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The Two Hollywoods

The Twilight of the Gods

On March 20, 1948, the elite of Hollywood, braving freezing temperatures and gale-force winds, filed past the newsreel cameras into the Shrine Auditorium in Los Angeles for the twentieth annual presentation of the Academy Awards. Once inside, they discovered a stage that had been transformed into a towering birthday cake, with twenty giant Oscar statuettes in place of candles.

The studios had much to celebrate that night. Their movies, the most democratic of all art forms, had become the principal mode of paid entertainment for the vast majority of Americans. In an average week in 1947, 90 million Americans, out of a total population of only 151 million, went to a movie, paying on the average forty cents for a ticket. Nor was this massive outpouring, about two thirds of the ambulatory population, the product of expensive national marketing campaigns. It was simply the result of regular moviegoers going to see whatever was playing at their neighborhood theaters.

Most of these moviegoers didn’t go to the theater to see a particular film. They went to see a program that included a newsreel; a short comedy film, such as the Three Stooges; a serial, such as Flash Gordon; animated cartoons, such as Bugs Bunny; a B feature, such as a western; and finally, the main attraction. In 1947 in America, movie houses were more ubiquitous than banks. There were more than eighteen thousand neighborhood theaters. Each had only one auditorium, one screen, one speaker (located behind the screen), one projection booth, and one marquee. Every week, usually on Thursday, a UPS truck picked up the previous week’s reels and delivered the new ones. The new film’s title on the marquee and the listings for it in the local newspapers constituted all the advertising most movies got.

Virtually all of these movies and shorts came from regional exchanges owned and operated by seven distribution companies that were, in turn, owned by seven Hollywood studios: Paramount, Universal, MGM, Twentieth Century–Fox, Warner Bros., Columbia, and RKO. In little over a generation, these studios had perfected a nearly omnipotent mechanism for controlling what the American public saw and heard. It was known, collectively, as the studio system.

These studios had their common origins in the arcades, nickelodeons, and exhibition halls of the silent-film era. Their founders, self-made and self-educated Jews, had been part of the late-nineteenth- and early-twentieth-century wave of immigration from Eastern Europe. They had worked at menial jobs as ragpickers, furriers, errand boys, butchers, junk peddlers, and salesmen and then gone into the business of showing movies. Here they found an enthusiastic audience, especially among those not yet fully literate in English, and a great deal of competition for it. To rise above their competitors, they instinctively sought what later economists would call “economies of scale.” Louis B. Mayer, the founder of MGM, borrowed money to expand from a single theater in Haverhill, Massachusetts, to a small group of theaters that he combined into a “circuit”—so called because the reels of a single movie could be sent by bicycle from one theater to the next (with showtimes cut so close that sometimes one theater was showing the first reel of a film while another theater was showing the last), allowing multiple screenings of—and multiple admissions for—the movies he rented from film exchanges. As their circuits expanded, these entrepreneurs began opening their own film exchanges and distributing movies to other theater owners, but they still made most of their money from tickets bought at their own box office—so called because the cash went into locked boxes.

When they found that they could not get enough movies on a regular basis from independent moviemakers, these new distributors took the next step and started making their own films. Initially, their studios were in the East, but as their production expanded after the turn of the century, they came under increased pressure from the Edison Trust, the legal entity formed by Thomas A. Edison to control the basic patents on movie cameras and projectors in America. The Trust filed a constant stream of lawsuits against the nascent film companies, who finally decided to relocate their studios a continent’s width away from the reach of the Trust’s East Coast lawyers. They chose the newly incorporated village of Hollywood, California—a place they could control—for their new home.

In less than a generation, these entrepreneurs had literally gone from rags (or furs) to riches. By the 1940s, the studio heads were among the highest-paid executives in the world. Having come from poverty, they reveled in this wealth and dubbed themselves moguls—an appellation that, although perhaps not strictly appropriate since it originally referred to absolute Moslem rulers, became part of their identity. Louis B. Mayer, who had scavenged rags as a newly arrived immigrant and at nineteen did not have, as his son-in-law David O. Selznick later put it, “the price of a sandwich,” was in 1947 the highest-paid executive in America, with an annual salary from MGM of $1.8 million.

The studios produced nearly five hundred films in 1947—features and B movies. While marketing strategies varied slightly from studio to studio, the movie business in 1947 was a relatively simple affair. The studios did not license their films to television or other media or license their characters for toys, games, T-shirts, or other merchandise. Foreign markets provided some revenue, but that income was mostly offset by high taxes—Britain had a 75 percent import tax, for example—and most European and Asian countries had restrictions on currency repatriation. As a result, profits from abroad were almost impossible to retrieve.

