p. C2).5

While skillfully dealing with the shortage of material and musicians, Capitol
executives believed that the broadcasting of recordings would stimulate rather
than harm sales. They chose to ignore the lessons that recording personnel had
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drawn from the turmoil of the 1920s and 1930s. As a result, Capitol became the
first record firm regularly to deliver free recordings to disk jockeys (Grein, 1992a;
Sanjek, 1988). As cofounder Glenn Wallichs recalled:

We devised a personal sample record for about 50 of America’s most influential jock-
eys. We typed up special labels with their names on both sides … and then had our lim-
ited employee force drive around and distribute each sample personally. It was a
service that created a sensation… We made the jock a Big Man. (Dexter, 1969, p. 58)

Capitol’s reliance on radio airplay soon reaped success. By the end of 1942,
consumers and jukebox owners were buying Capitol’s recordings in numbers
that were comparable to those of the Big Three. By the time that wartime restric-
tions and the AFM ban had subsided, Capitol had garnered sales in excess of $2
million. Indeed, Capitol had joined the ranks of the dominant firms, turning the
Big Three into the Big Four (Grein, 1992a, 1992b; Moody’s Investor Services,
1950; Sanjek, 1988).

The success of Capitol’s innovative use held ramifications for the prerecorded
music market. On the one hand, the Big Three begrudgingly ceased their quest for
attaining fees whenever broadcasters aired recordings and likewise courted DJs
with free recordings (Ennis, 1992; Sanjek, 1988; U.S. Congress, 1958, 1960). On
the other hand, a growing number of firms entered the recording industry, imitat-
ing the use that Capitol innovated. In fact, this new use dramatically altered the
logic of the market for prerecorded music: If small or new firms could attain suffi-
cient airplay for one recording, the resulting attention could, in turn, lead to sales
that subsidized future operations—as Capitol Records had clearly demonstrated
(U.S. Congress, 1958). The diffusion of this new use was made possible by gov-
ernment and court actions, which eventually forced those in the radio and record-
ing industries to accept the airplay of prerecorded music.

By early 1945, record firms still agreed that their product should be reproduced
on 78-rpm discs (i.e., format). They now agreed, however, on a new use: Record-
ings should be broadcast in order to stimulate sales. The institutionalization of the
new product conception was apparent in February, when Billboard initiated a new
popularity chart, “Records Most-Played by Disk Jockeys.” Record firm managers
now evaluated success by monitoring which recordings received the most retail
sales, jukebox purchases, and radio airplay (Whitburn, 1986). Thus, a new use of
an old technology rather than a new technological format transformed the market
for prerecorded music.

RISE OF MULTIPLE FORMATS, 1948 to 1982

The broadcasting of prerecorded music on the radio allowed a flood of new en-
trants to come into the recording industry; this resulted in the Big Four becoming
the Big Six, as the record labels of Mercury and MGM quickly prospered, and it
led to a decrease in market shares for the largest recording firms (Dowd, 2004;
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Sanjek, 1988). Amid dissipating market shares, two of the largest firms contem-
plated a new technological format that would supplant the 78-rpm disc. CBS (Co-
lumbia) unveiled its 33 1/3-rpm long-playing (LP) disc in 1948. The LP was made
of nonbreakable plastic (vinylite) and could store more than 20 minutes of music
per side, a significant improvement over the short-playing and brittle 78-rpm disc.
RCA debuted its vinylite 45-rpm disc shortly thereafter. Although this disc stored
less than 5 minutes of music per side, it was inexpensive and small, as was its
$29.95 record player (Gellatt, 1977; Millard, 1995).

Each firm hoped that its new disc would become the market standard. As a re-
sult, each launched multimillion-dollar campaigns to promote their respective
discs. Furthermore, both firms freely licensed their respective technology to any
interested record firm, thus temporarily foregoing the usual patent royalties in the
pursuit of allies (Gellatt, 1977; Millard, 1995). These free licenses, furthermore,
proved to be a boon for small record firms, especially because they lowered pro-
duction costs (“Cap Promotion Push,” 1950).

Record firms, radio stations, and consumers quickly favored CBS’s LP disc
over RCA’s 45 rpm. In January of 1950, RCA seemed to sound defeat when an-
nouncing that it likewise would offer LP recordings. However, this announcement
signaled the beginning of its “Operation TNT.” RCA personnel now advocated a
two-speed market and launched a massive advertising campaign in support of this
idea. RCA’s efforts soon garnered support from various quarters. Record firms, for
example, used LPs for soundtracks and used 45-rpm discs for singles played on the
radio. In fact, jukebox operators and radio stations eventually relied on 45-rpm
discs. Thus, it appeared that the market would discard the 78-rpm disc in favor of
both LPs and 45-rpm discs (“Diskeries Wary,” 1954; “Hard Trek for Diskers,”
1950; “Jukes Will Test New-Speed Disks,” 1950; “Majors and Subsids Switch,”
1954; “1,092 Stations,” 1950; “Standardization Advances,” 1950; “Stations to Get
325,000 R. P. M. Records,” 1954; “Who’re Pressing What Speeds,” 1950; see also
Gellatt, 1977; Millard, 1995; Sanjek, 1988; Simon, 1950).

Two European developments complicated the shift to a two-speed market.
First, magnetic-tape recording grew more viable as U.S. manufacturers gained
free access to the German developments made during World War II. By 1949, the
majority of record firms used this new technology for “recording music first on
tape and later transcribing it to a master disk from which pressings are made”
(“Men Behind the Microphones,” 1952, p. 57; Millard, 1995). RCA and Capitol
began marketing prerecorded tapes for consumers in 1953 (“Diskeries Wary,”
1954). Second, two British firms—British Decca and EMI—introduced two in-
compatible formats of stereo technology (Boehm, 1958; Gray, 1986; Sanjek,
1988). Both developments suggested that the formats of prerecorded music would
entail more than a two-speed market.

In 1957, record firms revised their product conception concerning the format of
their product while retaining their old assessment concerning its uses. Following
the politicking of CBS, RCA, and others, they now agreed that recordings should
be reproduced in multiple formats, including 33 1/3 discs (in mono and stereo),
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45-rpm discs, and prerecorded tapes (which now accounted for $7 million in sales;
see Millard, 1995; Morton, 2000). The institutionalization of the new product con-
ception was demonstrated by two formal changes. In October, Billboard initiated
its popularity charts for LP albums to complement the extant charts for hit songs.
In December, the RIAA established a market-wide standard for stereo production
(“Best Selling Pop LPs,” 1957; Boehm, 1958; Millard, 1995; Sanjek, 1988).

The new product conception was notable for its treatment of technology. First,
record firms now expected to truck in multiple formats. Consequently, a variety of
new formats were later introduced into the market without disruption (e.g., cas-
settes). In fact, various tape and disc formats coexisted throughout the 1960s and
into the 1970s. Second, record firms did not embrace a new technology that was
superior. Instead, they compromised by embracing a variety of new technologies,
some of which proved to be far from superior (e.g., eight-track tapes; “Are Cas-
settes Here to Stay?,” 1969; Millard, 1995; see also Christman & Terry, 1990).

Production levels increased dramatically under this new product conception
and the dominance of the Big Six rebounded as they adapted (Dowd, 2004). Their
adaptation occurred in a piecemeal fashion. First, the Big Six found that their sheer
number of units rose by factors of two or more as they released the same song on
LPs, 45-rpm discs, cassettes, and other formats. Second, they found that such
heightened production created a logjam among their distributors. Third, they re-
sponded to this logjam by devising and expanding their own distribution systems.

By the mid-1960s, each firm operated its own distribution in heavily populated
areas and relied on independent distributors in sparsely populated areas. By the
late 1960s, each of the Big Six had severed its reliance on independent distributors
and relied on its own system of distribution (Denisoff, 1986; King, 1966). Finally,
the sprawling distribution systems of each firm required a steady supply of prod-
ucts. Each of the Big Six responded by pursuing contracts with smaller record
firms, whereby they would distribute the records of smaller firms in exchange for
fees and royalties. Such arrangements could easily give way to consolidation (and
often did), as the Big Six acquired financial interest in the firms that they distrib-
uted. The end result was that a growing percentage of products entered the prere-
corded music market under the aegis of the Big Six (Denisoff; Dowd, 2004).

The expanding prosperity of both the Big Six and the recording industry even-
tually faced a challenge. The industry recession of 1979 signaled a dramatic
change in the fortunes of the prerecorded music market, for production levels and
sales had risen at a fairly steady pace since World War II. This fairly steady in-
crease accelerated in the mid to late 1970s, as production and sales levels reached
new plateaus. By 1978, the market produced more than 700 million recordings and
generated $4 billion in sales. The 1978 boom, however, turned to bust in 1979. To-
tal sales of recordings declined by almost a $500 million in less than a year. The re-
cession continued until the end of 1982, when Michael Jackson’s Thriller signaled
the end of the recession (Denisoff, 1986; Dowd & Blyler, 2002).
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THE RISE OF A NEW DOMINANT FORMAT
AND A NEW USE 1982 to the 1990s

A number of analysts proposed reasons for the sudden recession, including the ag-
ing of the baby boomers, the dearth of new performers, the emergence of video
games, and the overabundance of disco records. Nevertheless, the Big Six blamed
the recession on the cassette tape. In particular, they claimed that consumers were
“illegally” taping recordings rather than purchasing them. Warner Communica-
tions—now one of the Big Six—estimated that home taping cost all record firms
some $2.8 billion a year. Although a government study found no support for the
deleterious impact of home taping, recording personnel were adamant that home
taping was the source of the recession (Denisoff, 1986; U.S. Congress, Office of
Technology Assessment, 1989).

Although the origins of the recession were less than clear, its impact was obvi-
ous. On the one hand, the recession of 1979 prompted consolidation in the prere-
corded music market in two ways. First, Big Six firms acquired the record
divisions of many firms that exited during the recession. Second, an increasing
number of smaller firms, such as A & M and Motown, turned to the Big Six for dis-
tribution as the recession decimated the independent distribution that once served
them (Denisoff, 1986; Dowd, 2004; Sanjek, 1988). On the other hand, the reces-
sion also created an opportunity for record firms to reassess the nature of their mar-
ket’s products. In the face of such economic hardship, one record firm innovated a
new technological format for the product, whereas another innovated a new use. In
doing so, both firms ultimately undermined the extant product conception.

Philips (the owner of Mercury) offered the compact disc (CD) to consumers in
1982. Unlike previous formats, the CD would not deteriorate after repeated use;
moreover, its 75 minutes of music offered a substantial improvement over existing
discs and tapes. Despite its obvious technical superiority, the CD debuted only af-
ter Philips had convinced manufacturers and musicians of its marketability. One
year after becoming available, 308 million CD units were sold. By 1986, more CD
units were sold than LP albums. In fact, Columbia Records—the initial champion
of the LP album—would eventually offer fewer than 12,000 vinyl albums
(McGahan, 1991; Millard, 1995; Puterbaugh, 1992; RIAA, 1987, 1995).

The second innovation resulted from a joint venture between Warner Commu-
nications and American Express: the emergence of Music Television (MTV) in
1981. As was the case with the CD, MTV personnel previously campaigned to
convince firms of the marketability of music videos. Most, but not all, of the Big
Six responded positively to this promotional campaign by delivering videos for
broadcast. By 1983, various consumer surveys showed that MTV videos stimu-
lated album purchases. As a result, video production soared: The original 570 vid-
eos played on MTV ballooned to a library of more than 8,000 (Banks, 1996;
Denisoff, 1986, 1988; Giles & Mundy, 1991).
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Record firms had revised their product conception in the wake of politicking
by Philips, Warner, and others. Regarding the formats, record firms now offered
recordings in analog (e.g., cassettes), digital (e.g., CDs), and video formats. Re-
garding the uses, record firms now promoted sales via both radio and television
airplay. Recording personnel maintained that prerecorded music in one format
would stimulate the demand for such music in another format. Video renditions
of songs, for instance, would persuade consumers to buy the sound-recording
counterparts. The institutionalization of this new product conception was dem-
onstrated in 1983 when, first, the RIAA began gathering data on the production
and sales of CDs, and, second, Billboard initiated its airplay charts for music vid-
eos (RIAA, 1987; “Video Programming,” 1983). By the end of the 1980s, these
video charts showed that some 80% of hit songs also had an accompanying video
(Dowd & Blyler, 2002).

It is tempting to portray this product conception as driven by superior technol-
ogy, given the CD’s rise to prominence. However, such a portrayal is not accurate
for several reasons. First, the widespread acceptance of the CD did not lead to the
demise of the analog cassette, which is demonstrably inferior to the CD in a num-
ber of ways (Morton, 2000). Second, record firms took active steps to ensure that
another superior technology did not diffuse throughout the prerecorded music
market. Recalling their perceived peril of home taping, record firms petitioned
Congress in the 1980s to block the sale of digital audiotape (DAT) machines to
consumers (U.S. Congress, Office of Technology Assessment, 1989). This format
would have allowed consumers to make CD-quality tapes, which record firms
feared would damage the vibrant sales of CDS.

After a protracted struggle, record firms finally won a victory. The Home Re-
cording Act of 1992 imposed a royalty on the sale of both DAT machines and blank
DAT tapes. The resultant funds were distributed among a variety of interested par-
ties (e.g., composers, performers), with record firms receiving a share (U.S. Con-
gress, 1987, 1992). Record firms remained concerned, however, and did not
release prerecorded music on DAT. Finally, record firms likewise were less than
enthusiastic about Philips’ introduction of the Digital Compact Cassette and
Sony’s MiniDisc, as were consumers, with neither format becoming a mainstay
for prerecorded music (McGahan, 1991; Morton, 2000). Hence, the product con-
ception that arose in the early 1980s drew on one digital format, yet it did not draw
on other digital formats that were patently superior to the analog cassette tape.

The largest record firms mostly thrived under this product conception and con-
tinued the emphasis on distribution formed during the previous product concep-
tion. The largest firms pursued distribution contracts so fervently because they
each sought to broaden their range of products, provide a constant product flow for
their massive distribution systems, and increase their market share (Dowd, 2004).
Indeed, their dominance would grow more pronounced as a round of mergers and
acquisitions reduced the Big Six to the Big Five. Thus, as the new millennium
opened, the Big Five would consist of AOL Time Warner, Bertelsmann, EMI,
Sony, and Vivendi Universal (Roberts, 1995; Standard and Poor’s, 2000). Each of
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these firms was well poised for producing and distributing multiple formats, yet
none of them was ready for what would occur on the Internet.

THE UNRESOLVED FLUX OF THE NEW MILLENNIUM

In the late 1990s, record firms encountered a new format that proved far more chal-
lenging than DAT—the MP3. While record firms were grappling with DAT, a
group of German researchers were improving sound transmission for high-defini-
tion television. Their efforts resulted in a technology that reduces the size of digital
sound files by a factor greater than 10. This innovation became the standard for the
Moving Picture Experts Group, with its initial label of “MPEG 1 Layer 3,” giving
way to the moniker of “MP3.” Although created for television, MP3 soon became
the format of choice for those wishing to exchange musical files. Such individuals
often took the digital music found on CDs and created MP3 copies. The com-
pressed size of the MP3s, in turn, facilitated their distribution via e-mail. These in-
dividuals had therefore attained what the record firms had hoped to prevent: digital
copies of prerecorded music. Moreover, their copies could be widely disseminated
with little effort (Drummond, 2000; Keefe, 2000).

Various entrepreneurs sought to exploit the distribution of MP3s, with the
Napster web site providing the most infamous example. It originated, in part, from
the idea of Shawn Fanning, a one-time student at Northeastern University who cre-
ated a program for sharing musical files. The operation of Napster was elegantly
simple. It offered its users free access to musical recordings by linking together the
hard drives belonging to the community of Napster users. This, in turn, allowed us-
ers to search for and download, without payment, digital files of music found on
their peers’ computers. Many of these downloaded files contained songs copied
from commercial recordings —copies made without the permission of record firms.

As the number of exchanged MP3s exploded into the millions, the RIAA filed
suit against the web site in December 1999, alleging that Napster facilitated copy-
right infringement. The allegation received support when a court ordered Napster
to prevent its users from trading copyrighted music. Unable to devise a means for
preventing copyright infringement, and failing in the court of appeals, the first in-
carnation of Napster ground to a halt (“The Industry Responds,” 2000; Levy, 2000;
“Music Publishers,” 2001; “Napster Downloads Drop 36 Percent in April,” 2001;
Stone, 2000; Zeidler, 2000b).

The Napster ruling did not solve the recording industry’s troubles. Subsequent
peer-to-peer systems (e.g., Kazaa) proved more immune to legal action than had
the first incarnation of Napster (“Not-so-Jolly Rogers,” 2003), and the circulation
of commercial recordings without payment to copyright holders continued at a
startling pace—with more than 5 million individuals sharing some 250 million
songs per week by the end of 2003 (Nelson, 2004). Meanwhile, firms beyond the
recording industry eventually launched online sites, such as Apple’s iTunes and
Roxio’s recent incarnation of Napster, that provided commercial recordings for a
minimal price (e.g., 99 cents per downloaded song) and without copyright in-
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fringement (Kloer, 2003). These sites sold some 25 million songs in early 2004,
with Apple’s iTunes accounting for the most (Belson, 2004; Levy, 2004).

The success of iTunes and other sites suggested that consumers were ready to
embrace a legal approach to online music. Concurrently, the recording industry
endured a dramatic decline in the sales of prerecorded music, dropping more than
12 % from 2000 to 2003 (Nelson, 2004). Still, the industry had yet to devise a prod-
uct conception addressing online music. Universal Music’s move to cut the price
of prerecorded CDs (“Not-so-Jolly Rogers,” 2003), for example, was more a mod-
ification of the old product conception than the creation of a new conception. The
flurry of lawsuits that the RIAA brought against individuals who engage in illegal
downloads (Schwartz, 2004a) was more reactive than proactive—designating
what consumers should not do with regard to online music. Amidst this flux and
uncertainty, the Big Five moved to become the Big Four; after regulators blocked
merger attempts among these large firms, a merger between Sony and
Bertelsmann seemed eminent (”Not-so-Jolly Rogers,” 2003; “Fightback,” 2004).

Although issues surrounding the online distribution of music are far from re-
solved, these issues suggest that a new product conception will eventually ap-
pear. Heeding both the formats and uses of prerecorded music provides some
purchase on why there is currently such flux. Though incredibly slow in accept-
ing the online distribution of music, the dominant record firms have embraced
the idea (Keefe, 2000). They have not, however, embraced the MP3 because of its
lack of copy protection (Hillis, 2000; Rose, 2000; Ziedler, 2000a). Instead, they
seek to “create piracy-proof specifications for a standard or family of standards
for digital music” (Drummond, 2000; p. 158; see also Scwhartz, 2004b). That is,
they hope to avoid the problems that they experienced in the late 1970s, when, as
they claimed, excessive copying of prerecorded music raised all sorts of difficul-
ties for the recording industry.

These record firms therefore face the challenge of devising such a format and
then persuading consumers to adopt it. Record firms are likewise concerned with
the uses of online music. Though still not entitled to compensation whenever their
recordings are broadcast on radio (RIAA, 1995), as a result of the Digital Millen-
nium Copyright Act of 1998 (UCLA, 2003), they are entitled to compensation
when their recordings are conveyed via the Internet. They will likely be vigilant in
securing this right, perhaps motivated by distant memories of free music found on
radio nearly destroying the recording industry. Nevertheless, record firms face the
challenge of securing such income from various parties (“Music Publishers,”
2000; Tedeschi, 2004; Zeidler, 2000c).

The formats and uses of online music are far from institutionalized. As in pre-
vious periods, this epochal change will depend on the innovations of particular
firms, and the politicking and coercion that follow. Such change will have major
implications for the market for prerecorded music. For example, a few record
firms now dominate the market for prerecorded music, in large part, because of
their extensive distribution systems, which can ship a voluminous supply of pre-

220 DOWD



recorded music to retailers in the United States and abroad. Moving to a product
conception where digital files are distributed online, we may see a weakening of
these firms and the emergence of a modern day Decca or Capitol that grows to
dominance by championing a new product conception. Whatever the outcome,
the new logic of doing business will not merely result from the facile diffusion of
a superior technology—for instance, the typical MP3 is not the optimal format
for sound quality (Captain, 2004)—but will emerge from the interplay between
technology and contextual factors.

CONCLUSION

In atomized depictions, markets are governed by universal laws that transcend a
given sociohistorical context. Producing firms negotiate their respective markets
in relative isolation, for they each operate by heeding efficiency and profit con-
cerns rather than by collaborating with other producers; superior technologies
easily diffuse, as efficient and profit-maximizing firms eagerly exploit these op-
timal innovations. Though appealing in their parsimony, atomistic depictions
gloss over the difficulties that producing firms face in real world markets. As one
institutional economist noted, “The implication of this setup is that time and
place (space) do not matter.… This is what makes the [depictions] so neat and el-
egant, but also so bloodless and without the noise and fight that we know from
real life” (Myrhmann, 1989, p. 41).