In short, studios looked to a single source for virtually all their money: the American box office. In 1947 the six major studios earned over 95 percent of their revenue from their share of ticket sales (called “rentals,” since it was technically the “rent” theaters paid for films) at North American movie houses. This came to $1.1 billion, which made movies, after grocery stores and automotive sales, America’s third-largest retail business.

The studios were able to harvest this windfall extremely efficiently because they controlled almost all the movie theaters. MGM, Warner Bros., Paramount, Twentieth Century–Fox, and RKO had their own theater chains, which produced about half of their total revenue, while Columbia and Universal controlled chains of theaters less directly through their distribution arms. Among the theaters under studio control were most of the first-run houses in major cities in the United States and Canada, where films had their premieres. During these first runs, films got their reviews, garnered publicity, and generated the word of mouth that served as the principal form of advertising. Thanks to their direct ownership of the theaters, studios were able to determine where, when, and for how long their films played in their first run. Such engagements could extend for many months while studios prepared the subsequent release to neighborhood theaters. For example, in 1947, Samuel Goldwyn’s The Best Years of Our Lives was still playing at New York’s Astor Theater, owned by MGM through its Loews subsidiary, six months after its premiere.

In addition, the studios indirectly controlled almost all independently owned theaters, which included most of the neighborhood and second-run movie houses, through ironclad contracts that forced the theater owners to commit to show a given number of films (usually ten) in a so-called block. If they did not accept a block, they got no studio films at all—which meant they did not have the star names to attract an audience. Only a few dozen art theaters that showed foreign films could afford to turn down this “blind-bidding” arrangement.

Not only were the studios able to control the bookings of their films, but they enjoyed a monopoly on the resulting revenue. Stars, directors, writers, and other talent did not share in it. Neither did producers. In rare cases these participants might receive a share of the eventual profits, but never of the studio’s rentals.

The studios were further aided by low distribution and marketing costs. Because films opened in only a handful of theaters in major cities before moving on to other regions, the same prints and posters could be used first in the Northeast and later on in the South and West. Distribution costs therefore were low, averaging only about $60,000 a film in 1947. Further, there were no national advertising campaigns, and since theaters paid a good part of local advertising and stars freely supplied the publicity on radio and in newsreels, the advertising budgets averaged less than $30,000 a picture.

What remained after these distribution and advertising costs were deducted from the rental revenue were the studios’ net receipts. In 1947 these totaled approximately $950 million.

To ensure a profit, studios obviously had to produce their films for less money than their net receipts totaled. To maximize their economies of scale, each studio had organized what amounted to a film factory, with staff and equipment that could operate around the clock. On their soundstages, shadowless light was cast by vast arrays of arc lamps, artificial weather was whipped up by wind, rain, and snow machines, and seas were created in indoor pools. On their back lots, exotic locales could be replicated and filled with extras dressed from the stocks of costumes and other props stored in their warehouses. For example, in 1947, MGM shot the adventure movie The Three Musketeers, which was set in seventeenth-century France, entirely on its soundstages and back lots.

The studios’ technological apparatus included synchronous background projection, which allowed them to seamlessly integrate actors in current films with stock footage from their extensive film libraries and with film shot elsewhere by second units. They also had animation cameras to convert miniaturized models, puppets, and other replicas into the illusion of full-scale phenomena. To do all this, a veritable army of electricians, camera operators, seamstresses, makeup artists, set dressers, sound engineers, and other technicians were paid weekly wages. The MGM studio in Culver City, which in 1947 was the largest of the studios, could churn out on its soundstages six different films at the same time. With the aid of these assembly-line facilities, feature films could be shot in less than a month, and some B films were shot in a week.

Under this factory system, studios were also able to keep a tight rein over their product. Frank Capra wrote in a letter to The New York Times in 1939 that “about six producers today pass on about 90 percent of the scripts and edit about 90 percent of the pictures.” These producers reported to the studio chief, who was directly responsible to the studio’s owners.