The case of the prerecorded music market reveals a cognitive process that is
lacking in atomized depictions, whereby market producers must decipher how
they are to employ new and old technologies. Such a cognitive process, however, is
at the core of neo-institutional theory and at the heart of the present study.
Institutionalists suggest that the potential for market change emerges when pro-
ducers conceive of technology in a manner that sharply breaks with past concep-
tions, as when Capitol Records personnel envisioned radio airplay as stimulating
rather than hampering record sales. Institutionalists also suggest that actual
change occurs when most producers embrace such a new conception, as when
small firms emulated Capitol Records by seeking radio airplay and the Big Three
begrudgingly followed suit.

Institutionalists find that the progression from new conception to widespread
acceptance, however, can entail coercion or politicking by powerful actors
(Leblebici et al., 1991). Such coercian occurred when U.S. courts forced radio sta-
tions to cease broadcasting records that contained prohibitive inscriptions. Such
persuasion occurred when CBS and RCA convinced record firms to adopt the LP
and 45-rpm disc while abandoning the 78-rpm disc. The transformation of the pre-
recorded music market, then, did not arise as isolated firms embraced new technol-
ogy, as atomized depictions suggest. Instead, transformation arose as producing
firms collectively reassessed the nature of old and new technology.
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The businesses emerging around the creation of new media often face a unique set
of challenges. Not only do they need to convince resource holders that their indi-
vidual firms are worthy of investment, but they also need to create resource holder
confidence in the new medium on which they are building their businesses. Each
new medium must become legitimate in the eyes of artists who might use the me-
dium, consumers who will experience culture via the medium, and stakeholders
who provide resources to maintain the viability of the medium.

The importance of legitimacy as a precondition for the formation of cultural in-
dustries is strikingly illustrated in the emergence of Silicon Alley, an agglomeration
of firms and institutions in the New York City area that focus on new media. Initially,
these organizations emphasized CD-ROMs as the main mode of distribution, but
subsequently the Internet became the driving force of this new media district. The
lexicon used in New York to refer to Internet-based businesses, new media as op-
posed to e-commerce, emphasizes the existing identity of New York City.
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New York is a major media center, with a large number of media firms, includ-
ing publishing, entertainment, journalism, broadcasting, cable, and advertising.
This expertise is reflected in the human resources that populate the city. The ma-
jority of firms founded in New York during the Silicon Alley era (1990–2000)
were engaged in digital media, web-page design, and advertising. Most were en-
gaged in some form of content creation, content distribution, or services associ-
ated with using the new medium of the Internet.

This chapter explores how entrepreneurial actors in New York City attempted
to legitimize this new medium through collective action and evangelism akin to the
creation of a social movement. The key theme that we explore is how entrepreneur-
ial actors create forums for interaction among each other as a way of creating and
communicating a collective identity that was both distinct from the way in which
other regions were using the Internet and yet credible enough to attract resources.
This chapter also asks whether the creation of a distinctive identity is sufficient to
sustain a region devoted to a new medium from the threats of economic turndowns,
competition, and technological change.

Although the use of the Internet as a medium for providing entertainment and
information has diffused broadly, the fate of Silicon Alley as a regional center of
Internet content creation is less certain. Following the financial market downturn
of April 2000 and the attack on the World Trade Center in New York in September
2001, Silicon Alley ceased to exist as a distinct and unique agglomeration of new
media entrepreneurial activity: “Places like Silicon Alley captured and fermented
the energies, resources, aspirations of the moment, but they were not built for the
ages” (Ross, 2003, p. 236).

COGNITIVE LEGITIMACY
AND EMERGING CULTURAL MEDIA

Entrepreneurs working to establish new industries must establish legitimacy for
their industry and product in addition to promoting their individual businesses
(Aldrich, 1999; Aldrich & Fiol, 1994). Potential resource holders may not fully
understand the nature of the new venture, potential customers may not under-
stand the nature and value of products and services being offered, and potential
employees may view jobs in the new population with a mixture of skepticism and
distrust. To succeed, founders must find strategies to raise the level of public
knowledge and acceptance of new activity, or cognitive legitimacy (Aldrich). In
order to attract resources to their nascent firms, entrepreneurs must make sense
of their businesses for resource holders. Resource holders need to understand the
potential market that the firm will serve, the value of the product or service that
the firm will provide, and the nature of competition that the firm will face
(Pollock & Rindova, 2002).

In emerging industries, there is a great deal of ambiguity with respect to all of
these factors. The nature and value of products and services are not understood. It
is often unclear how one firm’s product compares with another, or if two firms are
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even competing in the same product category. This is because both the nature of
products and their potential value are in flux; the relative positions of firms offer-
ing these evolving products are also evolving.

A well-known example of such ambiguity and the evolution of product or service
definitions can be seen in the way firms that emerged as Internet search engines have
added features such as information categorization, content agglomeration, and
e-mail over time. Potential customers and competitors experienced significant un-
certainty regarding the nature and value of these services, how to use them, and
which firms should be considered direct competitors (Lant, 2003).

The level of ambiguity is even greater in emerging cultural industries. Cul-
tural industries are characterized by high levels of ambiguity about product char-
acteristics that are associated with quality and about the strategies of firms that
are successful (Lampel, Lant, Shamsie, 2000). The distinctive characteristics of
entertainment markets make the establishment of any new media industry espe-
cially difficult.

FOSTERING COGNITIVE LEGITIMACY
THROUGH COLLECTIVE ACTION

In this emerging arena of Internet-based new media, actors were struggling to
make sense of a field in which market segments and the rules of the game were not
yet established. We found that the actors in this field were engaged in a process of
trying to make sense of who they were, what their product or service was, what the
potential market was, and with whom they should form relationships. In this pro-
cess of trying to simultaneously create and make sense of this new arena of social
and economic activity, the interaction among individuals across firms is as critical
as interaction within firms. It is a field in which cooperation as well as competition
flourishes and network linkages are critical for organizational survival.

Before the world had ever heard of Silicon Alley, a number of actors were
sowing the seeds that would produce a recognizable social and economic com-
munity based on creating new Internet-based media businesses. Entrepreneurial
actors in Silicon Alley attempted to create cognitive legitimacy by engaging in
two related types of activity: creating forums for interaction among diverse sets
of actors, and through these interactions, attempting to create a distinct yet credi-
ble identity for New York City as a successful new media center and the most im-
portant location for new media content creation. This chapter explores these
activities by illustrating the types of actions, speech, and networking activities
pursued by Silicon Alley entrepreneurs.

Creating Forums for Social Interaction

Starting as early as 1990, communities of writers and artists were interacting about
the potential of using new media as a canvas for their work. For instance, Stacy
Horn, a graduate of New York University’s Interactive Telecommunications Pro-

14. SILICON ALLEY.COM 229



gram, founded ECHO, an online community for writers and artists. In 1992 Mark
Stahlman, a retired investment banker who had taken AOL public in 1992, started
CyberSalon, a “monthly dinner party for people interested in computer-related,
network related activities in New York.” In 1994, Stahlman, along with Brian
Horey, a local venture capitalist, founded NYNMA, the New York New Media
Association, a nonprofit trade association.

Brian Horey recalled:

NYNMA formed because this new media thing was starting to happen, and we were
concerned that New York wouldn’t play the role in it that it should. At the time we got
it started, CD-ROM development was still the leading edge of the new media indus-
try, and we thought too much of it was going to the West Coast. We needed more in-
frastructure and a sense of community if we were going to build something here.

NYNMA’s mission, according to Stahlman, was “to galvanize a community in New
York.” According to a published quote from the founders of NYNMA: “We formed
NYNMA so that we could stop flying to California every other week to do business”
(“Building a New Media Community,” 1998, p. 3).

At its peak in 1999, membership in NYNMA had reached nearly 7,000 individ-
uals in approximately 2,500 companies. Members worked in a variety of fields,
such as broadcasting and publishing, web-site development, design, entertain-
ment, education, and professional and financial services. One of NYNMA’s goals
was to promote Silicon Alley as a leading global center for new media business
(NYNMA web site). NYNMA initially formalized networking among new media
participants by holding regular Cybersuds meetings at local nightclubs such as the
Roxy. NYNMA defined Cyberuds as “a chance to meet people from the regional
new media community in a casual atmosphere—exchange ideas, business oppor-
tunities, and gossip” (Cybersuds announcement). Alice Rodd O’Rourke, Execu-
tive Director NYNMA, stated, “I’ve worked in four industries, and I’ve never seen
networking the way this industry networks. It’s very purposeful: Don’t you want to
know? Don’t you want to share? Don’t you want to be part of this? It’s got a spark
in it that is very exciting.”

Many other formal and informal networking forums were created during this
time. Many were initiated by a self-proclaimed group of “Early True Believers.”
They are “the closest thing Silicon Alley has to an indigenous population …
they’re brainy math-and-music types with impressive liberal-arts educations,
mostly upper-crust backgrounds, and birthdays in or around 1966” (“Silicon Alley
10003,” 2000, p. X). They held social networking events called “CyberSlacker
parties” (“Silicon Alley 10003,” 2000). Jamie Levy, hostess of the Cyberslacker
parties, described them as “bringing together animators and programmers. It was a
party atmosphere, but we would have computers set up.” Many of the friends and
attendees are the founders of Silicon Alley firms such as MTVi, Feed, Razorfish,
Pseudo.com, StockObjects, Nerve, and the Silicon Alley Reporter. Another net-
working event was “Cocktails with Courtney” (social columnist and Pulitzer heir),
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“monthly parties where dot-com execs, top-level managers, analysts, program-
mers, investors, and media professionals could meet in a friendly and elegant so-
cial networking environment.”

Other venues for interaction followed, and became increasingly formalized. In
March 1997, the Global Community Sandbox opened at 55 Broad Street in down-
town Manhattan. The image of a sandbox is that of converging and shifting and
blurred boundaries among its components. This exemplifies the interaction among
actors with different backgrounds who meet at the Sandbox to share ideas. These
interactions are also exemplified by advertisements for the Silicon Alley 1998
conference, which looks like a Venn diagram illustrating the interaction of differ-
ent sets of people and businesses.

Diverse actors engage in cooperative efforts to facilitate new media in New York.
Actors in Silicon Alley come from a wide variety of professional backgrounds and
industries, including advertising, graphic design, publishing, digital technology,
software development, visual and performing arts, and journalism. Professional
boundaries and definitions created by traditional media and other industries started
falling away as interaction among players from different arenas increased.

Figure 14.1 provides an example of the way in which actors from different indus-
tries and types of institutions interacted at these boundary-crossing events. By creating
forums for interaction such as the “Alley to the Valley” conference, new media entre-
preneurs were able to communicate their vision to potential resource holders in estab-
lished media business, established firms in complementary industries, financial
institutions, and potential investors. In these forums, entrepreneurs could communi-
cate their uniqueness while developing legitimacy for new ways of doing business.

Creating Boundaries, Categories, and Identity

Facilitated by social networking, these actors moved quickly to spread the word
about the possibilities for new media business and about how and why New York
was both different and the place to be for new media. These new media evangelists
used several means to spread the word.

The following quote from the September 1997 editorial of the Silicon Alley Re-
porter illustrates the way in which actors in the region were taking collective ac-
tion to create cognitive legitimacy for their products and their community:

There is a camaraderie amongst the Interactive advertising community. It goes
something like this: this will never be a viable industry unless we shift huge amounts
of advertising dollars from TV, print and radio to Interactive. Fighting over experi-
mental advertising budgets is not going to rise the tide. In order for all the boats to
rise the community needs to evangelize the potential of online advertising. (Silicon
Alley Reporter, p. 2)

The parties, conferences, seminars, and networking events were opportunities
to communicate about New York new media’s distinctive identity. One good illus-
tration is the August 12, 1998 CyberSplash, billed as follows:

14. SILICON ALLEY.COM 231



NYNMA & Ad Club—Floating Towards the Millennium … the networking event
united the best of NYC’s traditional media organizations with companies on the cut-
ting edge of the Internet. With only 506 days to go until the Millennium, these two
communities came together to forge synergies that will shape the online advertising
industry in the next century. (“NYNMA & Ad Club,” 1998, p. 2).

NYNMA also helped to reduce the ambiguity around new media products and
services by creating product and business categories; members were asked to
identify themselves within various categories, which evolved over time, and then
organize their membership directories according to the categories. Actors spon-
soring formal conferences, such as the Silicon Alley 1998 conference, also facil-
itated this categorization process. A communiqué from the organizer of the
conference stated, “Many of the companies [participating in the conference] are
not yet categorized.… If your company is one of them please let me know which
category you would like to be listed under (commerce, content, interactive,
agency, etc.)” (J. M. Calacanis, personal communication, February 12, 1998
e-mail to all Silicon Alley Reporter subscribers).

The fact that Silicon Alley identified itself with media content is significant
not only because it reflects the culture and expertise of the city, but also because
media are a vehicle for communication and information diffusion. Whereas
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firms in all industries use media to communicate about their products (“Intel in-
side”) and their corporate image (e.g., “Cisco—are you ready?”), media firms
are readily able to publicize their own products and image. Thus, it is no surprise
that a major vehicle for spreading the word about the unique identity of New
York new media was the use of old and new media. Together, old and new media
both competed and cooperated with each other in attempts to enhance the legiti-
macy and distinctiveness of Silicon Alley.

New media advertising proliferated in old media print publications, broadcast ra-
dio and television, and cable. Opinion leaders in the media also used their positions to
try to shape the cognitive understanding of the emerging field. This pattern of actions
suggests that the media, both old and new, played a key role in attracting attention to
and generating legitimacy for the emerging new media businesses in New York. Each
publication not only provides information, but also contributes frames of reference, in-
terpretations, and evaluations. The information they provide is not value-free. Rather,
it is heavily laden with content that offers a point of view. The choice of what appears
in the publications and what does not frames what is important and what is not. Fur-
thermore, the content that is included is framed in a variety of ways.

A frame that was used frequently is the creation of lists, in particular, lists of
firms or people that the publication has identified as being important or deserving
of media attention. Established print media played a role in this. For example,
Crain’s New York’s “Top Cats” listed “players shaping Silicon Alley” (“Growing
Up,” 1997, p. 19). New online publications also played their part. The @NY—The
New York Internet Newsletter, an online publication dedicated to news about Sili-
con Alley, which also featured daily e-mail updates to subscribers, said about their
top-25 list that “the AtNewYork.Com 25 has historically tended to reward ideas”
(@NY, 1997, www.atnewyork.com)

“In the early days of the local Internet business, ideas were all we had, and
AtNewYork.com took it upon itself to analyze the best of the companies pursuing
those ideas and to single them out, to make the list in 1999 a company had to be big;
it had to be a marketplace leader or damn near a marketplace leader in its space”
(The atnewyork.com, 25). The attention and legitimacy produced by these lists can
be very powerful. The publications have a great deal of discretion in deciding
whom to reward with such resources.

The manner in which information was communicated by the media also influ-
enced the perceived identity of Silicon Alley. Much of what was written focused
on what made New York new media distinctive. In 1996, a local entrepreneur
started a print publication to cover both the business and social side of Silicon Al-
ley, called The Silicon Alley Reporter. The editor of The Silicon Alley Reporter was
the Alley’s self-proclaimed evangelist. He used his bully pulpit to influence the
identity of the new emerging New York media environment. The broad legitimiz-
ing role of The Silicon Alley Reporter was exemplified by the move to nationwide
distribution in mid-1998. The following snapshots from his editorials between
1997 and 1999 illustrate the efforts of this publication to characterize New York
new media as unique and powerful:
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Without getting too emotional on you, this is an unprecedented time in history.
Young people with energy and dreams can take their shot. You don’t need to wait in
line, or beg someone at NBC or William Morris to take your call. You don’t need to
ask permission from anyone, you can just do it.… Whatever you do, don’t put your-
self in the position twenty years from now—when over a billion people are on the
Internet—of kicking yourself for not taking a chance.… No one has made the equiv-
alent of Citizen Kane on the Internet, but there’s no reasons you can’t be the Orson
Welles of the Net. (“Editors Page,” 1997, p. 2)

Ten years from now people will laugh when they read about all the attention given to
the browser wars. Give me a break, is Sienfeld funnier on a Sony TV rather than a
JVC? New York and Los Angeles are becoming the driving force in the Internet In-
dustry for a very simple reason: they are the talent and media capitals of the world.
Sure, content and community are going to take longer to play out than the tools to
make them. Right now, L.A. and NYC may be on the bottom of the food chain by the
Red Herring’s and Upside’s standards because we don’t have the immediate reve-
nues that make myopic venture capitalists drool. But there’s no place on the food
chain I’d rather be. Would you rather have made the camera that shot “Citizen Kane,”
or make “Citizen Kane?” (“Editors Page,” 1998, p. 2)

A bunch of granola eating hippies from San Francisco were going to dictate the
most powerful medium of all time? Give me a break. I’ll tell you who’s going to
dictate the most powerful medium of all time—New Yorkers and people in Los
Angeles, because they’ve always dictated what’s happened to big mediums.
(“Meta Tags,” 1999)

THE DOUBLE-EDGED SWORD OF DISTINCTIVE IDENTITY

Our grounded exploration of the process of legitimizing new media in Silicon Al-
ley highlights the important role played by collective action among early partici-
pants and their use of old and new media. The media were used to raise awareness,
disseminate information, and help create an identity for Silicon Alley as well as the
firms within it. Early in the life of Silicon Alley, advertising firms were reluctant to
use new media. Like other forms of media, such as radio and TV broadcast, cable,
and print media, advertising is a crucial revenue stream that enables media to sur-
vive. The very survival of new media, likewise, depended on convincing advertis-
ers to use new media. The initial success of this strategy can be seen in Figure 14.2,
from the rapid rise in the number of ad pages sold by The Silicon Alley Reporter,
from 12 in a typical 1997 issue to almost 100 in late 1999.

Once traditional media accepted new media as legitimate, everything was set
for the next stage of legitimization. Other resources such as human and financial
capital were necessary to support the growth of the region. Increases in both forms
of capital can be seen in the growth of jobs and the growth of venture capital in
1998 and 1999. The number of firms receiving venture capital increased from 32 in
1998 to 110 in 1999. The size of the venture capital deals increased also, from an
average of $8.1 million per deal in 1998, to $11.5 million in 1999. The number of
IPOs has also increased in a similar pattern, from 8 in 1998 to 41 in 1999. The
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money raised per IPO also increased, from an average of $32.5 million in 1998, to
$85.1 million in 1999 (PriceWaterhouseCoopers, 1999).

Our exploration of the process of legitimizing a new medium and creating a via-
ble market for its products has yielded several insights. First, new media gain legit-
imacy by using existing media to grab visibility and attention. Because existing
forms of media were already seen as legitimate, new media forms could obtain le-
gitimacy by appearing in legitimate publications. Second, in order to attract re-
sources, the entrepreneurs developing a new medium must be evangelists. They
must use a variety of forums (including existing media) to communicate the value
of using the new medium. Finally, a viable market is created through this process
of educating and convincing resource holders to invest their time, attention, and
money in the new medium. Thus, once consumers, advertisers, and investment
bankers believed in the viability of the new medium, the market for cultural prod-
ucts on the Internet became a reality.

However, the creation of cognitive legitimacy that depended on claims of
uniqueness was enough to sustain a viable new media industry in New York. The
challenge that faced these aspiring new media businesses was made tougher as a
result of the shortage of new venture capital following the stockmarket decline of
April 2000 and the overall decline of the New York City economy following the at-
tacks on the World Trade Center in September 2001. Once the flows of external re-
sources dried up, the vitality of Silicon Alley declined rapidly (Arikan, 2004).

Although some of the entrepreneurial firms have survived, most of the innova-
tive uses of new media have diffused to established media firms in what true be-
lievers would call a watered-down form. This decline is mirrored in the decline of
media dedicated to following the Silicon Alley phenomenon, such as The Silicon
Alley Reporter. Figure 14.2 shows the decline in ad pages in 2000 and 2001. Ulti-
mately, the publication ceased to exist. Membership in NYNMA also declined,
and it too has subsequently merged with a software trade association.

The creation of cognitive legitimacy was crucial to bringing resources to sup-
port new media into New York City. Such resource flows are critical to the emer-
gence of a new industry and also to its sustainability. However, cognitive
legitimacy may be a necessary but insufficient condition for the success of an in-
dustry. For an industry to succeed, it must also hold its own against forces such as
substitutes, technological change, and direct competitors. In order for a regional
industry to be sustainable, enthusiasm for and legitimacy of businesses leveraging
the Internet for the creation and distribution of cultural content need to be backed
up with sound business models.

As noted in Crain’s New York, the buzz created by the evangelizing entrepre-
neurs in Silicon Alley exceeded their business acumen: “With unproven tech-
nologies and half baked business models, a generation of technophiles has
received vast sums of money because venture capitalists, who would have re-
quired exacting credentials of any fledgling manufacturer or retailer, have ap-
plied few of the standard tests when it comes to new media” (“Gold Rush,”
1998, p. 52). Lacking the management sophistication and resource base of es-
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tablished media firms, these new media entrepreneurs created excitement,
buzz, and legitimacy for using the Internet as a new medium of cultural cre-
ation and distribution, but many were not able to create sustainable business
enterprises to capture the value that they created.

CONCLUSION

Throughout history people have used various media to express ideas. The media
available for use, however, have multiplied over time. Every form of cultural ex-
pression was a new medium at one time. Each new form of media has some
unique qualities and tends to influence the nature of cultural expression in some
new way. Media that we now take for granted, whether paper, radio, television, or
film, were all path breaking in their time. There was no market for television be-
fore the television was invented. Once television was a technological reality, the
existence of a television broadcast market depended on the adoption by consum-
ers and programmers of both the technology and the type of content that it car-
ried. In recent years, we have seen a similar pattern in the emergence and
adoption of Internet-based cultural content.

The case example of Silicon Alley demonstrates a conundrum for new media
entrepreneurs. Their efforts at creating a social movement to create excitement
about and legitimize a new medium are crucial to the adoption of the medium.
These efforts are not enough, however, to sustain their claims of uniqueness in the
long term. New media diffuse into societal culture and business markets. What was
once new becomes taken for granted, cognitively legitimate, and thus, becomes es-
tablished, acceptable, and widely copied by entrepreneurs and established firms in
other geographic regions. Thus, the efforts of early entrepreneurs are key to the
widespread adoption and diffusion of a new medium. The irony is that, at least in
the case of Silicon Alley, most of the entrepreneurs were not able to capture the
value that they produced.
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V
The Impact of Globalization

�

Deeply moved by a BBC documentary on the 1984 Ethiopian famine, Bob
Geldof, the singer and songwriter of the rock group The Boomtown Rats, orga-
nized two simultaneous concerts under the name Live Aid, one in London and
one in Philadelphia. Live Aid became the biggest music event in history, drawing
an estimated 1.5 billion television viewers world wide. The concert generated
donations and royalties of over $140 million toward African famine relief. But
beyond this, it inspired 45 musicians, including 21 of the top American perform-
ers such as Lionel Richie, Michael Jackson, Tina Turner, Bob Dylan, and Bruce
Springsteen to gather at the A & M Recording Studios in Hollywood in order to
record “We Are the World.” Written by Lionel Richie and Michael Jackson and
produced by Quincy Jones, the song and record went on to win the 1985
Grammys for both Song of the Year and Record of the Year and to sell more than
10 million copies, raising $50 million for famine relief.
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Live Aid and “We Are the World” provide a compelling demonstration of the
power of cultural industries to make the world a better place. Artists in the United
Kingdom and the United States are able to mobilize worldwide support through
song and performance for a stricken and remote region that few if any of them has
ever visited. Live Aid and “We Are the World,” however, also illustrate an aspect of
globalization in cultural industries that has raised considerable concern and criti-
cism. A closely intertwined popular music establishment based in the United
States and the United Kingdom was able to use its vast network of communica-
tions and its ties to powerful corporate sponsors to impose its interpretation of the
world on countries as far apart as Japan and Chile.

There are therefore two sides to globalization, one positive and the other nega-
tive. But to complicate matters, there are also two vantage points: that of producers
and that of consumers. The rise of large global entertainment and media compa-
nies has, in the minds of many producers, been at the expense of local communities
that are crushed under the flood of technically sophisticated and commercially ap-
pealing products from the great centers of cultural production in Europe and North
America. Against this pessimistic assessment, there are others who see the story of
globalization in cultural industries as the progressive coming together of distant
creative communities leading to the opening of new opportunities for cultural in-
dustries that in the past were confined by their national boundaries.

The same difference of views can also be found in analyses of the impact of
globalization on consumers. The pessimistic view argues that globalization in the
cultural industries is commercializing the world’s cultural heritage, replacing lo-
cal cultural diversity with globally homogeneous products. The optimistic per-
spective sees globalization of cultural industries as stimulating innovation,
promoting cross-fertilization, and increasing the diversity of products and experi-
ences available to everybody worldwide.

Because globalization of cultural industries is an ongoing process, the verdict
on these debates is essentially one on whether globalization should be encouraged
or constrained. But debating the impact of globalization, is in this respect, is not
simply an academic exercise. It represents a process that forces communities and
polities to ponder whether and how they should react to globalization in industries
that are so vital to their cohesion and identity. The chapters in this section represent
a contribution toward this complex four-sided debate. They are about the benefits
as well as the ills of globalization in the cultural industries.

In chapter 15, Lampel and Honig examine the sustained efforts by the
Children’s Television Workshop (CTW) to bridge the bitter divide between Is-
raelis and Palestinians by sponsoring a bilingual and bicultural joint production
of its flagship program Sesame Street. Lampel and Honig examine the evolution
of the venture from several perspectives. The first perspective examines the
three-way venture as an example of the formation of a small network, one in
which CTW acts as sponsor and catalyst. The second perspective examines the
struggle to persuade Palestinians and Israelis to work together, and the difficult
journey that both sides had to undertake to bring the program to successful com-
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pletion. The third perspective examines the mismatch between American inten-
tions and Middle Eastern realities.

As an American organization, CTW is steeped in multiethnic inclusion and is
dedicated to bringing different cultures into the American fold. The tragedy of the
Israel-Palestine conflict, however, is one of two national groups struggling to cre-
ate and sustain separate national identities. They are intent on separation, not in-
clusion. And their conflict is about how to achieve this separation without
sacrificing their vital interests.

CTW therefore finds itself caught between its own values and those of the peo-
ple it is trying to help. And although CTW did not set out to impose American val-
ues on the Middle East, it could not get away from the central assumption of
globalization: that people everywhere are essentially the same, and that they ulti-
mately share a desire for the same products and the same experiences.

CTW’s persistence and ingenuity triumphs in the face of difficult circum-
stances. Rechov Sumsum-Shara’a Sumsum, as the Israeli-Palestinian version of
Sesame Street came to be known, was produced and eventually aired. The venture,
however, has not made a discernable impact as far as peace between Israelis and
Palestinians is concerned. Nevertheless, it does demonstrate the way in which
global centers of cultural production can exercise considerable local influence.

This local influence has also been increasingly felt in the motion picture in-
dustry. In chapter 16, Guild and Joyce examine the strategic adaptation of Aus-
tralian film producers to the challenge of Hollywood. Although the American
motion picture industry has long occupied a dominant global position, a combi-
nation of trade barriers and state subsidies has kept the market share of Holly-
wood motion picture industry in most countries in check. Many countries could
boast a vibrant domestic motion picture industry for most of the 20th century, but
this picture has changed as trade barriers were negotiated down and state subsi-
dies gradually phased out. In country after country, domestic motion picture pro-
duction has come under attack from a better financed and commercially more
savvy Hollywood competitor.

Guild and Joyce point out that Australian film producers, like those in many
other countries, have relied on government subsidies in order to compete against
Hollywood films. However, faced with government refusal to provide subsidies
without matching private financing, Australian film producers are being forced to
become more market oriented by shifting the style and content of their movies in a
more commercial direction.

Guild and Joyce explore how Australian film producers have struggled to come
to terms with the artistic and commercial ramifications of the new environment.
Their research provides a snapshot of a period in the history of the Australian film
industry when resistance and adaptation, defiance and resignation, coexist. Reluc-
tantly, they suggest that the era of art-house film making in Australia may be com-
ing to a close, and that the artistic and commercial survival of the Australian film
industry depends on its ability to discover a way of attracting sizable audiences
without having to give up on its unique artistic voice.
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If Guild and Joyce provide a snapshot of a cultural industry in transition, and
urge adaptation to the inevitable march of Hollywood, chapter 17 by Lampel and
Shamsie argues that we should not be hasty to judge where globalization in the cul-
tural industries is heading. They suggest that it is best to forgo ideological passion
when discussing the future of the cultural industries. Thus, instead of allowing
projected negative or positive outcomes of globalization to dominate analysis, we
should look at the current process of globalization as essentially open-ended.

It is open-ended because the issues that are the heart of the debates of the future
of cultural industries are susceptible to different interpretations of the forces that
are shaping the evolution of these industries. More specifically, debates on the fu-
ture of the cultural industries often revolve around two key issues: The first issue
concerns the foundations of competitive advantage in the cultural industries, and
the second the impact of globalization on the cultural space in which these indus-
tries operate. Each issue elicits a different point of view, and each point of view
suggests a different direction for the evolution of the cultural industries.

The result, as is often the case in strategy, is a map of the future made up of
four distinct evolutionary scenarios. Lampel and Shamsie outline and discuss
these scenarios from the point of view of producers as well as consumers, but
their main interest is in the type of organizations that will inhibit a world domi-
nated by each of these scenarios. Some of these organizational types have long
been with us, and others may emerge as a result of new technologies. It is ulti-
mately for the reader to judge which type of organization will dominate which
cultural industry.

Taken together, the three chapters suggest that cultural industries, like several
others, are clearly being affected by the ongoing process of globalization. This
process is pushing these industries to respond through the development of new
forms of strategies and new types of organizations. However, as all of the chapters
indicate, it is still difficult to make any clear predictions about the eventual impact
of globalization on cultural industries.
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CHAPTER

15

Let the Children Play:
Muppets in the Middle

of the Middle East
�

Joseph Lampel
City University, London

Benson Honig
Wilfred Laurier University

Observers of the cultural industries are often struck by the ability of transnational
corporations to use their power to reshape local cultures to suit their strategic
needs. The size and visibility of these corporations, however, often obscures the
emergence of networks of small enterprises that congregate regionally in clusters
of intense cultural production and innovation. Key to the survival of these regional
clusters are norms and practices that facilitate transactional coordination by creat-
ing a substantial level of familiarity and trust among potential trading partners
(Storper, 1997, p. 80). In the cultural industries, the emergence of these small firm
networks (SFNs) reduces the inevitable barriers to trading that arise when poten-
tial partners from different cultures and with different values have to exchange or
share resources that are by their very nature intangible and difficult to protect.

The juxtaposition between transitional corporations and regional clusters
suggests a division of labor: Large corporations operate globally and regional
clusters operate locally. The former internalize operations precisely because cul-
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tural goods are difficult to trade, whereas the latter are only able to operate lo-
cally precisely because proximity is the only way in which they can create an
ecology where trust can reduce the higher than normal transaction costs that are
endemic to cultural industries.

We argue that networks of small firms in the cultural industries need not be
confined regionally, but are capable, under certain conditions, of reaching out
across the globe (Fisher, 1992; Scott, 1997). An important mechanism for over-
coming the difficulty of forming such networks is the emergence of hub organi-
zations that can broker the relationship between potential partners (Hargadon &
Sutton, 1997). The task of the hub organization is to create conditions that facili-
tate agreement by inducing trust and reducing transaction costs that often arise
when potential partners come to the relationship with different expectations and
different sets of values. The role is often catalytic rather than simply a question of
imposing an agreement. Hub organizations therefore do much more than provide
inducements to the formation of relationships; they seek to shape attitudes and
overcome value differences.

In this chapter, we explore a case in which an organization acts as a hub organi-
zation, playing the role of joint-venture champion in an intensely political context.
The organization in question is the Children’s Television Workshop (CTW), and
the case on which we focus is a joint venture between Israelis and Palestinians to
produce a bilingual and bicultural version of the well-known American program
Sesame Street. The joint venture is the brainchild of Lewis Bernstein, an executive
producer at CTW. It is part of an international strategy that goes back to CTW’s
early days when the organization started exporting its flagship program Sesame
Street via a network of coproductions with foreign broadcasters (Gettas, 1990).
The Israel-Palestine joint venture represents an effort on the part of CTW to en-
courage joint ventures between its coproducers. The declared aim of this strategy
is social and political, rather than economic: “To encourage contact and dialogue
between communities which have been divided by bitter conflict” and to “teach
mutual respect to preschool children living in Israel and the Palestinian Terri-
tories” (from interview with Lewis Bernstein, New York, March 19, 1998).

Our case study is based on archival data and interviews with the key protago-
nists in Israel, the West Bank, and the United States. Interviews were conducted
shortly after the successful production of the joint-venture programming, but be-
fore it was distributed and publicly aired. Respondents included the Israeli and
Palestinian producers, as well as two senior American CTW representatives re-
sponsible for the activity, beginning with its inception. All critical interviews were
recorded and transcribed for subsequent analysis.

We begin our analysis with a discussion of the motives that lead organizations
to pursue hub strategies. We then look at CTW’s international strategy, and the his-
torical origins of the Israel-Palestine joint venture. We next focus our attention on
the difficulties that CTW confronted in gaining support and commitment for the
joint venture from parties on both sides of the Middle East divide. We show that
even when this interest was forthcoming, CTW played an essential role in building
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trust and facilitating the implementation of agreements. We conclude with a dis-
cussion of how the joint venture influenced CTW’s long-term strategy.

HUB ORGANIZATIONS AND THE FORMATION
OF TRIADIC NETWORKS

SFNs arise as a result of individual firms pursing localized self-interest, but their
creation produces forces that are collective in orientation (Perrow, 1992; Perry,
1999). In networks that are part of regional clusters the proximity of firms en-
hances the formation of multiple relationships by providing complementary prod-
ucts, increasing the flow of information, and creating a pool of transactional
experience that forms the basis for common norms and practices (Porter, 1998). In
networks that are not embedded in the same regional geography, dyadic formation
of linkages are strategic in orientation, and are based largely on the calculus of
costs and benefits—without taking into account factors that are not relevant to the
dyad itself (Galaskiewicz, 1985; Lei, 1993).

Discussion of SFNs, however, suggests that network dynamics can influence
dyad formation (Herrigel, 1993; Richter, 1999). The influence, as the literature on
joint venture and alliances tends to suggest, is largely covert (Rowley, 1997): Most
organizations engaged in the formation of direct relations focus their attention ex-
clusively on the specific linkage involved, with little thought given to how the for-
mation of these linkages fits into the network as a whole (Astley & Brahm, 1989;
Gulati, 1998; Human & Provan, 1997).

Possible exceptions to this are hub organizations whose strategies depend on
performing brokerage roles in networks (Hargadon & Sutton, 1997). Such organi-
zations form and manage their own networks, and often seek a central position in
such networks. These organizations develop strategies that seek to establish a net-
work position, giving them more discretion and influence than others in the net-
work. This position is based, initially, on the firm’s first-order linkages, linkages
with organizations with which it has direct dealings. However, beyond network ad-
vantages that arise from first-order linkages, a firm can also derive influence by le-
veraging second-order relationships, which emerge as organizations that it deals
with directly from relationships of their own. In effect, hub organizations can ar-
chitect networks by facilitating the formation of triadic relationships with them-
selves as hub and catalytic agents. For strategically minded actors, this strategy
can generate the following gains:

1. Hub organizations that encourage second-order linkages can improve their
position within the network (Boje & Whetten, 1981; Skytte, 1992). This strat-
egy is often pursued by organizations wishing to increase the density of their
ties to the rest of the network (Burt, 1976). By fostering the formation of sec-
ond-order linkages, these organizations shift the flow of financial and creative
resources in a way that puts them in a better bargaining position vis-à-vis other
organizations in the network (Wiewel & Hunter, 1986). Hub organizations that
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foster the formation of second-order ties can capture resources generated by the
formation and operation of such ties. This brokerage activity goes beyond tradi-
tional middle-man activity where organizations collect brokerage fees for
bringing parties together. It entails efforts to become middle partners in
long-standing relationships. Firms in areas such as entertainment or investment
banking often pursue brokerage activity systematically (Burnett, 1995; Rubin,
Schweizer, & Stephen, 1996). Looking at networks, brokering organizations in
these industries pursue a strategy of identifying and developing second-order
ties from which they then capture rents on an ongoing basis.

2. In addition to capturing rents generated internally to the networks, hub or-
ganizations fostering second-order ties can capture network rents (Bensaou &
Venkatraman, 1995). Networks are engaged in an active resource exchange
with their larger environments (Baker, Faulkner, & Fisher, 1998). Organiza-
tions that are members of such networks benefit differentially from the ex-
change. An increase in the number of participants in the network can increase
the total amount of resources that accrue to the network, or change the distribu-
tion of resources (Gimeno & Woo, 1996). Hub organizations may choose to
foster the formation of second-order ties for one or both of these reasons. The
hub may calculate that working to improve the network’s position in the larger
environment will be advantageous to itself. Alternatively, it may pursue the for-
mation of second-order linkages as a way of capturing more of the resources
flowing into the network.

3. Hub organizations that encourage the formation of second-order linkages
can shape the development of the network in line with their own policies or val-
ues (Nee, 1998; Park, 1996). From a resource-dependency standpoint,
brokering organizations can negotiate greater control over the structure and
content of second-order relationships if they play an important role in their for-
mation (Burt, 1992). Hubs can also expect to exert a considerable influence on
the development of these linkages if their support is necessary for the viability
and effectiveness of these linkages. This opens the way for hub organizations to
externalize their policies, making it more likely that other organizations in the
network are acting under the hub umbrella, rather than pursuing independent
policies of their own.

To be successful, however, hub strategies must overcome a number of barriers.
An obvious barrier to the spontaneous formation of triadic networks is an imbal-
ance between the costs and benefits that each organization believes it can derive
from such a relationship. Organizations are unlikely to form relationships if the
benefits do not measure up to the costs of setting them up. In many instances, how-
ever, triadic networks will not form even when the potential benefits are clear be-
cause the organizations that make up a potential triadic network are deterred by
concerns that gains and costs will be unfairly distributed (Yamagishi, Gillmore, &
Cook, 1988). This may occur when one party believes that a power imbalance will
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result in unfair terms, or because there is a suspicion that under the cover of agree-
ment one party will opportunistically exploit the vulnerability or resources of the
other (Larsson, Bengtsson, Henriksson, & Sparks, 1998).

Such concerns are acute when the parties belong to different cultural groups
with values that are different in orientation. Because value differences cannot be
easily articulated, bargaining may become bogged down as the parties attempt to
translate transactional nuance into contractual terms. Different values can also
contribute to mistrust when the transaction itself deals with products that are cul-
turally sensitive in a way that one party (or both) is not fully able to appreciate.
This is often the case with cultural products, where economic valuation and social
valuation are incommensurate.

The task of the hub organization, therefore, is to create conditions that facilitate
agreement by inducing trust and reducing transaction costs. Research suggests
that hubs have the following methods at their disposal:

Persuasion: Hub organizations can actively attempt to persuade parties with
whom the hub has first-order linkages that a second-order linkage among them-
selves is to their mutual advantage. Transaction cost theory suggests that
bounded rationality can raise the costs of negotiating and writing contracts.
When the parties involved are unable, by virtue of their respective cognitive limi-
tations, to explore the possibility of forming relationships, a hub organization
can step in and provide these parties its own analysis and assessment of the rela-
tionship (Kanter & Myers, 1991). This would amount to underwriting some of
the costs of transacting, thereby making the formation of the relationship less
costly to those involved.

Resource provision: Hub organizations can provide resources as incentives, thereby
making the relationship more attractive. In many instances, organizations see the
costs of the relationship as outweighing the advantages (Lei & Slocum, 1991; Lin-
coln, 1984). Attempts by the hub organization to use persuasion may fail, leaving the
hub organization with no alternative but to shift the costs-benefits calculus. The hub
may do this by offering inducements such as direct cash transfers, expanded access
to critical resources, or the promise of future business activity.

Confidence building: Hub organizations may act to reduce transaction costs by al-
leviating the fear of opportunism (Provan & Gassenheimer, 1994). It is not uncom-
mon for parties to have a negative view of each other, and thus a pessimistic
assessment of the merits of successfully forming a relationship. Their lack of con-
fidence may be due to past experience, or it may be due to a general climate of dis-
trust (Zaheer & Venkatraman, 1995). A hub organization can act in a number of
ways to deal with this problem. It can act as a trusted go-between, providing assur-
ances to each organization about the other’s intentions. It can work to reduce fear
of opportunism, by improving the climate in which negotiations are being con-
ducted. And finally, it can become an active mediator, resolving disputes and
bridging gaps in perceptions.
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These three ways of fostering the formation of triadic networks are not mutu-
ally exclusive. Hub organizations can employ all three. There is, however, a quali-
tative difference between persuasion and resource provision on the one hand, and
confidence building on the other. Whereas persuasion and resource provision de-
pend on the actions of the hub organization alone, confidence building depends on
a reciprocal relationship of trust between the hub organization and its first-order
partners (Saxton, 1997). This is summarized in Figure 15.1.

The hub organization uses persuasion and resources to lower the transaction
barriers between A and B in Fig. 15.1. These methods, however, are costly to
the hub organization. An attractive alternative that is potentially less costly is
to use the trust that A and B have in the hub organization. This allows the hub to
build the level of confidence these parties need to successfully negotiate and
implement agreements. As we see in the case study described later, all three
methods are used. In this case, the last method, that of confidence building,
turns out to be crucial.

THE INTERNATIONAL EXPANSION OF CTW

The CTW began producing Sesame Street in a Manhattan studio in 1969. Over the
subsequent 30 years, countless children’s programs have come and gone, victims
of changing tastes.

CTW’s Sesame Street represents a major exception. It currently penetrates
more than 120 million viewing households in over 130 different countries, with the
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ubiquitous characters of Big Bird, Oscar the Grouch, Bert, and Ernie, and their
many various indigenized Muppet friends and relations (Cole & Richman, 1997).

The pedagogical success of the Sesame Street model has been well documented
and researched, and has been an integral component of the program since its incep-
tion (Rice, Hurston, Truglio, & Wright, 1990). Multiple studies have demon-
strated increased vocabulary, letter recognition, number recognition, and
printed-word identification among viewers from 6 months to 5 years of age (CTW,
1991). The deceptively simple recipe—a fast pace, short vignettes, exaggerated
characters, songs and stories—represents a highly successful curriculum referred
to as “the CTW model,” which has been designed and refined by child psycholo-
gists, educators, producers, and other researchers.