The studios also had locked up all the stars who attracted audiences to movie theaters in a contractual arrangement called the star system. In 1947, 487 actors and actresses—including such marquee names as Bing Crosby, Bob Hope, Betty Grable, Gary Cooper, Ingrid Bergman, Humphrey Bogart, Clark Gable, John Wayne, Alan Ladd, and Gregory Peck—were under such contracts. Since these contracts usually ran seven years, precluded the actors from working elsewhere, and had renewal options, the stars were, for that period at least, essentially the studios’ chattel. They had to play every part and perform every bit of publicity assigned to them. If they balked, they could be suspended without pay, as Lana Turner was in 1947 by MGM when she initially refused a part in The Three Musketeers. With no further recourse and facing the prospect of not being allowed to work at the height of her stardom, she finally acceded to MGM’s casting and played the part.

In addition, studios could rent stars out to other studios for more than their salaries and pocket the difference. Joan Crawford, under contract to MGM, was loaned to Columbia for They All Kissed the Bride in 1942; and Bette Davis, under contract to Warner Bros., was loaned to RKO for The Little Foxes in 1941.

The contracts also usually gave the studios control of the stars’ public image to further their publicity campaigns for their movies. This meant, in practice, that studios could script stars’ interviews and dictate their public utterances, photographic poses, and gossip-column items. They could order them to alter their facial appearance, hair color, biographical details, and, as was commonly done, their name. Issur Danielovitch, for example, had his name changed to Kirk Douglas, Marion Morrison to John Wayne, and Emanuel Goldenberg to Edward G. Robinson.

In return, the studios provided their contract actors with an annual salary, roles in major films, and publicity in the media that they owned or controlled, which included newsreels and fan magazines. Whatever publicity benefits stars enjoyed by being contractually linked to a studio, however, their salaries were relatively low compared with the additional revenue they produced at the box office. In 1947 even highly successful stars, such as Clark Gable, made on average less than $100,000 a film. Until their contracts ran their course, stars could not increase their fees as they became more popular with audiences and more prominent in the entertainment media. The star system, in effect, allowed the studios to brand their products via the personas they had created—for example, a James Cagney gangster film, a Roy Rogers western, a Clark Gable romance—and take the full profits from them.

By locking in actors’ salaries, Hollywood studios were able to control the cost of manufacturing their products. Indeed, virtually all their films made money. Since the average cost of producing a film in 1947, including all studio overhead, was only $732,000, and the average net receipts for a studio feature amounted to $1.6 million, filmmaking was a lucrative enterprise for studios. Less successful films might eke out a profit of only a few thousand dollars, but the hits that appealed to a broad adult audience, like The Best Years of Our Lives, made profits in excess of $5 million.

But the studio moguls wanted more from their invention than mere profits. Not entirely secure with their rapid ascent to wealth, they also wanted the kind of respect, admiration, and status that would reinforce their position. This social part of the equation had been formally recognized some twenty years earlier, in 1927, at a dinner at the Ambassador Hotel, when Louis Mayer had proposed to thirty-five other top studio executives that they institute a way to honor Hollywood’s (i.e., their own) achievements. The result was the establishment of the Academy of Motion Pictures Arts and Sciences and its annual ritual of bestowing honors in the form of Academy Awards.

The Oscar for the Best Motion Picture of 1947 went to Twentieth Century–Fox’s Gentleman’s Agreement. Adapted from the book of the same title by Laura Z. Hobson, the black-and-white film included the studio contract players Gregory Peck, Celeste Holm, John Garfield, and Dorothy McGuire. The Moss Hart script, like those of most of Hollywood’s feature films, had all the elements of a classic narrative: a beginning, a middle, and an end; rising and falling action; conflict, confrontation, and resolution. It also had a character with whom the audience could readily identify in Philip Green (Gregory Peck), a gentile magazine writer who pretended to be Jewish so he could report firsthand on anti-Semitism. The conflict was almost entirely an intellectual one, resolved without mayhem or bloodshed. Nor was there any sex, nudity, profanity, or even suggestive language, all of which was proscribed by the studios’ own censorship system.

Director Elia Kazan also won an Oscar for Gentleman’s Agreement. The thirty-eight-year-old stage director had been retained by Twentieth Century–Fox after the studio had bought the book, commissioned and approved Moss Hart’s script, and assigned all the major roles to its contract stars. Like almost all other directors under the studio system, Kazan arrived at the beginning of principal photography and departed when it ended. The director’s job was to exact the best performance from the actors and technicians within a shooting schedule prepared by the studio.

Twentieth Century–Fox executives, including studio head Darryl F. Zanuck, reviewed Kazan’s daily progress during the twelve weeks of production. Zanuck then supervised the film’s editing and musical score. Absolute authority over the creative process had been invested in the studio head ever since Irving Thalberg at MGM had perfected the system in the late 1920s. Zanuck had produced 170 of Fox’s films, and Gentleman’s Agreement, which he had supervised from start to finish, was no exception.