Shortly after Sesame Street began broadcasting, there was considerable interna-
tional interest in exporting, coproducing, and otherwise adapting the model to var-
ious other countries. An international division was thus formed, with the task of
licensing and regulating the product to other environments. The division quickly
developed policies that both protected the proprietary interests of CTW and pro-
moted the core beliefs in preschool education and cultural relevancy so important
to Sesame Street’s success.

Characteristically for CTW (and bucking media trends of the era), commercial
advertising was not to be allowed on any international programming (Gettas,
1990). Rather, Sesame Street was to gain resources from two commercially
well-proven techniques (Raugust, 1999). First, it would have international royalty
rights from ancillary products such as games, toys, and stuffed animals—CTW has
authorized more than 10,000 items worldwide through 300 licensing agreements.
Second, and to a lesser extent, it would act as a children’s television consulting
firm, training and disseminating the CTW model throughout the world, and
through promotional partners such as Nestlé for Ulitsa Sezam in Russia and Gen-
eral Electric for Zhima Jie in China.

Whereas the first efforts to export Sesame Street consisted of dubbing and mi-
nor programmatic supplements to existing material, subsequent efforts entailed
considerable reworking of the content and theme, including contextual alterations
more appropriate to the host countries involved. A Spanish-language version was
adapted by Mexico and exported throughout Latin America in 1973, followed by
coproductions in Brazil, Holland, Germany, Spain, Kuwait, Israel, Sweden, the
Philippines, Portugal, Turkey, and Norway. In all cases, CTW played an instru-
mental role in training and disseminating the model abroad. For example, the
Muppets, the CTW-Jim Henson-designed puppets used in all Sesame Street pro-
grams throughout the world, are exclusively produced at CTW studios and ex-
ported to each particular market from the United States.

Programming content is also critically vetted to ensure CTW quality and educa-
tional standards are rigorously met. No coproducer can go on the air until CTW ap-
proves the program. All scripts must be translated into English and approved by a
CTW committee in New York. In a process that can take as long as a year, the head of
research at CTW goes to the foreign country and invites local top educators to clarify
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the specific needs of their communities. Foreign scriptwriters are invited to a CTW
workshop that trains them in their approach. Each approved writer is assigned spe-
cific goals for a module. Although they may write in their own language, the script
must be subsequently translated into English, after which it goes to a CTW commit-
tee for approval. As with the script writing, CTW conducts auditions for puppeteers,
after which it trains them in the Sesame Street Muppet method.

As a result of CTW’s pioneering activities, it is not only a major contributor of
children’s educational TV worldwide, but also functions as key agent in promoting
and diffusing educational broadcasting. For example, CTW has actively worked
with the United Nations Educational and Social and Cultural Organization
(UNESCO), despite the fact that the United States is not a UNESCO member.
Worldwide, academic researchers regularly utilize both CTW’s facilities and
products when investigating developmental psychology and early childhood
learning (CTW, 1991; Cole & Richman, 1997).

Through careful marketing, controlled distribution, and copyright enforce-
ment, CTW has effectively established itself as a network hub in the global chil-
dren’s educational market. This position is the result of the economic
predicament confronting independent broadcasters. The economics of television
production are such that independent production of children’s programming in
most countries is either not economically feasible, or if feasible, tends to deliver
a substandard product (Gettas, 1990). For social policy reasons, educational au-
thorities in most countries desire children’s programming that meets the highest
possible standards. Attaining these standards, however, is often only possible by
collaborating with organizations such as CTW that can provide crucial high-
quality content inputs.

As a result, there are currently over 17 international coproductions among the
90 countries viewing Sesame Street (Cole & Richman, 1997). CTW has used its
formidable technical lead toward systematic model development. For example,
CTW has identified nearly 600 goals, broadly grouped into four categories
(Children of the World, Human Diversity, Symbolic Representation, and Cogni-
tive Organization) that form part of an educational model. Each of the categories is
associated with research streams and seminars that help the CTW mission diffuse
to an ever-larger worldwide audience. The CTW system of goals, associated with
formative and summative research, also provides expert legitimacy in disseminat-
ing practices throughout the network. This adds considerable credibility in obtain-
ing foundation support, thus extending the network and further establishing
CTW’s role as a hub agent.

SESAME STREET IN THE MIDDLE EAST

Research Methodology

Examining network formation from the perspective of socially embedded charac-
teristics, such as trust, required our utilizing a qualitative case study approach. We
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elected to interview primary and ancillary stakeholders in each of the three nodes
of the triad, the American, Israeli, and Palestinian production teams. Interviews
were conducted on location in New York, Tel Aviv, and in the West Bank, specifi-
cally in Ramallah. In addition to a number of supporting actors, extensive inter-
views were conducted with Bernstein (American producer) and Kuttab
(Palestinian producer) in English, and with Dolly Wolbrun (Israeli producer) in
Hebrew. Our goal was to examine the accumulated accounts of the network con-
ception, formation, execution, and current status. Whereas the critical interviews
were conducted at the location of the respective places of business, telephone in-
terviewing was also conducted with various support members of the production
team. All interviews were recorded, transcribed, and analyzed for both comple-
mentary and contradictory perspectives.

Utilizing these three sources provided a degree of triangulation generating ad-
ditional reliability regarding the historical facts of the case. In addition to the inter-
views, we also examined internal documents provided by CTW, as well as
information obtained from the popular press regarding the historical sequence of
events, including critical obstacles and barriers. Open coding of the interviews al-
lowed us to isolate critical themes using a grounded theory method (Glaser &
Strauss, 1967). Both researchers independently read the transcripts, compared in-
terpretations, and, where clarifications were necessary, returned to the data for ad-
ditional analysis. A telephone interview was also conducted with Bernstein’s
assistant on the project, and this was also transcribed, providing further reliability.
In light of the small and unusual sample, as well as the inductive nature of the re-
search, our findings should be considered preliminary. Issues related to validity
and generalizability await further confirmatory analysis.

The Roots of the Joint Venture

CTW first started a coproduction with Israeli government-sponsored educa-
tional television in 1982, adapting the then-familiar model to the Israeli cultural
context. In all, 200 episodes were produced with a broadly defined theme of di-
versity and mutual respect in the heterogeneous Israeli environment. Although
the program was quite popular, it had been relying on somewhat dated reruns for
nearly 10 years, and was in need of updating and attention to contemporary
themes, such as the recent immigration from the former Soviet Union, now rep-
resenting 18% of the Israeli population. Unfortunately, there were insufficient
budgetary funds to address the cleaning up and modernizing necessary for the
program’s rejuvenation.

When Arafat and Rabin shook hands after Oslo in 1993, Lewis Bernstein, an ex-
ecutive producer at CTW and former director of the Israeli coproduction, immedi-
ately recognized an opportunity to form a unique joint CTW production involving
both Palestinians and Israelis. Although management at CTW was somewhat
skeptical of the concept, CTW applied for and received a grant to conduct a feasi-
bility study from the Carnegie Foundation. The outcome of the study indicated that
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a joint Palestinian-Israeli project would be much more difficult than CTW antici-
pated. For example, it discovered that there were four, not three, groups necessary
to involve in the project. In addition to CTW, the Israelis, and the Palestinians,
CTW learned that it would be necessary to include Palestinian Israelis, the CTW
term for Israeli Arabs. When it determined that external funding might be avail-
able, CTW proceeded to write a complete proposal that was eventually supported
by 18 different foundations, including Carnegie, Ford, Revson, Gruss, North Star,
and the Dutch and Israeli governments.

OVERCOMING BARRIERS
THROUGH CONFIDENCE BUILDING

Bernstein was well aware, when he set out to create a joint venture between Israelis
and Palestinians, that the history of the conflict between these two peoples made
his task especially difficult (Tsur, 1998). In principle, initiating a joint-venture
process depends on a readiness from the parties to look at the idea positively. In the
case of many firms, there are often cognitive and informational barriers that slow
the process. Firms may ignore cooperation as a strategic move because it runs
counter to their perceptions of the environment, or because they may simply be un-
willing to explore the time and resources necessary to evaluate such opportunities.
A hub organization can remedy these problems by performing the analysis itself,
and then providing the results to the organizations involved.

In the case of the Israel-Palestine joint venture, however, deep-seated political
antagonisms made it difficult to get the process started. The mere idea of a joint
venture—even in an area as benign as children’s television—was something that
the Israelis found difficult to contemplate, and the Palestinians regarded as
anathema. Making a case for the project, therefore, amounted to an attempt to ex-
pand a rationality bounded not only by the cognitive constraints that usually
hamper analysis, but also by what each side considered to be technically and po-
litically feasible.

Bernstein’s main problem was the deeply entrenched assumptions that each
side had about the other, which stood in the way of objective evaluation of the pro-
ject. Dolly Wolbrum, the Israeli producer, did not believe it would be possible to
find Palestinians willing to work with them on such an undertaking. Her skepti-
cism was born out when Bernstein met with the representatives of the Palestinian
Broadcasting Corporation (PBA, the symmetrical arm to Israeli Broadcasting).
The PBA gave the proposal a cool reception. A new organization still negotiating
with various donors in Arab countries, the PBA leadership believed that doing a
joint Israeli-Palestinian production as a first project would be politically unwise.
The PBA wished Bernstein well with his venture, but insisted that it was politically
impossible for them to participate.

Persuasion failed. Resources, however, proved to be the critical lever that
moved the whole process forward. When Bernstein approached the Israelis, he
came with an offer to assist with a substantial portion of the $4.9-million budget,
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and received a very supportive, if skeptical, response. The Palestinians, on the
other hand, refused to come aboard. Daoud Kuttab, Bernstein’s key interlocutor
and the man who eventually became the Palestinian executive producer, resisted
the offer. He was concerned that the Palestinians would be allocated a secondary
role in the venture, thereby affirming their subordinate political position
vis-à-vis the Israelis. He was also concerned that the venture would provide the
Israelis with symbolic capital at the expense of the Palestinians. Beyond these
calculations, however, Kuttab had deep reservations about the venture’s basic
theme of bringing people together. As he put it: “The basic thrust of the Palestin-
ian-Israeli peace agreement was more of a divorce than a marriage, in that the
Palestinians want a separate state.”

Kuttab made the case for a separate Palestinian program. Bernstein pointed out
that whereas the Israelis had produced television for 30 years, the Palestinians had
no experience, and for them to take on such a project was well beyond their present
capabilities. In any case, he argued, there was no money to do a Palestinian produc-
tion on its own. The Palestinians had an opportunity to do a joint production imme-
diately. If Kuttab was unwilling to help, CTW would find other Palestinians
willing to go ahead with the project. Kuttab remained uncommitted.

Realizing that he was not making headway with Kuttab, Bernstein decided to
bypass him for the moment and make his offer to key Palestinian actors, artists, an-
imators, and media technicians. In a series of meetings he presented the venture,
and discussed what CTW was willing to offer Palestinian participants in terms of
technical skills and training for the project. The Palestinians had recently orga-
nized an animation workshop, so Bernstein contacted the participants and brought
them into the process as well. Bernstein’s strategy, as it emerged, was to generate
grassroots support among Palestinians who stood to benefit from the joint venture,
and then to bring this support to bear on Kuttab.

The strategy worked, and Kuttab was persuaded to participate as coproducer.
As Kuttab indicated, “Some of the people who I asked, and that wanted to partici-
pate in this, convinced me that we could do it … that there was enough talent, and
with proper training … and the willingness of the Americans to allow Palestinians
to help themselves without any veto power from the other side.” At the same time,
he imposed a number of conditions that CTW had to meet as a price for his support:

1. His group would be the only Palestinians CTW would work with
(Bernstein had identified an Israeli public relations company that was trying
to contact other Palestinians who might want to participate—this appar-
ently concerned Kuttab).

2. The Palestinians wanted genuine participation from the moment of incep-
tion until the program was complete, with a budget, writing staff, other per-
sonnel, and so on.

3. Acknowledging the asymmetry of experience between the Israelis and the
Palestinians, he wanted help in raising their level of skills to provide an ap-
proximate symmetry.
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4. There was to be no censorship and no veto power on content beyond artistic
or educational criteria.

The lure of resources may have succeeded in getting Palestinians to participate.
Participation and successful outcome, however, are two different things. Trans-
forming an agreement in principle into a workable relationship presented
Bernstein and CTW with a host of new problems, some predictable and others
wholly unpredictable.

To launch the project, CTW envisioned bringing the key Israeli and Palestinian
actors to New York for a curriculum workshop, in order to develop the necessary
goals, themes, and educational aims for each episode. Convening a joint meeting,
however, proved to be a problem. Discussions with the Palestinians and the Israelis
proceeded along separate tracks. The Palestinian Israelis who wanted to attend
both discussions were caught in the middle. The latter group reflects a historic arti-
fact particular to the Arab-Israeli conflict. They are the Arabs that remained in Is-
rael after partition in 1948 and have dual identities, as citizens of Israel and as
Palestinian non-Jewish Arabs, typically sympathetic to the cause of Palestinian
nationalism. CTW discovered that this dual identity required participation in ne-
gotiations with both parties, effectively increasing the size of the network. It was
only after a number of separate meetings were conducted that CTW finally suc-
ceeded in bringing all of the parties together in a single room.

The meetings CTW organized were meant to plan a curriculum seminar
leading to the development of educational goals for each episode, as each show
was meant to teach a basic concept. CTW thought about the project in general
terms, never considering the possibility of objections, particularly political ob-
jections, that might be voiced by any of the parties. In conducting the prelimi-
nary meetings, CTW found that the Palestinians were never in agreement with
the Israelis, and vice versa.

Serious negotiations took place, for example, regarding where and how the
Muppets would meet each other (Marcus, 1997). At first, a common park was sug-
gested. “Who would own the park?,” asked the Palestinians. Meeting at a wall sep-
arating the two communities was also considered. As Kuttab stated, “We wanted a
mix between being rooted in the reality of the situation and not being overly opti-
mistic.” Finally, negotiations concluded with two separate streets, with different
names and characters, where invited guests might interact with each other
(Mifflin, 1996). Mirroring the political climate at large, the Palestinians were un-
comfortable depicting Israelis visiting their street without invitation, much as sol-
diers and settlers currently did in the real world.

As the project proceeded, CTW began to see themselves not as disseminators,
as they had been in their other coproductions, but increasingly as catalysts. The
new role presented unusual constraints that CTW learned to navigate, but took
considerable time. Whereas typical coproduction programs take 18 months to 2
years to produce, Rechov Sumsum/Shara’a Sumsum, the Hebrew-Arabic title of
Sesame Street, took more than twice as long. The additional time and expenditure,
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however, were necessary to overcome the barriers of mistrust that separated the
two sides. We depict this process in our timeline, Figure 15.2.

In terms of transaction costs, what CTW and Bernstein had to do was reduce the
fear of opportunism sufficiently to allow both sides to develop a working relation-
ship. CTW did this by acting as a resource provider, a guarantor and a go-between.
As Kuttab stated:

[CTW] provided us with the very top quality artistic means that we needed.… I don’t
think it would have worked without them because there’s too much animosity be-
tween Palestinians and Israelis … a third party well recognized for their product
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made it easier for us to do this type of program … you almost needed somebody like
an American to develop good relationships and credible relationships between both
sides … you needed a third party.

CTW’S STRATEGY IN THE AFTERMATH
OF THE JOINT VENTURE

Promoting goodwill between the Israelis and Palestinians was the main goal moti-
vating CTW’s sponsorship of the joint venture. To the extent that this goal was
achieved, peace in the Middle East probably benefited. From an organizational
point of view, however, peacemaking alone is rarely a sufficient motive for under-
taking such a complex and costly effort. Other benefits must be derived for the ef-
fort to be deemed worthwhile. Thus, the question naturally arises: Did CTW
benefit directly from the joint venture, and if it did, how have these benefits influ-
enced its strategic thinking as a hub organization?

In the first part of the chapter we outlined a number of ways in which hub orga-
nizations such as CTW can expect to benefit from the formation of triadic net-
works. Going back to these benefits, we find the following:

1. There is no indication that the Israel-Palestine joint venture helped CTW
improve its position within the network. CTW was already the key player in the
network, and its position was not likely to become more central as a result of
this joint venture.

2. CTW generates much of its revenues through royalties for ancillary products
such as games, toys, and stuffed animals. The joint venture does not seem to have
increased the sale of such products significantly, and there is no evidence that the
participants had such sales in mind when they embarked on the joint venture.

3. The joint venture generated considerable interest and financial support
from foundations and governments. This financial support represents a net flow
of new resources from the larger environment into the network. Most of the sup-
port was used to fund the network, but to the extent that it represented a contri-
bution to CTW’s overhead, it can be considered a positive motivation to
proceed with the joint venture. It is difficult to say whether CTW would have
scaled back its efforts had this support not been forthcoming. What is clear is
that having this support meant that internal champions, such as Bernstein, had
less to fear from critics who could argue that CTW had no business expanding
into an area traditionally the province of diplomats.

4. The joint venture represented an affirmation of CTW’s core organizational
values, and beyond that, an expression of the values of the venture’s champion:
Lewis Bernstein. Bernstein’s vision of bringing people together was consistent
with CTW’s basic philosophical belief that children, unlike their parents, are es-
sentially apolitical. Left to interact freely, they form relationships that are devoid
of the mistrust and acrimony from which the adult world is unable to escape. Un-

256 LAMPEL AND HONIG



fortunately, it quickly became clear that the Middle East is inherently an inhospi-
table environment for this vision of childhood. CTW had to adjust its values to
suit the situation. The core values of the organization therefore did not prevail.

The successful production of the programs vindicated CTW’s and Bernstein’s
belief that the organization could make a contribution that went beyond education
and entertainment. At the same time, the success was not unalloyed. The programs
showed that the two societies could coexist, but only by first disengaging. It was
not a celebration of commonality, as CTW and Bernstein hoped, but at best a re-
spectful recognition by each side of the other’s right to be different. What CTW
discovered was that the concept of “separate but equal,” which stood for segrega-
tion and discrimination in the United States, was precisely the one that found favor
in the Middle East, where the right to be distinct and self-governing is the essence
of self-determination.

CTW entered the joint venture with strong assumptions that are rooted in
American conceptions of multicultural and multiethnic society. From CTW’s
point of view, children are basically the same everywhere, even if their vocabular-
ies and customs reflect the place in which they are born: They are curious, fun lov-
ing, tolerant, and open to other peoples and other cultures. The world of children is
separate from the world of adults. The latter may intrude on the former, but left to
develop without interference, children are able to transcend barriers that hamper
relationships in the adult world.

In the United States, and in other countries that share the American espousal of
multiethnic and multicultural values, Sesame Street enjoys additional prestige pre-
cisely because it seeks to do more than just educate and entertain children. This
prestige is useful to Sesame Street, not only when negotiating with their first-order
linkages, but also when attracting resources and talent. In many societies, support
for Sesame Street is support for ideals that these societies would like to inculcate in
future adults. By the same token, working for Sesame Street is not just a job, it is
participating in moral education and social reform—goals that many artistic pro-
fessionals regard as central to their vocation.

In a wide variety of countries, however, CTW enjoyed a great success in export-
ing Sesame Street because of its technical and artistic excellence, and not because
these countries always accepted the values intrinsic to Sesame Street. Daoud
Kuttab reflected the ambivalence at the heart of the show in the following way:

Sesame Street is a copyrighted American product, it is no different than Coca Cola,
in the sense that they have produced something that people like. Even though they
are nonprofit whereas Coca Cola is for profit, they basically go around the world
finding people who are interested in their product. They will adapt it to that country’s
needs, just like Coca Cola will write their sign in Arabic, on its bottle, but in the end,
when you drink Coca Cola in Tel Aviv or in Damascus, or New York City it tastes the
same. When you see a Sesame Street copyrighted program it might sound different,
the characters might live in a different environment, but it will have the basic style,
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which is a magazine style, puppets are the key players, education connected with en-
tertainment, short videos that are colorful, educational, and entertaining. They
spend a lot of money and make everybody spend a lot of money to make sure that
they stay on that standard.

CTW’s involvement in the joint venture between Israelis and Palestinians
had wider repercussions for the organization. Mintzberg and Waters (1985)
pointed out that strategies can be both deliberate and emergent. What resulted
inadvertently from the experience was a new set of values about children’s pro-
gramming in highly politicized contexts (Lei & Slocum, 1992). These values,
in turn, have become important as CTW pursues the formation of second-order
linkages in other contexts. Subsequent to the Israeli-Palestinian project, CTW
began to pursue similar activities elsewhere. The move bears the hallmarks of
an emergent strategy: The publicity generated queries from regions as far afield
as South Africa and Russia.

Television broadcasters in countries where bitter communal and ethnic conflict
has been endemic were intrigued by the Israel-Palestine joint venture. CTW, for its
part, began to see the Israel-Palestine venture as a model that could be applied in
other parts of the world. It is still too early to say to what extent the model is appli-
cable, given the peculiarities of the Israeli-Palestinian conflict. All that can be said
at this point is that CTW and its sponsors are committed to attempting this venture
in other parts of the world. If successful, this represents a strategic change for
CTW. Initially a television production house, focusing solely on the education and
entertainment needs of children, it will begin to take into account the wider social
and political issues that affect not only children, but their parents as well.

CONCLUSION

The ability to develop and maintain trust is a critical resource in an era of increas-
ing globalization (Lewicki, McAllister, & Bies, 1998). Trust is essential for form-
ing alliances and relationships in industries where transactional problems stand in
the way of efficient bargaining and contractual enforcement. This is frequently the
case in cultural industries—not only because the resources involved are often in-
tangible and easily appropriated, but also because the value-laden character of cul-
tural products increases the likelihood of contractual disputes.

In this chapter we examined the actions of one organization, CTW, which delib-
erately set out to promote a joint venture between organizations with a long history
of mistrust. To overcome the legacy of mistrust, CTW had to employ a strategy that
attacked this issue indirectly rather than directly. This meant breaking the process
of collaboration into discrete steps, and then working to underwrite and guarantee
each step of the relationship as it evolved.

Dyadic trust, according to Mayer, Davis, and Schoorman (1995), is the result of
three factors: ability, benevolence, and integrity. Ability refers to the skills, com-
petencies, and characteristics of the trustee that inspire such trust; benevolence re-
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fers to the intrinsic, noninstrumental motivations of the trustee toward the trusting
person; and integrity is the perception of credible principles attributed to the
trustee by the trusting person (Mayer et al., 1995). The triadic network, which
emerged as a result of the Israel/-Palestine joint venture, owes much to CTW’s or-
ganizational ability, benevolence, and integrity, but it also benefited greatly from
the efforts of individuals such as Lewis Bernstein who understood implicitly a po-
litical logic that was new to CTW.

The intentional creation of SFNs in the cultural industries creates strategic op-
portunities that are often crucial to the development of this sector, and hence are of
considerable interest to public policy. Our study highlights the benefits that flow
from the creation of such a network: Information was shared, mutual learning took
place, experience was diffused, resources were acquired and distributed, and po-
tential long-term relationships were established.

The situation that we examine is unique, but the lessons that emerge out of the
Israel-Palestine joint venture raise questions that are pertinent for all cultural in-
dustries. Cultural industries in liberal societies on the whole avoid direct political
involvement (Bjorkegren, 1996). They may use politics as background, as vocabu-
lary, or as a source of narrative and plot, but are generally averse to taking political
stands that can alienate large segments of the population. Corporate actors that en-
ter political arenas do so at their peril. Culture and politics however cannot be eas-
ily divorced. In a world where crafting and selling culture are able to transform
collective experience into rich expression, social responsibility comes with the
power to influence social and political change.
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�

Wendy L. Guild
University of Colorado, Denver

Mary L. Joyce
California State University, Fullerton

As the Hollywood studios have poured more and more money into their lavish
blockbusters, they have begun to rely on revenues from as many sources as possi-
ble in order to recoup their heavy investments. Consequently, they have decided to
push their products more aggressively in both domestic and foreign markets
through the use of wide distribution and saturation marketing strategies. In the pro-
cess, the major U.S. studios have posed a serious challenge to other film industries
that have been developing in various countries around the world. Smaller film in-
dustries that had managed to thrive in spite of competition from Hollywood have
had to search for strategies to cope with this growing threat.

In many cases, film industries around the globe have responded by focusing on
the specific needs of their local markets (Cook, 1990; Gomery, 1991;
Nowell-Smith, 1996; Thompson & Bordwell, 1994). In spite of the strong appeal
of the extravagant Hollywood blockbuster films, audiences in each country have
continued to show considerable interest in films that are tied to their particular cul-
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tural context and are made in their own language. Some of the industries, such as
those located in India and Hong Kong, have managed to show considerable growth
by catering to these localized needs. Others such as those in France and Japan have
also managed to rely on local markets to sustain a smaller presence.

However, film industries that are located in other English-speaking countries
have found it harder to survive. They have had to develop films that may cater to
niche markets, even in their home countries. In this chapter, we examine the nature
of the challenge that is being faced by one such country, Australia. In spite of a
strong level of demand for movies in their home market, Australian films have
found it hard to compete against U.S. blockbusters, rarely managing to claim more
than 5% of domestic revenues.

Following the example of many other countries, the Australian film industry
managed to obtain considerable support from their government in the form of sub-
sidies in order to survive (International Trade Administration, 2000). But recent
cutbacks in these subsidies have forced Australian film producers to turn to more
private funding, from both domestic and foreign investors (Australian Film Com-
mission, 2000a). Yet their film industry has been ill equipped to attract substantial
funding. More specifically, the Australian film industry has been hampered by in-
adequate development funds, lengthy development times, a lack of experience
curves in film development, and underdeveloped films that are not strong enough
to make it to distribution (Australian Film Commission, 2000a, 2000b, 2002).

In the rest of this chapter, we provide a review of the current status of the Aus-
tralian film industry. We then move on to explore the overall orientation of this in-
dustry. We believe that Australian film producers have been pursuing a
product-oriented business model, focusing on making the quality films that they
have wanted to make. They have tended to pay less attention to a market-oriented
business model that would allow them to concentrate more on catering to or devel-
oping the tastes of audiences.

We follow this up with interviews with Australian film producers who elaborate
on this preference for a product-oriented rather than a market-oriented business
model. Our conclusions suggest that the film producers’ perspective on their craft
could make it difficult for them to sustain their domestic film industry. Much more
emphasis on a market orientation (Jaworski & Kohli, 1992, 1993; Kohli &
Jaworski, 1990; Narver & Slater, 1989; Slater & Narver, 1992) is needed for Aus-
tralian film producers to achieve their creative goals and find their own niche in the
competitive marketplace.

THE STATUS OF THE AUSTRALIAN FILM INDUSTRY

Australians enthusiastically support the film industry with an annual per capita at-
tendance of 4.85 visits compared with a global average of 1.49 visits (Informa
Group PLC, 2001), but the majority of the films that they are attending are made in
the United States. Australian-made movies have met with modest success in terms
of Australian gross box office receipts. Of 259 films that were released in Australia
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in 2002, 22 were made in Australia compared to 170 that originated in the United
States, many of which were major Hollywood studio releases. In 2002, Australian
films earned 4.9% of the total Australian box office of A$844.8 million (Austra-
lian), whereas U.S.-sponsored films secured 83.2% of the total Australian box of-
fice (Australian Film Commission, 2002).

A major reason that U.S.-made films dominate in Australian theaters is that
films from the major Hollywood studios are well financed and intensively mar-
keted relative to Australian films (Informa Group PLC, 2001). For example, the
average budget for a major U.S. studio (e.g., Disney, Warner Brothers) film in 2002
was A$95.9 million (US$58.8 million), whereas that of an Australian feature film
in the same year was A$7.8 million. The average advertising budget for a U.S. stu-
dio film in the U.S. in 2002 was A$49.9 million (US$30.62 million), an amount
larger than the average budget of A$7.8 million for an Australian production.

To some extent, Australian films have compensated for their lack of revenue
from their home market through success in global markets. Over the past 30 years,
Australia has had numerous breakout successes that did capture a sizeable global
audience. These have included films such as Picnic at Hanging Rock, The Adven-
tures of Priscilla: Queen of the Desert, Muriel’s Wedding, Strictly Ballroom,
Shine, The Dish, and Rabbit-Proof Fence. Australian films released internationally
in 2002 were viewed in countries across Asia Pacific, Europe, North America, the
Middle East, Africa, and South America. In 2002, Australian films held 3 of the
top-50 film slots internationally, which is surprising when compared with the size
of Australia’s population (just over 20 million according to the Australian Bureau
of Statistics, 2002). Most of the rest of the spots were taken by Hollywood films.

In spite of this modest success in both the domestic and global markets, the
Australian film producer community must compete for investment from both gov-
ernmental and private sources. The Australian Film Commission (2000a) esti-
mated that the government invested A$26.9 million (21.1% of the total) in
Australian feature films shot in 1999 and 2000. The rest of the financing came
from private sources, with Australian private investors contributing A$18.8 mil-
lion (14.8% of the total) and foreign investors contributing A$81.4 million (64%
of the total). This hybrid model of financial investment has allowed the Australian
producers to generate a steady stream of films that have managed to generate rea-
sonable revenues, in spite of growing competition from Hollywood blockbusters.

The model has also fostered a long-term perspective that allowed the Australian
film industry to develop along the lines of the objectives specified in the Australia
Council Act of 1975. These objectives included the following three elements: “a
drive for the highest possible standards in artistic creativity, innovation and ex-
pression; an opening up of enjoyment of the arts to as wide an audience as possible
free from economic and locational barriers; and a further enhancement of the arts’
unique role in defining what it means to be Australian [to Australians and the
world]” (Throsby, 2001, pp. 14–15). The process for securing government fund-
ing, however, requires the guarantee of private investment, from either recognized
international sales agents or distributors, before the government will come on
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board a project (Australian Film Commission, 2000b). Although the Australian
government is hopeful that they can stimulate more private investment in Austra-
lian films, to date, the private support has been inconsistent (Woods, 2000).

ORIENTATION OF THE AUSTRALIAN FILM INDUSTRY

In this chapter, we focus on the basic orientation of the Australian film producers.
Their fundamental underlying orientation guided their decision making and influ-
enced their preproduction, production, and post-production activities on various
film projects (Webster, 1992). Careful examination of the orientation of these pro-
ducers provides some useful clues about the nature of their underlying business
model. Although these orientations can take many forms (Churchill & Peter,
1998), the film industry in Australia is struggling to move away from a purely
product-oriented business model and to embrace a more market-oriented model.

A product-oriented business model is one in which a decision maker (i.e., film
producer) focuses on products (i.e., films), tries to attain the best possible quality,
and assumes that markets will respond to this quality. In essence, the producer
hopes that the audience will eventually discover the film because of its positive at-
tributes. This orientation is most likely to work in situations where it is difficult to
anticipate market trends or there is little need to follow them. Consequently, a
product orientation is typically successful in environments that are experiencing
rapid change, in environments in which demand exceeds supply, or in arenas in
which there is little competition.

By contrast, a market-oriented business model is one where the producer, as de-
cision maker, tries to tailor the films to the market (Jaworski, Kohli, & Sahay,
2000). Producers can pursue a market-driven orientation by anticipating and cater-
ing to what they perceive to be the salient needs of a well-defined segment of the
audience. Clearly, such an orientation is much more likely to work in situations
where market trends are relatively clear and need to be followed. It follows, then,
that a market orientation is more successful in environments that are not experi-
encing rapid change, in environments in which supply far exceeds demand, or in
arenas where there is intense competition.

The Australian model of film development has largely been driven by a product
orientation. Producers and their teams search for scripts that they consider to be
promising, which could be turned into films of sufficiently high quality, and wait
for production opportunities to arise (Australian Film Commission, 2000a). Al-
though this has led to some critically acclaimed films, such a product orientation
has often failed to generate sufficient box office receipts and long-term profitabil-
ity because of intense competition, declining government support, and market sat-
uration (Informa Group PLC, 2001).

By contrast, a market-oriented business model appears to have played a rela-
tively minor role in the development of the Australian film industry. Producers
have made little effort to focus on the specific attributes that may appeal to particu-
lar movie audiences and try to focus on these in order to lure them away from
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U.S.-produced films. By neglecting to understand the prevailing trends in audi-
ence preferences, most Australian films have faced a more uphill battle in gaining
sufficient support from distributors and exhibitors in a marketplace that is becom-
ing more globally competitive.

A STUDY OF THE AUSTRALIAN FILM PRODUCER

In January 2001, we interviewed a sample of 17 Australian producers as a part of a
larger project on the Australian film industry. The population of producers who
made films in the 1990s for whom contact information was available totaled 33,
yielding a response rate of 51%. The sample was evenly distributed across first-
time, established, and veteran producers. Nine interviews were conducted face to
face, and ranged from 1 to 3¼ hours (averaging 1¾ hours). Five of the interviews
were conducted by e-mail (averaging 4 pages), and three were conducted by phone
(averaging 25 minutes). Each interview was taped and transcribed. The interviews
were semistructured, leading with questions on how the changing financial situa-
tion affects the producers and how they manage the tension between art and com-
merce (Lampel, Lant, & Shamsie, 2000).

We interviewed Australian producers in order to gain a better understanding of
the reasons behind their heavier reliance on a product-oriented business model
over a market-oriented business model. Although we recognize that there are
many players in the Australian film industry (e.g., distributors, international sales
agents, and exhibitors), we focused on the producers because they are the primary
drivers of film making in Australia. These film producers were deemed to be the
best subjects to interview because they are, in effect, responsible for initiating
most of the films that get made.

Furthermore, given the project-based management that underlies most
film-making efforts (DeFillippi & Arthur, 1998), their leadership has even
more impact than in an ongoing organization (Daymon, 2000). In Australia,
there is no studio system, such as in Hollywood, with readily available finan-
cial backing, access to several production facilities, a network of production
and marketing talent, and established distribution channels. Australian pro-
ducers must actually develop the project, raise the financing, pull together the
creative team, oversee the production or shooting, and manage all distribution
and marketing arrangements. As such, these producers need to make crucial
decisions about where to devote most of their energy: on searching for quality
scripts and recruiting well-known talent or on thinking about potential distri-
bution deals and the marketing possibilities.

For the most part, Australian film producers have a highly developed product
orientation. They strongly believe that they can only do better by making the best
films that they possibly can in terms of the quality of characters, story, and settings.
They basically subscribe to a Field of Dreams rationale that states, “If you build it,
they will come.” (Initials refer to interviewee.)
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I think the answer is always in the work, and unfortunately it just means that we
need to be better and better and better at what we do. (II)

When you find a script with a heart, a heart beating strongly that permeates every-
thing, every character, you have to hold on to it because those are the films that break
out. The films with heart, the ones that are unique that speaks to people. (DD)

The product orientation of Australian producers is also apparent in how they talk
about the type of movies they make, how they are different from Hollywood, and the
passion that drives them to do this work. They have a clear, well-shared idea of the kind
of film that can be made in Australia by Australians. The films that succeed are usually
original intense dramas or quirky comedies with heart that tap into Australian culture:

[We] are making intense dramas and quirky comedies … (AA)

The films that have been successful—Shine, Strictly Ballroom, Muriel’s Wedding,
Priscilla—in hindsight they all have a commercial aspect to them, but they are
small stories, small Australian stories—what is known as the quirky Australian
film—idiosyncratically Australian. (DD)

They attribute the success of their films to the originality that differentiates
them from Hollywood films. This rivalry also helps them in constructing a distinc-
tive identity for their local industry (Porac, Thomas, Wilson, & Paton, 1995). Such
a comparison allows them to define the film that they should make by the type of
story that it can tell:

Whenever I read a script I always say, “Could Hollywood make this film?” Be-
cause if they can, we shouldn’t bother. (EE)

I don’t think Australian producers should set out to make formulaic, highly com-
mercial [films].… You cannot compete with the studio system and what they have
available to them. (FF)

I think everyone aspires to making a film that is outside the American story model
that works internationally. (GG)

In the eyes of these producers, Hollywood films are so well resourced, and they
do such a good job of creating product that appeals to mass audiences, Australia
should stay out of this market and produce films with unusual stories, with avail-
able resources in attempts to appeal to a smaller, more art-house market and just
hope the film can sell internationally:

We are a fringe industry in the world scene and we are subsidized, but we have ter-
ribly terribly low budgets. We are really making films that struggle alongside other
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independent films in the world to find an audience in that independent and art-
house market. (BB)

However, as producers try to stay away from mass-market films, they tend to
identify much more with the creative production of movies than with the market-
ing activities that may be tied to them. They see themselves as being very hands-on
in the creative process—they are in the business because they want to tell stories on
film, and they stick with it because of their passion for the story:

I think first and foremost it has to be something that absolutely takes your fancy be-
cause you have got to be prepared to put lots of time into it.… It’s an industry of the
heart. It is really made up of people who adore what they do and are prepared to go
out on a limb for it. (FF)

I am a filmmaking producer, I mean, of course I’m a deal maker and a business-
man, but I hate being those things. I love the organic process of making a movie, of
putting it together and getting the script out and hopefully the right director and the
right actors and the right crew and putting all that thing together and at the end of it
comes a film of which we can all be proud of.… I am intensely hands-on—I can’t
not be. I’m everywhere, I mean, I have to be. (HH)

I see myself as a creative producer, in the sense that I am not just about raising fi-
nance, you know, I want to put the comma in that line of the dialogue, kind of thing.
That’s why I am making films. (JJ)

In part, Australian film producers have failed to develop a stronger market ori-
entation because their limited budgets do not allow them to spend much on mar-
keting. Proportionally, Australian producers tip their allocations to production
over marketing far more than major American studios and some American inde-
pendent studios (Fleischhauer & von Blumencron, 1999). This has also led to a
relative lack of marketing expertise and marketing infrastructure within the Aus-
tralian film industry:

I don’t think in Australia there are very good marketing people. I wish I could have
nothing to do with it, because I don’t particularly know a lot about it, but we don’t
have very experienced marketing people and we don’t have many, it is a part of the
industry that doesn’t really exist. (BB)

The relative lack of marketing expertise and infrastructure has also led many
producers to develop a certain degree of distrust of marketing. Many of them be-
lieve that greater focus on marketing will constrain their ability to make quality
films with compelling stories:
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The problem is that you have a film and a story that you are passionate about …
most investors … are going to be saying to how, okay, how can we sell this to
America. We can’t sell this to America with that character doing that. You know
what I mean.… So the film starts to become something else. (GG)

You have to market the film, you have to be there for all the publicity, and you get
treated like a sort of nasty trouble by the distributors, because you can’t afford to
hound them, but you do, over the whole distribution of the film. (FF)

On [one of my films] I tried to get them to scrap the poster, I even offered to pay for
a new poster, but they wouldn’t, and I hated it.… Sales agents in particular often
want to put out a trailer that has nothing to do with the film but they think they are
going to bring in particular market. But people who see that trailer are going to be
disappointed in the film because it is not that sort of film. And the people who want
to see this sort of film aren’t going to get it from that trailer and so they’re not going
to look at it. And there is a terrible tendency to people to misrepresent what the ma-
terial is, I think. At least that is what I fear as a producer. What you want to present
to the world in the best possible way, is what you made. (BB)

At the same time, producers do understand that it is important to develop effec-
tive methods for reaching an audience:

We are not constrained by some of the rules of Hollywood films so that we can be
even a little bit more adventurous, but never forget that you are making the films
for an audience. (II)

I do try to keep abreast of what audiences feel, but if I do not like that feeling I don’t
follow it. This can mean I will not make certain films. (LL)

In the end, the industry will only survive by finding our audience. (DD)

Now there has to be a greater understanding of what a film can do elsewhere. (FF)

In spite of the importance of reaching an audience, Australian film producers
are not sure that conventional Hollywood methods of prescreenings and focus
groups would work for the kind of films that they make:

There’s never really been a huge culture of testing films here, not like there is in
America. I don’t necessarily think we need to go down the entire path that the
Americans do which is like placing everything on what they say. (GG)

[The distributor] wanted us to do test screening in the United States.… I think it
had an edge, a rawness to it that was eventually lost through the process. (KK)

Most Australian film producers also believe that they do not have a meaningful
relationship with significant distributors and exhibitors. Furthermore, many of
them also believe that any marketing efforts that they can possibly make are un-
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likely to have any significant impact on these distributors or exhibitors. They feel
that their films will never draw the level of audience that will be attracted to a Hol-
lywood blockbuster.

I think more and more distributors appreciate that the filmmakers do have quite a
lot to offer, they should be involved in the marketing not only because most of them
have some sort of profile that is worth using but also they are best able to talk about
the product, they know it intimately and they can talk about to figure out how to
best pitch it to a particular audience. (FF)

[Australian distributors] have this whole idea that they have to be seen to be promot-
ing Australian films when 95% of their income comes from releasing American
product. That says everything. So their whole focus, their structure, their marketing
campaigns, the philosophy behind the release strategy, everything is focused around
an American film of a certain budget level of a certain genre. So to walk in and say
here’s something different, regardless of its commercial potential in Australia, if it
doesn’t fit that mold, then they are just going to struggle with it, no matter how much
they want to do it, how much they love it, it is just not going to work. (GG)

In summary, Australian film producers have developed a strong product orien-
tation but have been reluctant or slow to pursue a sufficient market orientation.
They believe that they can best deal with the threat posed by Hollywood by relying
on a product orientation to focus on certain types of films that they may be able to
excel in. At the same time, they do see how any attempts to develop a marketing
orientation may either complement or enhance their product orientation. In large
part, this conviction is driven by their inability to discover marketing methods that
do not follow the Hollywood model.

IMPLICATIONS AND CONCLUSION

The Australian film industry, like many other smaller film industries around the
world, is in a difficult position. Government subsidization waxes and wanes with
each election, but there has been a gradual reduction of this support over time. In or-
der to respond to this, Australian producers have needed to secure a regular supply of
private funding in order to maintain a level of film production that can allow them to
maintain a viable local industry. But higher levels of funding may be difficult to
maintain as long as these producers continue to use their product-oriented business
models to make specialized films, without much attempt to use a marketing orienta-
tion to increase the box office revenues that are generated by these films.