When Kazan accepted the Oscar for Gentleman’s Agreement that night, the film was still, four months after opening at the Mayfair Theater in New York, in its first run. Even at this point, without having yet moved to neighborhood theaters, it had already earned back the $2 million it had cost to make. Although it was a cerebral film intended mainly for adults, it could reasonably be expected to draw a much larger audience once it was released more widely because, like all studio features, it would be part of a theater program that included a B film for teenage audiences and cartoons for children.

On that cold night in March 1948, all the signs seemed to indicate that the system was still operating almost flawlessly, and many of the old faces were there to attest to it. For the Academy Awards’ twentieth anniversary, all the original moguls were present except Carl Laemmle, the founder of Universal, who had died, and William Fox, the founder of Twentieth Century–Fox, who, after nearly succeeding in taking over MGM in 1929, had gone bankrupt and then to prison for attempting to bribe a judge in his bankruptcy case. But if there is one lesson Hollywood teaches, it is that looks can be deceiving, and in 1948 the world of American moviemaking was on the verge of radical and irreversible change.

Although it was not evident in their demeanor that night, the power elites gathered at the awards ceremony knew that ominous storm clouds were amassing on the horizon. Hollywood was becoming the principal target of the House Un-American Activities Committee’s efforts to uncover Communist subversion. In 1947 a large number of writers, actors, and directors had been called before the committee and asked to name subversives in the film industry. Many of those who refused to cooperate were then cited for contempt of Congress, and ten of them, the so-called Hollywood Ten, had to choose between prison and flight from the country. Caught in this bind, many leading writers—including Joseph Losey, Ben Barzman, and Donald Ogden Stewart—had moved abroad to avoid being subpoenaed.

The studios, rather than defying the congressional inquisition, had declared that anyone who invoked his or her constitutional right against self-incrimination or refused to cooperate by naming names would be fired and blacklisted. The Screen Actors Guild, headed by Ronald Reagan, in turn supported the studios, which had hired ex–FBI agents to help them weed out employees who had a politically suspect past. The smiles and jokes during the awards ceremony notwithstanding, the ugly issue of what constituted loyalty was threatening to tear apart the social fabric of the film community.

Another cloud was even darker and more threatening. For nearly ten years, in U.S. v. Paramount et al., the Justice Department had been pressing an antitrust suit against the studios, alleging that the studios’ control over the means by which movies were distributed and exhibited constituted an illegal restraint of trade under the Sherman Anti-Trust Act. The lower courts had decided in favor of the Justice Department, and the studios were running out of appeals. To settle the case, the government had demanded that the studios end their block booking and divest themselves of either their distribution arms or their theaters. In either case, they would lose control over what was shown—and that control, as every studio owner realized, was the jugular of the studio system. RKO—the weakest of the studios—was on the verge of breaking ranks and signing a consent decree. If it did, the other studios would come under tremendous, if not irresistible, pressure to follow suit. And once they did, the studio system would be dead.

The darkest cloud on the horizon, however, was the advent of an alternative entertainment medium: television. To be sure, at that point the new technology offered only a few hours of primitive programming a day in black and white, but it offered that at no cost to the consumer. Advertisers, not the audience, paid the broadcasters. The Hollywood studios had attempted to hobble this infant medium, if not kill it, by refusing to let the networks show films from their libraries or use their facilities to produce programs. Nevertheless, the television broadcasters were finding alternatives: live sports, news, game shows, and independent movies. And, although there were only 1 million sets in American homes in 1947, television manufacturers were expecting that number to quadruple by 1949. If these projections were realized, it would only be a matter of time before a good part of the 90 million people who paid to see movies at theaters would choose instead to watch free television. Since the studios were almost entirely dependent on this audience for their revenues, any substantial decrease would be an economic disaster.

Disturbing as these developments might have seemed to the studio owners, there was at least one man in the audience that night who had a more optimistic appreciation of the future: Walt Disney. Tellingly, perhaps, he won no Academy Award that night. Instead, the Oscar for best animation was awarded to the Warner Bros. cartoon Tweetie Pie.

Considered something of an oddball by the hardheaded moguls, the boyish-looking Disney had chosen to remain outside the studio system. Although his animation studio by now employed more than one thousand artists and technicians, he was not even a member of the Movie Producers Association or the distributor of his own movies. Instead, he relied on RKO to get his films into theaters.

Disney had a different strategy from the other studio heads. Unlike them, he did not have any stars under contract or own any theaters. While their studios made their money from ticket sales, he made most of his from licensing Mickey Mouse and other characters for toys, books, filmstrips, and newspapers.

To the other studio heads’ mystification, he was enjoying success with his seemingly crazy ideas. In 1934 Disney had begun work on a feature-length cartoon that the chiefs of the conventional Hollywood studios derided as “Disney’s Folly”: Snow White and the Seven Dwarfs. At the time, the major studios believed that adults, not children, were the principal audience for movies, and that cartoons, which usually ran no more than five minutes, were merely adjuncts used to entertain children during weekend matinees. So Disney’s announcement that he would make an eighty-three-minute cartoon out of a Grimms fairy tale seemed like madness. Apparently confirming his perceived lack of touch with reality, Disney planned to spend three times the average Hollywood budget making the film. With the continuing Depression threatening their viability, the studio heads could not fathom how he could ever earn back this sum at the theaters.

But Disney was working from a different concept: he believed that children, with adults in tow, could be the driving force of the entertainment industry. His surprising success with Snow White and the Seven Dwarfs—which would become the first film in history to gross $100 million—demonstrated that the potential of the child audience had been severely underestimated by Hollywood: in the case of Snow White and the Seven Dwarfs, children were going to see it over and over again, just as they did with other cartoons. (Children’s tickets on the average cost only twenty-five cents; approximately 400 million of them had been sold for Snow White between 1937 and 1948).

Snow White and the Seven Dwarfs was more than just a successful box-office event, however. It was also the first film to have a soundtrack—including such hit songs as “Someday My Prince Will Come”—that became an enormously successful record, as well as the first film to have a merchandising tie-in. And, most important as far as the Disney model was concerned, it had multiple licensable characters—Snow White, seven dwarfs, and a wicked witch—who took on long lives of their own, first as toys and later as theme-park exhibits.

With Snow White and the Seven Dwarfs, Disney had done more than define a new audience for movies; he had suggested the future course of the entertainment business overall. In it, the real profits would come not from squeezing down the costs of producing films but from creating out of them intellectual properties that could be licensed in other media over long periods.

But even as the studio system tottered under the tripartite threat of television, HUAC, and an antitrust lawsuit in 1948, this was not a future Hollywood saw or, if it did—as when Louis Mayer was advised by his top executive that MGM was pursuing “business that no longer exists”—wanted to embrace. Disney was regarded by the moguls who still ruled the industry as a whimsical eccentric. Little did they suspect that his Pied Piper strategy would prevail and that they themselves would soon enough be dancing to his tune.

The New System

February 29, 2004. A very different elite made their way along the red carpet into the newly built Kodak Theater for the seventy-sixth presentation of the Oscars. Many of the stars were now paid representatives for fashion and cosmetic companies, walking product placements for a worldwide broadcast that Hollywood publicists claimed, with their usual hyperbole, would reach 1 billion viewers. (In fact, according to the Nielsen rating, the event was seen that night in 43.5 million homes.) The lobby through which they passed contained a gauntlet of five-foot-high sepia-tinted photographs of stars—including Grace Kelly, Jack Nicholson, Marlon Brando, Halle Berry, Tom Hanks, and Julia Roberts—mounted on Plexiglas panels that hung in front of beaded white walls designed to suggest an old-time movie screen. These outsized images, like almost everything else in the meticulously planned ceremony, memorialized the past glory of Hollywood. Not that the glory of the present was being ignored—the auditorium itself had been specially outfitted to accommodate thirty-six strategically placed television cameras.

Although outwardly much of the 2004 awards ceremony seemed to resemble its predecessors from the days of the studio system—the statuettes, the celebrity presenters opening sealed envelopes, the acceptance speeches, the special awards, the self-deprecating jokes by the master of ceremonies—Hollywood was now a very different place, operating according to a very different logic. The physical plants of the great Hollywood studios, with their soundstages and back lots, still existed in somewhat diminished form, and most of the studios still bore the same names and logos, such as Paramount’s mountain peak, Universal’s globe, and Fox’s searchlights. But beneath their outward appearance, they were radically different enterprises. They were now international corporate empires, with their shares traded on stock exchanges in New York, Tokyo, and Sydney and their debt managed by global banking syndicates. Movies now were just one of their many businesses.