The strong product orientation drives Australian film producers to focus on tell-
ing great stories that speak to select audiences. In large part, such a form of empha-
sis on product orientation has emerged in response to the threat posed by
Hollywood blockbusters. Australian film producers have tried to concentrate on
making films that would be sufficiently different from the U.S.-produced offer-
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ings. By differentiating their films, they hope that these address a different need
for potential movie audiences that the Hollywood productions are not able to meet.

At the same time, the relative lack of a market orientation among the Australian
film producers has prevented them from actively pursuing and developing the au-
dience to whom these films can speak. In terms of marketing, these producers have
failed to search for their own distinctive marketing efforts that would not require
them to compete with the traditional Hollywood marketing approaches. If Austra-
lian films are really different, then they need to find their own methods of commu-
nicating their unique qualities to their prospective audiences.

Instead of rejecting a marketing orientation because it may not be suited to their
films, Australian film producers need to discover one that may be more effective.
In this goal, they may benefit from pursuing a driving-markets approach rather
than the conventional market-driven one (Jaworski et al., 2000). Such an approach
would require them to actively build the specialized markets for their films rather
than to respond to broader market trends.

The efforts to build the market would require a much more concentrated effort.
Besides working on particular types of films that they should support, the Austra-
lian film producers would have to combine design, production, marketing, and dis-
tribution and align all of these in a manner that would differentiate their entire
range of activities from that of Hollywood (Bishop, Case, Axarlis, Plante, &
Allsop, 2000). Each of these activities cannot be developed in a vacuum without
regard for how it will work with the other. Marketing and distribution must be de-
veloped along with the design and production of Australian films.

To develop such an integrated approach, Australian film producers need to
move away from the purely product-driven “if you build it they will come” orienta-
tion. They cannot simply hope that various partners such as investors and distribu-
tors will support their films just because they share the same vision. Instead,
producers would do better if they learned to work with various partners in their lo-
cal industry to understand how their product may serve the needs of their intended
market. This will allow them to improve their product and to find better ways of
reaching their market.

In particular, Australian film producers need to work with local distributors
and exhibitors and with foreign sales agents to create a new business model for
developing and marketing films outside the mainstream. Given the current frame
of distributors and foreign sales agents, producers need to engage in personal
selling, not only of the content of their film, but also of the methods that might be
effective in selling their film to a sizeable audience. Only by adopting such an ap-
proach can they continue to survive in the shadows of Hollywood and maintain a
sustainable local industry.

For many producers, as elaborated earlier, their product orientation reflects
their identities as producers of art. They do not identify with the business side of
their industry. We argue that this is a luxury that is not sustainable in the long run if
they must turn to private financing in order to replace decreasing subsidies from
the government. However, this does not mean that producers have to compromise
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their art in order to sell it. Instead, and consistent with the findings of Gainer and
Padanyi (2002), we argue that they could better tailor their art to the audience that
it is expected to reach.

Although we have focused in this chapter on the Australian film industry, the
challenges that it faces in an industry that is becoming more global in character are
certainly not unique. Smaller film industries that are trying to survive in many dif-
ferent countries must confront many of the same issues. Each of them must search
for a more appropriate model for both making and selling their films that works for
the markets they are trying to reach. It is only through the development of a some-
what unique configuration of activities that many of these film industries will be
able to sustain themselves in the long run in the presence of Hollywood studios’
market dominance.
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The Walt Disney Company has been delivering happiness to millions of kids for
many years with such animated masterpieces as Cinderella, Bambi, and The Lion
King. In spite of this accomplishment, the firm has drawn considerable hostility
from many who have accused Disney of pillaging their culture to make a fast buck
(Didcock, 1997). The Greeks are up in arms over the portrayal of their ancient hero
in Hercules. The Danes are indignant at Disney’s transformation of their most
cherished national fable The Little Mermaid. In France, Disney’s animated treat-
ment of Victor Hugo’s classic The Hunchback of Notre Dame was greeted with
howls of protest. Disney changed the name to Notre-Dame de Paris, made the end-
ing more upbeat, and, to add insult to injury, failed to mention that Victor Hugo had
anything to do with the story in the first place (Hainer, 1997). Not surprisingly, the
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film attracted angry reaction from Victor Hugo’s descendants who denounced the
Disney movie as “vulgar globalization.”

The concerns over what has come to be known as cultural globalization have
largely been driven by arguments that corporations such as Disney represent a fu-
ture in which large megacorporations will dominate our cinemas, rule our air-
waves, and own our bookstores. Opposing this perspective are observers and
scholars who argue that organizations in the cultural industries are not masters of
their domain, that ultimately markets are driven by what consumers decide to
buy rather than by what producers decide to offer (Held & McGrew, 2002; Rob-
ertson, 1992). Much of the debate, however, is driven by extrapolation from to-
day’s headlines. This allows anxiety about what cultural globalization will do to
our society to override any deep analysis of what globalization will do to the
business of culture itself.

In this chapter, we argue that in order to fully appreciate the impact of globaliza-
tion on the business of culture, we must begin with an understanding of the evolu-
tion of cultural industries from an organizational perspective. The organizations
that produce, distribute, and market cultural products operate at the cutting edge of
globalization. Globalization has created the choices that these organizations con-
front and it shapes the choices that these organizations eventually make. But these
choices do not simply represent some form of automatic response to technologi-
cal, economic, and social forces. Instead, most of these choices are shaped by cer-
tain underlying beliefs and assumptions that these organizations may hold about
the potential impact of globalization on cultural industries.

In cultural industries, as elsewhere, organizational concerns about the possible
impact of globalization have been fueled by divergent interpretations. To under-
stand these interpretations, we must focus on two distinct areas that are of consid-
erable importance to organizations as they attempt to respond to the movement
toward globalization. First, organizations are concerned about the potential impact
of globalization on the sources of competitive advantage in cultural industries, and
second, they are trying to understand what impact globalization is likely to have on
the patterns of production and the consumption of cultural products.

Our analysis of globalization in the cultural industries suggests that both of
these areas are undergoing change, but that the direction of change is at present un-
certain. Globalization may increase the competitive advantage of holding re-
sources, or it may require organizations to forego holding resources, and instead
base strategic advantage on preferential access to resources. By the same token,
globalization may lead to homogenous cultural products and uniform cultural
tastes, or it may produce the very opposite: greater product innovation and more
diverse cultural tastes.

Organizations in cultural industries cannot wait for the outcome of globaliza-
tion to conclusively show which of these scenarios is correct. They must act deci-
sively when the trends are uncertain precisely because they wish to occupy a strong
position in the future. But ironically, because they are deciding to act early, the col-
lective decisions of these firms are shaping the very outcomes that they are trying
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to predict. These outcomes give rise to evolutionary scenarios that we explore in
the last part of the chapter. But these evolutionary scenarios, it is worth noting, do
not represent any futuristic predictions. They are extrapolations based on deci-
sions that are currently being made by organizations in the cultural industries in re-
sponse to the challenge of globalization.

GLOBALIZATION IN CULTURAL INDUSTRIES

All cultural industries—with the possible exception of computer games—began
life as national industries. Although globalization did not have much influence on
cultural industries for many years, it gradually began to exercise considerable in-
fluence, more slowly in the case of literature and art, but more quickly in the case
of motion pictures and recorded music. The increase in tempo can partly be attrib-
uted to the growth of trade. There has been a close relationship between an increase
in trade and a movement toward globalization in cultural industries.

Trade depends on efficient communications and transportation, and these make
it possible for people and ideas to span geographical boundaries. As geographical
boundaries fall, a relationship is formed between the producers of one country and
the cultural tastes of another. European literature shapes American literary tastes;
American jazz has an influence on European musical tastes; Japanese art on sale in
Paris inspires French impressionists; and French films that are shown in Tokyo
have an impact on Japanese animation (Kirschbaum & Vasconcelos, 2004).

As the boundaries that separate different cultural products across various na-
tional markets begin to break down, there is a gradual movement toward globaliza-
tion. In this chapter, we argue that two key issues are central to our understanding
of how the pull of globalization could impact organizations in cultural industries.
The first issue deals with the influence of globalization on the development of
competitive advantage in cultural industries. The nature and form of this influence
can vary, depending on two contrasting views of the roots of competitive advan-
tage in cultural industries.

One view contends that firms use globalization in order to gain control of a
large number of vital creative and economic resources. An opposing view argues
the roots of competitive advantage in cultural industries are not to be found in con-
trol of creative and economic resources that tend to depreciate in value quickly, but
in the ability to gain access on advantageous terms to creative and economic re-
sources that will grow in value in the future.

The second issue concerns the impact of globalization on the cultural space in
which cultural industries operate. Cultural industries encourage the mingling of
cultures, some of which is unintentional and some of which can be quite deliber-
ate. The result of this mingling, however, is to bring together ideas and themes
from cultural spaces that were previously separated from each other by geograph-
ical and political barriers.

One view argues that globalization will promote convergence and uniformity of
cultural products. Thus, homogeneity will displace diversity as cultural forms fuse
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to produce uniform creative standards. The opposing view argues the global cul-
tural space is primarily an arena for interaction and trade. It exists as another level
where cultural producers exchange ideas and explore opportunities that will in fact
encourage greater variety and diversity.

Evolution of Competitive Advantage

Globalization poses a fundamental challenge to what constitutes competitive ad-
vantage in the cultural industries. This challenge is especially urgent when it co-
mes to decisions on how resources should be acquired and deployed. The
development, production, marketing, and distribution of cultural products call
for combining creative resources such as writers, composers, and performers,
and economic resources such as financial capital, production facilities, and dis-
tribution networks. Competitive advantage clearly requires both creative and
economic resources. But given the fundamentally different character of creative
and economic resources, a key question that faces firms is the steps that they
must take to garner the resources that are necessary for competitive advantage
within a more global context.

The answer to this question depends on evaluating the relative importance of
controlling creative and economic resources, as opposed to acquiring access to
these resources on favorable terms. This depends on judging trends, rather than
fixing the roots of competitive advantage once and for all. Thus at one extreme we
find researchers and observers who argue that competitive advantage in cultural
industries is increasingly based on controlling of resources, in particular down-
stream resources such as distribution and retail. For proponents of this view, eco-
nomic resources are the source of power because they mediate between the
intangible creative resources on the one hand and the more tangible economic re-
sources on the other.

This position allows the owners of economic resources to dictate terms to cre-
ative resources, and hence to extract maximum rents from their use. Inevitably,
these rents are invested in wider distribution scope and greater marketing effi-
ciency. This begets better financial performance that will in turn allow owners of
economic resources to raise additional financial resources that can be used to rein-
force their distribution and marketing operations.

Central to the view that economic resources can dictate terms to creative re-
sources is the assumption that creative resources are abundant. Caves (2000)
pointed out that the supply of creative resources far outstrips the demand. Music
schools award some 14,000 degrees whereas symphony orchestras may hire 300
musicians. Twentieth-Century Fox considers 10,000 proposals and produces 12
films a year. Before the era of literary agents, Doubleday received 10,000 unsolic-
ited manuscripts a year and published 4.

These statistics, however, simply indicate the abundance of creative resources
that may be available, but it is clear that all of these resources do not have equal
value. In fact, it is usually only a small percentage of published authors, of released
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movies, and of recorded music that account for the lion’s share of the market. To
make matters worse, the value distribution of creative resources is not only
skewed, it is also unstable. Four young men from Liverpool with cheap guitars can
unleash a revolution that unsettles the recording industry. The movie industry in-
vests millions in popular themes that fail to attract audiences, only to see maverick
film makers with handheld equipment roaming through apparently haunted woods
grab the box office.

In other words, economic resources allow firms to mobilize creative resources
but not to guarantee their value. For many, however, the value of creative resources
is the key to competitive advantage in cultural industries. This gives rise to an op-
posing view that argues that any analysis of competitive advantage in the cultural
industries should not begin with an assessment of which firms control the most re-
sources, but with which have differential access to the most valuable creative re-
sources. This perspective points to a focus on networks and relationships. It puts a
premium on information and expert judgment and therefore highlights the devel-
opment of specialized roles and key competencies that are necessary for identify-
ing and mobilizing valuable creative resources.

An interesting example from the video game industry demonstrates the differ-
ence between the two perspectives. The video game industry is currently domi-
nated by companies with their own teams of game developers under contract.
Game publishers typically sign up a development house to work on a project based
on an original concept or acquired intellectual property such as Spider Man or
Harry Potter. Firms therefore attempt to create a competitive advantage by tying up
as many talented developers as possible with long-term contracts.

But as the industry grows, it is evolving in a direction that is familiar to the mo-
tion picture industry: Developers are becoming increasingly attracted by the eco-
nomic and creative advantage of negotiating projects on a deal-by-deal basis. This
entails rejecting the corporate umbrella of game-development companies and
striking out on their own. The shift puts game publishers in a position similar to
that of the Hollywood studios: Access to talent becomes more important to com-
petitive advantage than control of talent.

The shift is helped along by talent agencies that specialize in assembling and
packaging deals. Seamus Blackley, who works for CAA, one of Hollywood’s
premier talent agencies, sees access to talented developers as increasingly the
true source of competitive advantage. The role of agents, he argued, is “to be able
to bring to publishers heaps of creative people that they would not be able to as-
semble themselves, that they would not have access to or even knowledge of”
(Heavens, 2004, p. 9).

Evolution of Cultural Space

Cultural industries connect market activity and social life to a degree that is rarely
seen in other industries. These industries came into existence in a preexisting cul-
tural space that consists of beliefs, symbols, and ideas that are at the heart of human
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and social reality. The growth of large-scale cultural commercial activ-
ity—backed by powerful systems of production, distribution, and marketing—is
changing the dynamics and structure of traditional culture spaces. The nature and
direction of this change is a matter of conflicting interpretation.

One view argues that the economic and technological strategies that sustain
competitive advantage in cultural industries dominate the creation and apprecia-
tion of cultural products. This view is predicated on the belief that it is commercial
and technological necessity rather than long-standing cultural preferences that
drive what firms produce and what consumers learn to enjoy. Commercial and
technological necessity point to economies of scale, and economies of scale are re-
inforced by standardization of tastes.

From this it follows that globalization in cultural industries should vastly in-
crease economies of scale, and subsequently promote standardization of tastes.
The more people have access to the same books, music, and movies, so the argu-
ment goes, the more their tastes tend to converge (Bryman, 2004; Ritzer, 2004).
The more their tastes converge, the more there is market pressure to offer products
that cater to standardized tastes. The paradox of expansion, in terms both of sheer
volume of products and greater access, is that it seems to reinforce the tendency to
cater to the largest number of people with similar tastes.

Globalization increases scale, but it also erodes geographic and national bound-
aries (Augè, 1995). Increasing travel and improved communications bring disparate
cultures into closer contact. This mélange of cultures becomes an important input
into the creative process: Producers tap talent and ideas wherever they can find them,
and then use both to create products that have wide appeal precisely because they
fuse diverse cultural elements into relatively homogenous products. In effect, cul-
tural industries dominate and transform the cultural space in much the same way that
other industries dominate and transform our tastes in clothes and food.

An opposing view argues that cultural production and consumption retain a
measure of autonomy vis-à-vis the business of culture. The process of creating
and appreciating cultural products is too deeply embedded in unique cultural set-
tings to be fundamentally altered by scale and technology. From this it follows
that local uniqueness and cultural specificity that existed prior to the rise of cul-
tural industries do not quickly or easily disappear (Robertson, 1990). Economies
of scale need not result in fusion and homogeneity. Instead, exposure to different
cultures creates new tastes, and new tastes create a potential for diversity that
economies of scale can satisfy.

The manifestation of this diversity depends on how different cultures interact.
As creative artists from different cultures come into contact with each other there
is greater scope for experimentation and innovation. The French and Cubans de-
velop their own jazz style. The Japanese take film animation and comics in a com-
pletely different direction. Modern dance in the West forms new synthesis from
Balinese and South Asian traditions (Pieterse, 1995). Hybrids proliferate as cul-
tures meet and converse, borrowing from each other, and adapting each other’s
ideas to their local context (Chanda, 2000; Eriksen, 2003; Zhang, 2000).
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EVOLUTIONARY SCENARIOS

Debates about the impact of globalization have touched not only on how these forces
may be shaping the cultural industries at present, but also on what cultural industries
could look like in the future. In this respect, each of the issues we discussed ear-
lier—the sources of competitive advantage and the dynamics of cultural spaces un-
der the impact of globalization—suggests two contrasting positions. These
positions are not merely points of view; they are also assumptions in various possi-
ble evolutionary scenarios for cultural industries. When managers and experts ana-
lyze and predict the future of the cultural industries in a time of rapid globalization
they are essentially taking positions in debates defined by these key issues.

Because each of these issues, and its associated debate, has led to the develop-
ment of two conflicting positions, the range of possible views can be defined by a
four-fold conceptual space. When this conceptual space is used to examine the im-
pact of globalization on cultural industries, we end up with four possible evolu-
tionary scenarios that are depicted in Table 17.1. In the remainder of this chapter
we examine these scenarios. We look at the organizations that are going to popu-
late this matrix, at what they will look like, and how they will operate. We brave the
descriptions of these future evolutionary scenarios on the basis of what we can see
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TABLE 17.1

Scenarios of Globalization in the Cultural Industries

Fusion Hybridization

Control Monolithic conglomerations Symbiotic conglomeration
- Large hierarchical conglomerates

controlling most cultural industries
- Large hierarchical conglomerates

control distribution and retail
- Control exercised from source to

market through pervasive vertical
integration

- Production of cultural goods is
largely in the hands of loosely
affiliated small entrepreneurial
independents with high mortality rate

Access Dominant agglomeration Virtual agglomeration
- Cultural industries are dominated by

powerful production clusters
- Cultural industries are shaped by a

complex web of networks linking
different locales and different artistic
communities

- These clusters cooperate to shape
relatively standardized products for
global consumption

- New technologies, in particular the
Internet, permit complete
disintermediation; cultural producers
and consumers can communicate
directly without the mediation of
commercial entities

- Power in this scenario is based on
access to cluster

- The same technologies permit remote
collaboration and exchange of ideas

- Clusters are dominated by a mixture
of strong firms supported by an
ecology of small firms



today. Ultimately, our hope is that these descriptions will provide the basis for se-
rious discussion and policy debate.

Scenario 1: Monolithic Conglomerations

The first scenario flows directly from the assumption that competitive advantage
in cultural industries comes directly from control of creative and economic re-
sources, and from the second assumption that cultural spaces are becoming in-
creasingly uniform and homogenous. This scenario sees cultural industries as
increasingly coming under the domination of large and highly centralized con-
glomerates. Using economies of scale and scope and an advantageous access to
capital markets, these conglomerates will vertically integrate the value chain of
successive cultural industries, taking control of these industries from the creative
source to final consumers.

The concentration of economic resources, in particular distribution and market-
ing resources, will not only give these conglomerates inordinate control over the
creative process, it will also make it possible to subordinate the creative process to
market imperatives. To make the most of their market power, centralized conglom-
erates will seek economies of consumption by standardizing tastes. This in turn
will be used to create product complementarities (i.e., synergies) across business
lines in different cultural industries. The overall effect will be to gradually reduce
the barriers that separate the value chains of different cultural industries. Carried to
its logical conclusion this scenario sees the evolution of a single culture industry
dominated by a handful of transnational media-entertainment giants that exercise
almost total control over standardized and homogenized cultural space.

Scenario 2: Symbiotic Conglomerations

This scenario is based on the assumption that competitive advantage in cultural
industries comes directly from control of creative and economic resources, and
on the second assumption that contact among cultural producers will produce a
proliferation of hybrids and diversity. The scenario sees an emerging division of
labor in the cultural industries between small business units that originate cul-
tural products and large conglomerates that focus on downstream activities such
as distribution and retail.

Small business units emerge through external entrepreneurial activity, or are
generated from within conglomerates through a process of internal venturing. The
relationship between the large conglomerates and these units runs the gamut from
direct ownership with a degree of divisional autonomy, to an equity position that
accords managers quasi-independence, to an arms-length market relationship.

The dynamics of cultural industries under symbiotic conglomeration is based
on recognition that market power can be used to extract maximum rents from cul-
tural products with proven value, but is limited in efficacy when it comes to identi-
fying and creating cultural products that are valuable. The exercise of power by
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large conglomerates is therefore tempered by awareness of their dependence on
the specialized skills and insight of the small business units that populate the up-
stream part of the value chain. The small business units, for their part, are aware
that their continued existence depends on their ability to detect new cultural trends
and create new tastes. Their exploratory and innovative activities promote hybrid-
ization by actively experimenting with combinations of different cultural forms
and different tastes.

Scenario 3: Dominant Agglomerations

This scenario is based on the assumption that competitive advantage in cultural in-
dustries is sustained by gaining access to creative resources, and on the second as-
sumption that trade and international contacts lead to homogeneity and uniformity
of tastes and cultural products. The departure point for this scenario is the view that
current technological change is restructuring the relationship between creative and
economic resources.

An increasing number of distribution technologies and proliferation of me-
dia outlets are allowing owners of creative resources to communicate directly
with final consumers. As power shifts to creative resources, the challenge is no
longer reaching the market but being the first to identify and mobilize valuable
creative resources.