Columbia Pictures was now owned by the Sony Corporation, a Japanese electronics conglomerate that manufactured everything from computers to PlayStations and owned music, television-broadcasting, and insurance companies. Sony also owned TriStar Productions, CBS Records, and the studio in Culver City once owned by MGM. (In 2004, it would gain control of MGM itself—and its film library.)

The Warner Bros. studio was now owned by Time Warner, a giant conglomerate that contained the Internet assets of America Online; the media assets of Time, Inc., which included HBO; the cable and entertainment assets of Turner Entertainment, which included New Line Cinema; and the movie, television, and music assets of Warner Communications.

The Fox studio was now owned by News Corporation, an Australia-based media company whose properties included newspapers, magazines, a television network, cable networks, and satellite broadcasting in Europe, North America, South America, and Asia.

The Universal studio was now owned by General Electric, America’s largest industrial company, in partnership with Vivendi Entertainment, a huge French conglomerate. Its properties included the NBC television network, the USA cable networks, USA Films, and the Universal theme parks.

The Paramount and RKO studios were now both owned by Viacom International, a media company that owned the CBS and UPN television networks; MTV, Nickelodeon and other cable networks; Blockbuster video stores; the Infinity radio networks; and Viacom Outdoor Advertising billboards.

And the Walt Disney animation studio had grown into the Walt Disney Company. It now owned—with its $19 billion acquisition in 1996 of CapitalCities/ABC Corporation—a television network, a radio network, cable networks, theme parks, cruise ships, and other assets, all of which made it, as its then-chairman Michael Eisner once put it, “a true full-service entertainment enterprise . . . in the vast entertainment firmament.”

Despite the differences among them, the six entertainment giants still had three fundamental things in common.

First, whereas in the days of the studio system making movies for theaters had been the one and only business of studios, the movie business itself was now a relatively unimportant part of each conglomerate’s financial picture. Even when all the earnings from movies’ theatrical releases, video and DVD sales, and television licensing—both domestic and international—were included in their movie businesses, they accounted for only a small part of each company’s total earnings. In 2003 Viacom earned 7 percent of its total income from its movie business; Sony, 19 percent; Disney, 21 percent; News Corporation, 19 percent; Time Warner, 18 percent; and General Electric, if it had counted Universal Pictures as part of its conglomerate that year, less than 2 percent. So while the film business may have held great social, political, or strategic significance to each company, it was no longer the principal way any of them made their money.

Second, unlike their predecessors, who made their profits at the box office, all six companies now routinely lost money on theatrical release (or, as it is now called, “current production”). Consider, for example, the Disney film Gone in 60 Seconds. Although a not-otherwise-memorable car-theft movie starring Nicolas Cage, it had been singled out for its commercial success by Disney chairman Michael Eisner in the company’s 2000 annual report, where it was described as one the company’s biggest “hits.” As far as the public—and shareholders—knew, the movie’s impressive-sounding worldwide box-office gross of $242 million amounted to an immense profit. But the company’s confidential financial statements, issued semiannually to the movie’s profit participants over the next four years, tell a different story.

Disney paid $103.3 million to physically produce the movie—the so-called negative cost. Then, just to get the film physically into theaters in America and abroad, it had to pay another $23.2 million—$13 million for prints and $10.2 million for the insurance, local taxes, customs clearances, reediting for censors, and shipping fees. Next Disney spent $67.4 million on advertising worldwide. Finally, it had to pay $12.6 million in “residual fees” in accordance with agreements it had with various guilds and unions. Altogether, then, it cost the studio $206.5 million to get this film—and its audiences—into the theaters.

The so-called gross—a figure authoritatively reported in the media as if it was the amount a movie earned for its studio—also proved elusive. Most of the $242 million collected at the box offices never made it to Disney’s coffers. Theaters kept $139.8 million. Disney’s distribution arms—Buena Vista and Buena Vista International—collected only $102.2 million for a film on which it had spent $206.5 million. And this calculation does not include Disney’s cost in paying its own employees in its production, distribution, and marketing arms or the interest on the millions it had laid out. When this overhead ($17.2 million) and interest ($41.8 million) were included, the loss on the theatrical release of this “hit” was over $160 million by 2003.

Nor was Gone in 60 Seconds an aberration. In 2003, a relatively good year, the six studios lost money on the worldwide theatrical release of most of their titles, or their current production. These losses stemmed not from malfeasance, mismanagement, or flawed decisions about the content of the films but from the economic realities of the new era.

The massive moviegoing audience that had nurtured the studio system simply no longer exists. In contrast to the 4.7 billion movie tickets sold in America in 1947, there were only 1.57 billion tickets sold in 2003. So, even though the population had almost doubled, movie theaters sold 3.1 billion fewer tickets than they had in 1947. Television, as well as other diversions, had so reduced the audience that less than 12 percent of the population bought a ticket in an average week. And the six studios could not count on getting even this small fraction of its former audience. To settle the federal antitrust suits in 1949, they had sold their own theaters and discontinued their block-booking contracts with the independent theaters. As a consequence, they had lost control over what was shown in theaters. The theater owners, not the studio heads, now decide which films to show and for how long. And the theater owners no longer restrict their bookings to only major studio releases. So the six studios now have to compete with studioless studios (such as MGM, DreamWorks, and Artisan Entertainment), as well as other independent filmmakers, for the desirable times and screens at the multiplexes. Indeed, the six major studios, including their subsidiaries, accounted for less than half of the 473 films released in the United States in 2003. As a result, their take from the American box office totaled only about $3.23 billion.

Just as in the old days, studios still have to pay the distribution expenses on their films. But now they also have to create a new audience for each and every movie. This requires creating and paying for intensive television advertising as well as making enough prints for simultaneous openings in thousands of theaters to take advantage of that advertising. In 2003, just the prints required for the opening of a studio film cost, on average, $4.2 million. The advertising averaged another $34.8 million a title. But while the studios spent an average of $39 million per film just to get audiences and prints into American theaters, they recovered from the box office only $20.6 million on average per film. So in 2003 they wound up paying more to alert potential moviegoers and supply theaters with prints for an opening than they were getting back from those who bought tickets. (The story was similar with overseas theaters, for which, in addition to prints and advertising, the studios had to pay the cost of dubbing and additional editing to tailor the films to foreign audiences.) These new marketing costs had grown so large by 2003 that even if the studios had somehow managed to obtain all their movies for free, they would still have lost money on their American releases.

But studios, of course, did not make these movies for free. And, to make matters far worse, the costs of producing a film have also risen astronomically. At the end of the studio-system era, in 1947, the cost of producing an average studio film, or negative cost, was $732,000. In 2003 it was $63.8 million. To be sure, the dollar had decreased in value sevenfold between 1947 and 2003, but even after correcting for inflation, the cost of producing films had increased more than sixteen times since the collapse of the studio system.

Part of the studios’ cost problem is the result of stars being freed from their control. Instead of being tethered to studios by seven-year contracts, stars are now auctioned off—with the help of savvy agents—to the highest bidder for each film. Since there are fewer desirable stars than film projects, they can command eight-digit fees. By 2003, the top stars were getting not only between $20 and $30 million a film in fixed compensation and perks but a percentage of the film’s total revenue after repaying cash outlays.

For example, Arnold Schwarzenegger received, according to his contract, a $29.25 million fixed fee for his role in the 2003 film Terminator 3: Rise of the Machines, as well as a $1.5 million perk package that included private jets, a fully equipped gym trailer, three-bedroom deluxe suites on locations, round-the-clock limousines, and personal bodyguards. In addition, once the film reached its cash break-even point, his contract guaranteed him 20 percent of the gross receipts from all sources worldwide (including video, DVD, theatrical box office, television, and licensing). Under any scenario—whether the film failed, broke even, or made a profit—the star was assured of making more money than the studio itself. In this new era, stars, not studios, reap the profit their brand names bring to a film.

In 2003 the six studios—Paramount, Fox, Sony, Warner Bros., Disney, and Universal—spent $11.3 billion to produce, publicize, and distribute to theaters around the world 80 films under their own imprints. They spent another $6.7 billion on 105 films produced by their so-called independent subsidiaries, such as Miramax, New Line, Fox Searchlight, and Sony Classic. Of this $18 billion in expenditures (which did not include the cost of abandoned projects), the studios recovered only $6.4 billion from their share of the world box office, leaving them with a deficit of more than $11 billion after their movies had played in all the theaters in the world.

In the days of the studio system, numbers like this would have meant bankruptcy. But the studios in the new system no longer expect to earn their profits from showing their products in movie theaters. As Frank Biondi, who served as studio chief at both Paramount and Universal, put it, “Studios nowadays almost always lose money on current production.”