The emphasis on first-mover advantage changes the nature of competition in
most cultural industry. The key to success is access to creative resources in their
formative phase. Competition for access puts a premium on physical proximity to
talent and the creative process. Owners of economic resources therefore position
themselves in areas of high creative activity and their presence attracts inflow of
creative talent. The result is a process of agglomeration in which creative clusters
emerge to dominate the production of cultural goods.

This domination is based not only on a higher concentration of creative talent,
but on the standardization of tastes and accelerating homogenization of the cul-
tural space worldwide. The creative clusters are hot areas of creative activity that
are closely linked to global systems of distribution and marketing. The standard-
ization of tastes ensures that the creative activity is concentrated in few locations
and is aligned with the preferences of consumers that are widely dispersed.

Standardization and homogeneity are also reinforced by the mobility of creative
talent that tends to give creative clusters a global dimension. However, although tal-
ent is recruited worldwide, it is assimilated into a monolithic culture: Clusters bor-
row and adopt what other cultures have to offer, but their outputs are relatively
standardized in line with the needs of distribution and marketing efficiencies.

Scenario 4: Virtual Agglomerations

This scenario is based on the assumption that competitive advantage in cultural
industries is sustained by gaining access to creative resources, and on the second
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assumption that contact among cultural producers will produce a proliferation of
hybrids and diversity. Behind this scenario is the view that the same technologi-
cal change that is breaking the boundaries between owners of creative resources
and final consumers is also allowing creative talent to form new structures of col-
laborative creativity.

Communications infrastructure, in particular, the Internet, is making it possible
for creative talent to abolish the barriers that traditionally separated creative work-
ers from different cultures. These linkages coalesce into networks that in turn pro-
mote the formation of virtual creative communities. Creative resources are both
localized in their respective geographic locations and globalized through their
dense interconnectivity. With individuals and firms having a wide range of options
when it comes to exchanging ideas and forming collaborative alliances, their strat-
egy consists of staking positions in this interactive space, and then using this posi-
tion to assemble bundles of resources either singly or in partnership with others.

The emergence of virtual agglomerations signals a transformation. The term
cultural industries becomes increasingly archaic as industry boundaries begin to
disappear and economic resources become more highly dispersed. The organiza-
tional division of labor between creative and economic resources likewise begins
to disappear. As information costs and economies of scale fall, hierarchies give
way to a wide variety of new organizational forms that are virtual, perform hub
functions, and are frequently managed by artists and entrepreneurs.

Final markets also undergo a profound transformation. Interactivity promotes
product variety and market fragmentation. With more choices available, consum-
ers become explorers of new tastes and codevelopers of new products. Though
mass markets continue to exist, they lose their dominance, and with the dominance
of mass market in decline, the creative process explores with considerable vigor
the possibilities inherent in hybridization—not only between different cultures,
but also between different cultural products.

CONCLUSION

Cultural industries have burst their national boundaries and are now increasingly
global. The impact on cultural products has been dramatic. To a degree unprece-
dented in history, the cultural products that we enjoy are crafted with commercial
intent by firms that are not part of our cultural life. This transformation has given
rise to an acrimonious debate, pitting many who attack what they see as the pack-
aging and vulgarization of culture in the interests of profit-seeking corporations,
against others who point to the cornucopia of books, music, and films that global-
ization has made available to every child and adult across the world.

In this chapter, we argued that the impact of cultural globalization on consum-
ers is inseparable from the impact of globalization of producers. In fact, discussion
of the former without a full understanding of the latter is speculative at best, and lit-
tle more than polemics at its worse.
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Turning our attention to how cultural industries are developing under the dy-
namics of globalization, we argued that two issues are crucial for understanding
the future of cultural industries. The first calls into question the basis of competi-
tive advantage in cultural industries, and the second tackles the dynamics of the
cultural space under globalization. To us it is clear that these two issues are contest-
able. In other words, they are shaped by a complex interaction among technology,
organization, ideology, and political action. Rather than predetermine how this in-
teraction will turn out, we outline four scenarios that we believe can be logically
derived by taking a rather extreme interpretation of how each issue may play itself
out in the years to come.

Our four scenarios should therefore be seen as pure types that are unlikely to oc-
cur but are nevertheless useful for revealing interesting properties. It is a safe bet that
reality will be more complex. Cultural industries will probably exhibit a mixture of
these types, though perhaps not equally. Thus, symbiotic conglomeration is likely to
coexist with dominant agglomeration (e.g., the movie industry), and dominant con-
glomeration may coexist with virtual agglomeration (e.g., the music industry).

The dynamics of mixed scenarios may already be detectable in the way that cul-
tural industries are organized and managed today. In this respect therefore our
analysis should not be seen as an exercise in predicting the future, but rather as an
attempt to look at the present as history in the making.
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There is no business like show business.

—Irving Berlin

Many industries believe that they are unique, yet few express this belief with such
lyrical conviction. The business of culture may be different, but ultimately it is a
business. This side of the cultural industries may be unpalatable for some entrepre-
neurs and creative individuals for whom the old motto of MGM, “Ars Gratia Artis”
(Art for Art’s Sake), may supersede all other considerations. But economic suc-
cess is usually vital, if not as an end in itself, then as a precondition for obtaining
the resources needed to sustain creative activity.
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Because this book is dedicated to the business of culture, it is fitting that we
should conclude by examining why the pursuit of market success in the cultural in-
dustries is not only so important, but also the subject of so much reflection and con-
troversy. Accordingly, we begin with a discussion of the reasons why business
success in cultural industries is so fraught with ambiguity and uncertainty. More
specifically, we argue that the problem of ascertaining the quality of cultural prod-
ucts prevents the emergence of standards in cultural industries. This, in turn,
makes strategy in these industries more uncertain to develop and more difficult to
execute than in most industries.

In the second part of this chapter, we argue that these twin problems manifest
themselves in a set of polar opposites, imperatives that firms in the cultural in-
dustries must navigate with varying degrees of success. More specifically, we
outline five polar opposites: artistic values versus mass entertainment, product
differentiation versus market innovation, demand analysis versus market con-
struction, vertical integration versus flexible specialization, and individual in-
spiration versus creative systems.

In the last part of this chapter we turn our attention to future research. Here we
seek to identify a number of research topics that we feel clearly represent promis-
ing areas for both curiosity-driven research and potential application. More specif-
ically, we propose the following topics: the role of technology in shaping the future
of cultural industries; the increasing importance of experts, critics, and other insti-
tutions that shape tastes in the cultural industries; the emergence of competitive
anomalies such as winner take all; the role of hitherto neglected special events such
as festivals and award ceremonies in the life of the cultural industries; the contribu-
tion of consumption and production clusters to the growth of the cultural indus-
tries; and finally, the implications of new organizational forms for the evolution of
the cultural industries.

THE SEARCH FOR SUCCESS IN CULTURAL INDUSTRIES

Business success ultimately depends on creating value for consumers and then ob-
taining sufficient returns on the resources invested in creating this value to allow
the producing organization to meet its obligations and continue its operations. In
cultural industries, this general formula runs up against the difficulties of defining
value in the first place. Information economists identify three broad categories of
goods. The first category is made up of search goods, goods whose quality relative
to expectations can be verified prior to purchase. The second category consists of
experience goods, goods whose quality relative to expectations cannot be verified
prior to purchase, but can be evaluated on consumption. And the third type consists
of credence goods, goods whose quality relative to expectations cannot be verified
either before or after consumption.

Cultural products are widely regarded as experience goods, but they are clearly
different from other experience goods such as automobiles and mattresses. For the
most part, these differences stem from the nonutilitarian nature of cultural goods
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such as motion pictures and recorded music. This nonutilitarian nature of cultural
products leads to different processes for establishing their value, and by extension
this has an impact on how firms succeed in the marketplace.

The value of goods that are produced with a clearly indicated utilitarian func-
tion is judged first and foremost by how well they fulfil this function, and only then
by other characteristics. A beautifully designed car may be pleasing to the eye, but
for most consumers it is not much of a car if it is constantly breaking down. The car
may be put on display for its aesthetic beauty, but it is its utility as a vehicle that de-
fines it as a product. Firms that compete in selling many types of experience goods
compete on some measure of performance that is utilitarian in nature.

Though utility may not be the only consideration, it creates a background that
allows for the systematic comparison of different products. In markets where effi-
cient processes of comparison are possible, this provides a basis for the emergence
of stable and explicit standards of quality. Stable and explicit standards of quality
in turn provide focal points for evaluating value for producers and consumers
alike. These focal points ultimately permit managers to accumulate reliable
knowledge about the causal relationship between the size and nature of invest-
ments and the magnitude of success.

Cultural goods, by contrast, are experience goods that lack explicit utility
(Bjorkegren, 1996; Hirsch, 1972; Holbrook & Hirschman, 1982). This lack of ex-
plicit utility makes it extremely difficult to identify and establish clear standards of
quality (Bjorkegren; Lewis, 1990; Turow, 1984). On the whole, basic notions of
quality tend to remain highly contestable in cultural industries. Whereas utilitarian
producers usually develop a consensus on specific and often measurable standards
of quality, producers of cultural industries deal with standards that represent ab-
stract ideals rather than specific product attributes. For example, many consumers
may espouse the importance of originality in art or in music, but each of them may
attach fundamentally different meanings to the term.

Opinions about quality can diverge so strongly that producers find it hard to fig-
ure out why some products do well but others do not. Even when there is a wide-
spread agreement about the relatively high or relatively low level of quality of a
particular cultural product, this consensus belies deep disagreements as to why
this is the case. This is not only the case before consumers make their purchase de-
cisions, but also afterward.

Ultimately, understanding why products succeed or fail remains forever in the
realm of educated conjecture. This is rarely due to the lack of data—plenty of data
are usually available—but because these data are susceptible to multiple and con-
tradictory interpretations. Taken as a whole, these contradictory interpretations
produce ambiguity that impacts on the ability of managers to make well-informed
decisions, but it also promotes the value of insight and intuition to a degree that is
rarely seen in other industries.

When trying to make some sense of why consumers of cultural products make
the choices they do, managers in cultural industries often rely heavily on their in-
sight into the subjective experience of consumers. What results is more a process
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of interpretative enactment rather than systematic or rational analysis. For in-
stance, producers of cultural goods know that consumers look for products that can
be counted on to entertain, stimulate, and provoke reflection. Trying to satisfy the
consumer on these dimensions can pose a tremendous challenge when the rela-
tionship between cause and effect is so ambiguous. Hence a common complaint in
the cultural industries is about how often organizations fail to get the desired re-
sponse from customers in spite of going to extreme lengths to ensure that all the
right elements are present.

Notwithstanding this ambiguity, producers in the cultural industries do evolve
what Spender (1989) called “industry recipes,” conventional wisdom about what
works and what does not. For instance, producers in the cultural industries know
that cultural products are more likely to find market success when they blend fa-
miliar and novel elements. Consumers need familiarity to understand what they
are offered, but they need novelty to enjoy it.

Going beyond this conventional wisdom, however, is difficult. Blending the
familiar and novel depends more on art than technique, more on insight than
professional judgment. Not surprisingly, organizations in cultural industries
expend considerable resources searching for a formula that can accomplish this
goal, but generally find it to be elusive. Tastes are inherently unstable, and what
is more, the novel and popular in one period becomes familiar and usually staid
during the next.

This problem makes the search for expert knowledge a more difficult process
in cultural industries than is often encountered in other industries. Judging what
to produce, and how to produce it, not to mention the need to develop the skills
necessary to distribute and market these products, are as essential in cultural in-
dustries as elsewhere. Individuals who have the requisite knowledge and skills
are much in demand. But although there are many who claim to possess the requi-
site knowledge and skills, sorting and evaluating the best individuals for the job
is highly uncertain.

It is hard to find experts in cultural industries in the conventional sense of that
term. There are no recognized specialists such as engineers or analysts who can
take products apart and point to problems when they arise. Codified knowledge
can be useful to tackle problems, but ultimately it is of limited value. Tacit knowl-
edge is more important in cultural industries, making resources such as talent, cre-
ativity, and innovation more crucial for success (Jones & DeFillippi, 1996; Miller
& Shamsie, 1996). But these are amorphous resources: They cannot be clearly de-
fined, they emerge from unexpected sources, and they lose their value for reasons
that are not entirely understood.

Much of the strategy of firms in the cultural industries is therefore oriented to-
ward finding, developing, and maintaining control over these resources. For in-
stance, most record companies have Artist and Repertoire (A & R) units whose
main task is to find and develop new artists (Wilson, 1987). The major Hollywood
studios have in place systems for screening and evaluating thousands of new
movie scripts each year for the few promising ones (Kent, 1991). And publishers
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have departments whose sole task is to bring authors to the attention of the reading
public by orchestrating personal appearances with other promotion and marketing
efforts (Coser, Kadushin, & Powell, 1982).

Consequently, the long-term survival of firms in cultural industries depends
heavily on building up and maintaining their creative resources. However, because
the processes that generate them are poorly understood, there is considerable un-
certainty not only about how to detect them, but also about how to replicate and use
them. Managerial practices such as professional training and apprenticeship that
are useful in other industries are largely ineffective in cultural industries. What is
more, resources that have proven value are usually embedded in individuals and
groups over which the corporation has much more limited control (Robins, 1993;
Saundry, 1998; Stearns, Hoffman, & Heide, 1987).

To ensure that they have these crucial resources when they are needed, organi-
zations must possess capabilities that generate these resources for later use. But
developing these capabilities usually puts organizations in cultural industries in
the position of having to deal with conflicting demands. On the one hand, organi-
zations must give creative individuals the autonomy they need to be effective, but
they must also incorporate these individuals into the strategy of the organization in
a way that does not stifle the autonomy that is essential to creativity.

Discovering promising artists and developing highly successful projects calls
for managers with exceptional intuition and subtle judgment, but relying on man-
agers with these special talents often leads to opportunistic behavior and empire
building. Fulfilling these opposing demands, and doing this while at the same time
sustaining successful performance, is probably the key strategic task that perenni-
ally confronts organizations in cultural industries. Although this task is typically
influenced by changes in technology and shifts in cultural tastes, it is basically
framed by a number of key imperatives that remain relatively unchanged.

NAVIGATING OPPOSING IMPERATIVES
WITHIN A CULTURAL CONTEXT

In the previous section, we examined the factors that influence market success in
cultural industries. In essence, the search for business success in cultural industries
confronts two problems: demand patterns that are highly unpredictable and pro-
duction processes that are difficult to monitor and control. The evolution of cul-
tural industries can be viewed as a persistent search for managerial practices and
organizational forms that can address these problems. On the demand side, firms
try to shape consumer preferences by expending large amounts of resources on
new methods of distribution, marketing, and promotion. On the supply side, firms
seek to develop new ways of uncovering and managing creative inputs.

In both respects, organizations in cultural industries have found success to be at
best temporary for reasons that are intrinsic to these industries. Shaping consumer
tastes is difficult in any industry, but in the case of cultural industries it is made
even more difficult by the uncertain foundations of preferences and the volatility
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of fashion. Finding and managing creative inputs that lead to successful cultural
products is equally difficult: The relationship between creative effort and valued
products is ambiguous.

Caught between the uncertainty of the level and type of demand and the ambi-
guity of transforming inputs into outputs, firms in cultural industries find that suc-
cess depends on navigating between opposing imperatives. Hirsch (1972)
suggested that these opposing imperatives arise from the position that organiza-
tions in cultural industries occupy between producers and consumers. Cultural in-
dustries, he argued, are essentially systems of organizations that mediate the flow
of cultural goods between producers and consumers.

Reconciling the demands of artistic production with those of the marketplace
is intrinsically an unstable process. The two areas are not only different in char-
acter, but are often in opposition—each is shaped by different needs and each is
judged by different criteria. The strategies that evolve as a result reflect the op-
posing pressures exerted at each end of the value chain. To understand how suc-
cess is attained in cultural industries, in spite of the difficulties, it is therefore
important to understand the polarities that shape the choices available to organi-
zations in these industries.

Research on cultural industries, by both scholars and knowledgeable observers,
suggests five polar opposites that define the field of action within which organiza-
tions in cultural industries operate. We discuss these polarities in the following
sections.

Artistic Values Versus Mass Entertainment

Cultural industries combine two realms of human experience. All societies pro-
duce culture as a form of individual and collective expression of basic ideas and as-
pirations. Paintings, dance, theater, and music predate by millennia the formation
of commercial cultural businesses. However, it is through their entertainment
value that cultural products attract the audiences that can support them. The artistic
value of cultural products must be balanced against their entertainment value.
Combining these two realms of art and entertainment is a source of continuing ten-
sion in cultural industries.

Cultural industries strive to remain loyal to artistic values, but they must also
deal with market economics. The question that persistently confronts organiza-
tions in cultural industries is: Which one of these imperatives should drive deci-
sion making? Should mass entertainment be dictated by artistic values or should
artistic values be used to pursue mass entertainment?

In the film industry this dichotomy is responsible for much of the debate between
Americans and Europeans. The American motion picture industry sees artistic val-
ues as subordinate to mass entertainment. It celebrates artistic achievement, but sees
it as a by-product of its main mission: generating healthy sales in the box office. The
European motion picture industry, by contrast, sees artistic values as a driving force,
and mass entertainment as at best a regrettable necessity.

294 LAMPEL, SHAMSIE, LANT



Product Differentiation Versus Market Innovation

Competition in cultural industries is driven by a search for novelty. However, although
consumers expect to find novelty in cultural goods, they also want this novelty to be
accessible and familiar. If the story and characters sound familiar, then pushing the
technological frontier can create some degree of novelty. This contradiction puts pro-
ducers in cultural industries in the middle of two opposing pressures.

On the one hand, producers are pushed to seek novelty that differentiates prod-
ucts without making them fundamentally different from others in the same cate-
gory. This novelty represents a recombination of existing elements and styles that
differentiates but does not break with existing artistic and aesthetic conventions.
On the other hand, there is the push to pursue innovation past existing limits. This
type of novelty breaks new ground, frequently produces new types of cultural
products, and may expand if not fundamentally change the market.

The emergence of rock and roll as a distinct musical category illustrates this
dynamic. Rock and roll has its roots in jazz, blues, gospel, and country music.
Most historians agree that the first recording that can be clearly identified as the
musical innovation that eventually came to be known as rock and roll is “Rocket
88.” Released in 1951, it was produced by Sam Phillips, composed by Jackie
Brenston and Ike Turner, and sung by Brenston. At first the major recording com-
panies disdained rock and roll as a passing fad, a product differentiation rather
than a new category of music. But the genre began to establish itself as a separate
category with the meteoric rise of Elvis Presley in 1954. With the success of the
Beatles and their Apple Records label, the industry finally recognized rock and
roll as a distinct market category.

Demand Analysis Versus Market Construction

There is a long-standing dispute in cultural industries between those who see cul-
tural goods as an expression of the needs and desires of consumers, and those who
argue that what consumers want is almost entirely shaped by the imagination and
creativity of the producers. The debate corresponds to fundamentally different
views of why some cultural goods become successful whereas others do not.

Thus, cultural goods may become successful because they deliberately or acci-
dentally tap preexisting consumer preferences. For instance, it is possible to pre-
dict that there are market segments where customers have well-defined and
specific tastes. This may be movies with the latest action-packed special effects, or
recordings of “boy bands.” Success depends on finding products that satisfy these
tastes, rather than working to change tastes. On the other hand, we have the view
that the high road to success consists of shaping tastes to fit the products at hand.
Cultural goods become successful because they shape tastes to suit their own pro-
duction; in effect, they create the standards by which they are judged, and then de-
liver an experience that meets these standards.
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The dilemma of modern symphony orchestras illustrates both positions. Sym-
phony orchestras know from long experience that their main audience looks for-
ward to old classics such as Mozart, Beethoven, or Brahms. At the same time,
orchestras rely on experimentation to sustain the distinctiveness and reputation for
originality that attracts the indispensable approval of musical critics. To accom-
modate both, orchestras program old and new music side by side: the old to attract
mainstream audience, and the new to please the critics. Critics, however, have an
influence on taste formation. So in the long run orchestras are creating tastes for
new music and even new categories of music.

Vertical Integration Versus Flexible Specialization

In cultural industries, as in many other industries, organizations often look for
gains by trying to exert greater control over both the creation and the delivery of
their products. This has invariably led to a drive to integrate all aspects of the value
chain under a single corporate umbrella. A strategy of vertical integration in-
creases market power and thus can potentially lower distribution costs, but the ad-
ministrative difficulties of coordinating multiple business lines can reduce
strategic agility, because size and business diversity rarely go hand in hand. Nor is
diversity conducive to a quick response to new tastes and new trends that is so es-
sential to long-term advantage in the cultural industries.

We have seen trends pushing in both directions recently. For instance, Pixar, a
firm with expertise in digital animation, has maintained some of its independence
by creating a strategic alliance with Disney to do a series of films. This arrange-
ment benefits both parties by enabling risk sharing and access to resources not held
within each of the respective firms, while each maintains a degree of independence
to focus on what they do best. On the other hand, firms such as Time Warner are at-
tempting to control as many aspects of content creation and distribution as possi-
ble. Vertical integration allows firms such as Time Warner to capture more rents by
exploiting more comprehensively upfront investments in content creation.

The strategic rationale for vertical integration is currently being undermined by
technologies such as cable, satellite, and high-speed broadband. In a world in
which hundreds of channels compete for viewers, and the mass audience is rapidly
fragmenting, small and agile specialists may hold an edge over resource-rich but
organizationally constrained generalists. The case for vertical integration seemed
unassailable in the 20th century, but by the 21st century the pendulum began to
swing the other way: It is now an open question whether vertical integration or
flexible specialization will dominate the landscape in the coming century.

Individual Inspiration Versus Creative Systems

There is a persistent debate in cultural industries about the true source of creative
value. Is it the individual who is the pivotal element in the value chain, or is it the
system as a whole that produces the critical ingredients of successful cultural prod-
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ucts? The debate has important repercussions. If the individual is the pivotal ele-
ment in the creation of value, then the key to success is finding or developing these
individuals. Efforts should focus on finding the next Steven Spielberg, Tom
Clancy, or Bruce Springsteen. Search criteria would include identifying genius,
tacit knowledge, and star quality. If, on the other hand, it is the system, then less
emphasis should be placed on individuals, and more on developing structures, pro-
cesses, and cultures that produce successful cultural products. Efforts should fo-
cus on combining resources in unique ways to create core competencies in
developing and maintaining creative systems.

The way Disney set up their organization to create and leverage films such as The
Lion King is a good example of the power of creative systems. Walt Disney does not
simply let creative individuals loose with the hope that a high-quality film will
emerge. Film content, marketing, merchandising, and theme park potential are care-
fully coordinated. Success in the box office spurs marketing, is fed into merchandis-
ing, then into theme park shows, and subsequently transformed into a Broadway
musical. At every step a creative team backed by organizational systems ensures that
success in one area is used to promote success in another. Ultimately, the aim, from
the very beginning, is not simply to produce and deliver successful products, but to
build a franchise that will last for many decades to come.

In many cultural industries one finds examples of organizations that have put
their faith primarily in individuals or systems. More often, however, organizations
usually try to combine the best of both. There does seem to be a movement of late
to reduce the power of artists and stars by focusing on content that is controllable.
Reality shows, game shows, and “manufactured” stars are all examples.

A Balancing Act

Strategizing in cultural industries must not only contend with these polarities, it
must also deal with the fact that the forces represented by these opposing impera-
tives can render the strategic paradigm inherently unstable. Although there are fre-
quent attempts to develop a dominant strategic paradigm in cultural industries, and
for a while they may be successful, the relative power of one imperative in compar-
ison to its opposite often shifts, and this shift undermines the effectiveness of the
paradigm that previously seemed unassailable.

Nevertheless, in cultural industries there is an ongoing debate about which po-
larity truly dominates. In part because balancing polarities is not a process with
clear-cut outcomes, it is tempting to marshal evidence and arguments and decide
which polarity is essential for business success and which can be effectively ig-
nored. The cyclical waxing and waning of the different polarities over time, how-
ever, suggests that these debates can rarely be conclusive. Thus, when it comes to
the practical business of creating and selling cultural goods, firms must proceed
with both polarities in mind.

For example, if firms pursue the goal of mass entertainment, they should not
lose sight of artistic values. If artistic values dominate, commercial survival
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dictates that market realities cannot be ignored indefinitely. If firms are intent
on creating new genres or new categories of cultural goods, they must bear in
mind that most products in cultural industries succeed by differentiating rather
than by being revolutionary. And similarly, if they pursue a strategy of mar-
ginal product differentiation, me-too products with a minor difference, they
should be aware that in the long run they could lose to firms that introduce truly
innovative products.

By the same token, firms must analyze the market in order to understand what
their consumers are likely to respond to, but they must also try to influence con-
sumers by encouraging interest in attributes in which their products possess an
advantage. Analyzing the market accurately ensures that producers can effec-
tively communicate with their consumers; shaping tastes allows producers to
construct the market along lines that increase the value of their products. Simi-
larly, new technologies such as the Internet may help to turn flexible specializa-
tion into a reality, but this does not undermine the potential advantages of vertical
integration. In fact, the ability to digitize content has spurred convergence among
previously separate industries, thus encouraging the mergers of media firms.
Large media conglomerates may be able to leverage synergies across their busi-
ness units, but if they attempt to pursue this too far they are likely to stifle the very
creativity on which they depend.

Finally, when we turn to the last polarity, individual inspiration versus creative
systems, we encounter one of the longest and most vociferous debates in the cul-
tural industries. Individual inspiration is often championed because it is easier to
identify (even when it is not so easy to understand), but without the support of a
creative system it is unlikely to be fully exploited. Creative systems often seem
more reliable and offer a tempting way of eliminating dependence on creative indi-
viduals, but without the inspiration of creative individuals, output often degener-
ates into a poor imitation of past success.

Seeking to strike a balance between opposing polarities usually leads to the
combination and extension of existing models rather than to totally innovative
approaches. This lesson may contain what is ultimately the truly crucial insight
that cultural industries can impart to other industries where environmental con-
ditions are similar but the polarities at play may be fundamentally different: The
choices facing organizations are often the result of contrary imperatives. It is im-
portant to understand how these imperatives play against each other. By using
this understanding, organizations can decide which practices should be modified
and which should be discarded, which organizational forms are still viable and
which should be abandoned in favor of completely new ones. It is certain, how-
ever, that for firms in these industries to be successful, they will need to create
dynamic strategies and competencies, those that will enable them to adjust their
practices easily as various changes sway the balance of the opposing imperatives
in one direction or another.
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TOWARD A RESEARCH AGENDA
FOR CULTURAL INDUSTRIES

No concluding chapter in a book on cultural industries can be truly conclusive. The
reason is not simply that the rate of change in these industries is too rapid to allow
for any definitive final statements—this can be said of many industries—it is that,
unlike work that has been carried out on other industries, management research on
cultural industries is still is in its infancy. Nevertheless, enough studies have been
carried out to allow us to outline a substantial research agenda. Our suggestions
are, of course, our own. They represent an analysis of the situation that currently
exists in cultural industries from the perspective of what we know already. We be-
lieve that most of it will be relevant in the near and not-so-near future, but we are
also certain that unexpected developments will create new phenomena for re-
searchers to examine.

Impact of Technology

The impact of technology on cultural industries is one of the areas that needs the
most intensive investigation. Technology is the key driver for the emergence of
cultural industries (Gallagher, 2001; Jones, 2001). Without sound recording, mo-
tion picture photography, or the computer, we would not have many of the cultural
industries that exist today. The enabling role of these technologies is clear enough.
What is less well understood is the complex dynamics between technology and
content. In particular, we need more investigation of the mediating role of formats
used to package and deliver content.

For example, the emergence of the long-playing record was the result of evo-
lution in recording and playback technology. The long-playing record, in turn,
gave rise to compilation, or the album. The album became a standard means of ar-
tistic expression, leading to the creation of its own bestseller charts. The recent
emergence of online downloading, by contrast, poses a threat to the album. When
consumers can sample and download individual songs, they are no longer
obliged to buy an entire album. The decline of the album may signal a wholesale
return to an earlier era when singles dominated or it may lead to different packag-
ing and different formats.

Dynamics of Consumer Tastes

The pattern of changes in consumer tastes represents another important area for
research. Although it has often been said that one cannot argue about tastes, de-
bates about tastes in cultural industries have been with us for a very long time. At
the most basic level, the arguments boil down to whether the producers impose
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tastes on the consumers or whether the consumers force the producers to meet
their tastes.

What is often ignored in this debate is the role of experts, critics, and other insti-
tutions in defining and shaping tastes (Anand & Peterson, 2000; Lampel &
Shamsie, 2000; Wijnberg & Gemser, 2000). The role of critics in the motion pic-
ture industry has been crucial for the success of movies that would otherwise be
consigned to the margins of the market. Art galleries play an important role in de-
fining new artistic movements, and museums likewise reinforce the status of cer-
tain artists at the expense of others. Similarly, bestselling lists, hit charts, and
bestsellers have become institutions that shape tastes in their own right.

There are considerable opportunities for research on this issue. We believe that
most progress is likely to occur in the intersection of institutional theory and strat-
egy. The first provides a framework for explaining the evolution of normative
structures that define and shape tastes. The latter can provide explanations of how
individuals and organizations take advantage of these normative structures to fur-
ther their strategy.

Dynamics of Competition

A third area for promising research lies in the dynamics of competition in cul-
tural industries. Competition in cultural industries must deal with an interest-
ing paradox: On the one hand, cultural products tap intensely private opinions
and experiences, but on the other hand they owe their success to an unusual ten-
dency of individuals to be influenced by the opinions and behavior of others in
their community (Caves, 2000; De Vany, 2003; Walls, 1997). The prevalence of
bandwagon effects in cultural industries often leads to market anomalies such
as the “Red Queen” effect, in which incessant competitive battle for dominance
by producers of cultural goods results in behavior that threatens the viability of
the industry as a whole.

A competitive anomaly that may also have destructive consequences is the
so-called winner-take-all effect. This effect has resulted from the vast increase in
scale that has accompanied the expansion of cultural industries. This vastly ex-
panded scale has created a skewed distribution of rewards for organizations and
artists. A few gain the bulk of resources, leaving the rest struggling for basic sur-
vival. From a strategic point of view, this militates against creating balanced port-
folios of products and artists, and pushes instead for a ceaseless search for
blockbusters or hits. We need more research into the dynamics that produce these
anomalies and how individuals and organizations strategically deal with the op-
portunities and challenges that they create.

Collaborative and Collective Activities

The range of collaborative and collective activities that are carried out in cultural
industries presents another promising area for research. Collaborative activities

300 LAMPEL, SHAMSIE, LANT



take place at both the bilateral and the network levels. Joint ventures, alliances, and
consortia are as pervasive in cultural industries as in many others. They follow
similar patterns to those observed in other industries and are similarly motivated
by risk and resource sharing.

By contrast, the collective activities that have become widespread in cultural in-
dustries are relatively unique in the place they occupy. Special events and award
ceremonies are part of the fabric of cultural industries (Anand & Watson, 2004; De
Vany, 2003; Schipper, 1992). There are hundreds of film or music festivals, numer-
ous events that are designed to celebrate talent, and various award ceremonies, all
of which receive a great deal of publicity.

Although most industries do have some collective events in which information
is exchanged and recognition is conferred, in cultural industries these events have
evolved into an institutional system in their own right. The institutional system has
its roots far back in history, but the sheer number and scope of these events in the
past 20 years suggest that we are dealing with an important institutional evolution
that needs closer examination.

Consumption and Production Clusters

The fifth area of promising research is also at the industry level and it is also a prod-
uct of recent historical evolution. The established view of cultural industries tends to
emphasize the global reach of the organizations that dominate this sector. The em-
phasis has been on production, distribution, and marketing for consumers every-
where. This view represents a vision of the marketplace where the creators and
providers of cultural products go to the consumers, rather than the other way around.

In preindustrial societies, however, it was far more common for creators and
providers of cultural products to congregate in specific locations and for con-
sumers to undertake the necessary travel. During the 20th century, modern tech-
nology began to relieve consumers of this necessity: Music could be enjoyed in
the comfort of the living room and motion pictures were available in neighbor-
hood cinemas. The old traditions continued to exist in the forms of Broadway and
West End theater, but these clusters of cultural production and consumption were
regarded as anachronisms.

The rise of mass tourism, however, has created the infrastructure for the resur-
gence of consumption clusters on a much larger scale. Some of these clusters are
pure cultural hubs, as in the case of Nashville for country music, whereas others
such as Las Vegas combine culture with other activities like gambling. What is
distinct about these clusters is that they serve primarily as entertainment hubs,
dominated by consumption, with little or no development of talent or creation of
original material.

But alongside consumption clusters there is also the emergence of production
clusters (Acheson & Maule, 1994; Coe, 2001; Scott, 2002). Historically, there is
nothing new about production clusters. One only has to look back at Renaissance
Florence to see a well-established production cluster. One of the best, and earliest,
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examples of production clusters in the cultural industries is Hollywood: a motion
picture production cluster that dominates the industry globally. More recent exam-
ples of such clusters can be found in Tin Pan Alley and Silicon Alley, both of
which are located in New York City.

Production and consumption clusters have the potential to shape cultural in-
dustries in which they operate. In comparison to research on production and con-
sumption clusters in other industries, research on these clusters in cultural
industries is still sparse. One of the reasons for this relative neglect is the need to
bring together insights from economics, geography, and sociology to explain
why they arise and how they function. The other reason may well be that we do
not see the organization and strategy of, and within, these clusters as sufficiently
important to merit close study. As clusters grow in economic and social terms,
however, their relevance to business is bound to grow, and with it will grow the
need for detailed research.

New Organizational Forms

The final area of promising research focuses on the emergence of new organiza-
tional forms in cultural industries. Organizational experimentation and manage-
rial innovation in a wide range of industries have led many researchers and
observers to argue that the dominance of large corporate hierarchies may be
coming to an end. No single organizational form is expected to replace the tradi-
tional corporate form. Instead, researchers suggest that a wide variety of organi-
zational forms are likely to emerge and that the popularity of these new
organizational forms will depend on the technological, operational, and strategic
needs of each industry.

Such a trend toward diverse organizational forms appears to be especially perti-
nent for cultural industries (Eisenmann & Bower, 2000: Robins, 1993). Most cul-
tural industries have come to be dominated by large corporate hierarchies. But
many of the difficulties and challenges that were discussed earlier, such as high de-
mand uncertainty, considerable causal ambiguity, and problems with managing
creative talent, have all conspired to constrain and undermine traditional corporate
practices. In the face of these problems, corporate hierarchies have begun to exper-
iment with new organizational arrangements, both internally and externally.

Along with the emergence of this experimentation, we are also beginning to see
an exodus from corporate hierarchies of talented managers who prefer entrepre-
neurial initiative to managerial sinecure. These managers-turned-entrepreneurs
are often open to new organizational practices and their success is likely to propa-
gate new practices in cultural as well as in other industries.

Parting Thoughts

Research in management serves two masters: intrinsic curiosity and practical ap-
plication. The topics that we have outlined were chosen precisely because they do
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both to a fairly high degree. The choice is a matter of judgment. Only time will tell
which of these topics will prove truly fruitful as areas of investigation. The verdict
will be the product of effort by other researchers. All we can say in conclusion is
that we hope that our effort will serve to excite and motivate more research, and
that this research breaks new ground and ultimately surpasses our agenda.
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CHAPTER

19

Promising and Neglected
Types of Studies

on Cultural Industries
�

W. Richard Scott
Stanford University

As more organizational scholars are attracted to the study of cultural industries,
what are the kinds of research that should be fostered? Every scholar will have his
or her own list of candidates, but I want to emphasize the value of two general types
of research: comparative structural analysis and structural-cultural analysis.

COMPARATIVE STRUCTURAL ANALYSIS

Most of the empirical work to date has focused on a single organization, popula-
tion, or field-industry in a single (or brief) period of time. Such studies need to be
supplemented with others that provide a comparative perspective on similar units,
whether organizations, organizational populations, or organizational fields. The
aim of such inquiry is to determine how similar kinds of symbolic services are pro-
duced under varying structural arrangements.

The comparative framework might emphasize differences across countries or
regions. Far too many studies are limited to the U.S. context. Although geograph-
ical boundaries are somewhat arbitrary, they have continuing relevance because
they represent differences in political, regulatory, economic, and cultural tradi-
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tions that exert important effects on the ways in which work is organized and pro-
ductive activities are conducted. The same activity varies in important respects
depending on where—under what institutional conditions—it is carried out
(Hofstede, 1991; Lammers & Hickson, 1979).

Comparisons should also be made across organizations in differing fields or in-
dustries. In this case, attention is focused on structural similarities and dissimilari-
ties involved in the production of differing symbolic products. Cultural industries
differ in the organization and relations among various components of the produc-
tion or commodity chain. Early seminal studies—for example, by Hirsch (1975)
comparing pharmaceutical manufacturing with phonograph record companies
and by Powell (1988) comparing a university press and a public television com-
pany—provide instructive but largely neglected models of this kind of cross-sec-
toral comparison. However, Carroll (1987), who compared concentration in the
newspaper publishing and music recording industries, pointed out that studies of
single firms or selected (usually large) firms provide misleading information on
the industry as a whole.

Particularly in times of rapid change, comparisons of structural features of a
given cultural industry as they change over time can yield valuable insights. Re-
search at differing levels of analysis—from the most macro to the very mi-
cro—can be illuminating. Scholars need to be working at the world-system level,
examining the ways in which changes over time in global infrastructures influ-
ence the structure and operation of cultural industries. In general, far too little re-
search addresses phenomena at this level even though scholars are well aware
that among the most significant developments of our time are the rise of trans-so-
cietal associations and organizations. Among the forces to be examined are
world conferences and congresses, international nongovernmental organiza-
tions, professional networks, and the rapid rise of global corporate forms (Boli &
Thomas, 1999; Meyer, 1994). Ideas and other types of symbolic materials travel
rapidly, but are also translated and altered in transit (Appadurai, 1996;
Czarniawska & Joerges, 1996). The globalization of cultural media industries is
well underway (Eisenmann & Bower, 2000).

At the societal level, clear changes are discernable in the structure of cultural
industries, as Hirsch (2000) illustrated for the U.S. context. There are also valu-
able studies of evolution over time in organizational structures at the level of the
organizational field. DiMaggio (1982, 1991) provided a compelling analysis of
the construction and institutionalization of art museums in the United States at
the turn of the 19th century; Leblebici, Salancik, Copay, and King (1991) exam-
ined changes in the patterns of dominance and normative frameworks operating
in the U.S. radio broadcasting industry during the period from 1920 to 1965; and
Thornton (2004) described changes occurring in the field of college text publica-
tion between 1958 and 1990.

For rather arbitrary reasons, several comparative studies of newspapers—in a
number of U.S. cities, Argentina, Finland, and Ireland—were conducted at the
population level. This population was selected, in part, because “newspaper publi-
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cation leaves dated material products” that allow researchers to examine their vital
rates over long periods of time (Carroll & Hannan, 1989, p. 528; for a review of
these studies, see Baum, 1996) In addition to examining the effects of density-de-
pendent processes on founding and failure rates, these studies also considered the
effects of changes in technology and political turmoil. In addition, organizational
ecologists have examined the sources of specialization and concentration in the in-
dustry and publisher succession rates (Carroll, 1987).

The examination of structural variation in cultural systems—both cross-
sectorally and over time—allows us to consider the multiple ways in which similar
activities can be structured. Organizing patterns reflect not only technical con-
cerns but also institutional constraints and patterns operating at world-system, so-
cietal, field, population, and organizational levels. Differences is both technical
approaches and institutional models may contribute to the existence of multiple
structural models. There is much to be learned in empirically examining the joint
effect of these forces in different places and times.

STRUCTURAL-CULTURAL ANALYSIS

More attention needs to be given to the ways in which changes in organizational
structure affect the nature and meaning of the activities that have been organized.
One of the peculiar features of much sociological analysis is that analysts tend to
attend to the secondary effects of organizations on a wide range of phenom-
ena—on stratification and power systems, on the satisfaction and morale of work-
ers, on the demographic rates of organizational founding and disbanding—but
overlook their effects on the work itself. As Latour and Woolgar (1979) pointed
out, sociologists studying science have focused on virtually every topic except the
effect of the organization on science itself: the construction of scientific knowl-
edge. Researchers studying cultural industries need to attend closely to the ways in
which different institutional and social structural arrangements affect the content
and form of their cultural products.

As in all types of organizations, there is a close relation between organiza-
tional forms, work processes, and the characteristics, quantity, and diversity of
the products produced and markets served. Peterson (1979; see also Peterson &
Amand, 2004) reviewed studies that consider the ways in which rewards, eval-
uation processes, organizational dynamics, technology, and markets influence
the particulars of symbol production, although the number of such studies is far
too small. Alexander (1996) provided a vivid study of the ways in which
changes in the sources of funding have influenced the format of exhibitions and
the styles of paintings exhibited by major U.S. museums. The wider structure
of the industry can play a role as well. Mezias and Mezias (2000) demonstrated
that an increasing concentration of generalist film producers stimulated the
emergence of specialists who, in turn, were more active in the creation of new
film genres in the United States from 1912 to 1929. Industry structure affects
cultural innovation.
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The nature of the product can also be affected by the infrastructure of the indus-
try, the role played by intermediaries in the understanding and evaluation of the
product. For example, Anand and Peterson (2000) showed how emergence of a
“market regime”—the methodology used to collect information on sales—in the
phonograph record industry led to a common conception among participants of the
nature and characteristics of this field. More importantly, changes in the methodol-
ogy led to a restructuring of these conceptions and evaluations, with consequences
for the types of music produced.

Of the many possible and useful studies examining the determinants and conse-
quences of cultural industries, I believe that a special premium should be placed on
structural-cultural analysis. It is especially important that researchers examine the
effects of organizational and industry structure on the products and services pro-
vided. How does the medium affect the message? After all, the products we are
talking about are not shoes or sausages. The products of these industries are ideas,
values, truths, and dreams: conceptions of who we are and what we could become.
If the structuring of the organizations that create and distribute these products af-
fects them in any way, we must seek to understand why and how.
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