This brings us to the third, and probably most significant, feature that the six studios now have in common. They all make the bulk of their profits from licensing their filmed entertainment for home viewing. Even as late as 1980, most of the studios’ worldwide revenues still came from movie theaters. At that point, no matter how large the success of hits such as Love Story, Jaws, or Star Wars proved to be, all the studios were losing money on their overall movie business. The deus ex machina that transformed the movie business, as shown in Table 1, was not the selection of better movies—as studio chiefs would later claim—but the prodigious expansion in home viewing that came as a result of the video player, cable networks, pay TV, and the DVD. By 2003 the studios were taking in almost five times as much revenue from home entertainment as from theaters.
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As the studios’ profit center shifted from movie theaters to retail stores, they all made a further adjustment in their business strategies. Since the six major studios now produced relatively few films, they needed to increase their “throw weight,” as one Paramount executive termed it, to persuade merchandisers like Wal-Mart to cede them the strategic shelf space for their videos. So, beginning in the 1990s, they either bought existing independent distributors—such as Miramax, Dimension New Line Cinema, October Films, Gramercy Pictures, Focus Features, and USA Films—or created their own “independent” subsidiaries—such as Sony Pictures Classics, Paramount Classics, and Warner Independent Pictures—to acquire the rights to foreign movies and low-budget movies made outside of Hollywood’s purview. As a result of their search for “throw weight,” the studios came to dominate much, if not all, of the independent film business as well.

By 2003, the home-entertainment share had, thanks in large part to the sales of more than a billion DVDs, reached $33 billion. Since the advertising and other marketing costs associated with them are minimal, these sales provided a veritable ocean of bottom-line profits, which the studios now count on to offset the massive losses from their films’ theatrical releases. Theatrical releases now serve essentially as launching platforms for licensing rights, much like the runways at haute couture fashion shows.

Part of what makes the shift to the home-entertainment market so significant is the shift in audiences that goes along with it. By far the most important segment of the studios’ home-entertainment audience in 2003 was children and teens, who use television sets for hours on end, either to watch programs on cable channels and networks or to play movie videos, music videos, and games. These younger consumers, prized by advertisers since they heavily influence their parents’ purchases, also buy many of the toys and much of the clothing and other paraphernalia licensed by the studios.

The six entertainment companies’ sway over—and interest in—this young audience goes beyond the home-television market. They publish most of the books read by children, they record most of the music listened to by children—Disney alone accounting for 60 percent—they own most of the theme parks visited by children on their vacations, and they license most of the characters whose images appear in the toys, clothes, and games consumed by children. To capture this valuable audience, studios no longer focus on making films that appeal mainly to grown-ups, as their predecessors from the studio-system days did. By 2003, all six Hollywood studios had adopted the strategy first foreshadowed by Walt Disney sixty-six years earlier, when Snow White and the Seven Dwarfs appeared—making films specifically aimed at youth.

While Disney’s animation process cleared the first path to this young audience, the digital revolution of the new millennium has widened that path to a thoroughfare. The new elite of computer-graphic establishments includes Industrial Light & Magic (the postproduction house owned by George Lucas, director-producer of the Star Wars movies), Lightstorm Entertainment (the company owned by James Cameron, director of Titanic), and Pixar Animation Studios (led by Steve Jobs, founder of Apple Computer). With its proprietary computer programs and loose networks of computer wonks, this new generation of technology consumes an increasingly large share of the studios’ budgets. Beyond the financial implications, the new division of labor between the camera and the computer is also changing, for better or worse, the aesthetics of movies themselves.

Consider the movie that won eleven Oscars that night in 2004, including the one for the Best Motion Picture of 2003: The Lord of the Rings: The Return of the King. The celebration that the studios had invented for their own validation was now dominated by a children’s fantasy movie. Time Warner’s wholly owned subsidiary, New Line Cinema, had produced it not as a single entity but as part of a franchise, a trilogy with The Lord of the Rings: The Two Towers and The Lord of the Rings: The Fellowship of the Ring, all of which had been shot simultaneously in New Zealand in late 1999 and early 2000 and then released separately in 2001, 2002, and 2003. The triple production cost $281 million. Unlike Gentleman’s Agreement, which, like almost all other films in the studio system, was created by camera operators photographing actors, The Lord of the Rings: The Return of the King was created mainly by computer animators. More than one thousand separate shots in the film—over 70 percent of the total number of shots—were not filmed by a camera at all. These parts of the movie were created by digital technicians working for autonomous computer-graphics houses in far-flung parts of the world. Some shots were created from scratch, while others combined live acting with digitally created layers. Unlike the single crew—thirty-nine technicians in all—who filmed the actors in Gentleman’s Agreement in close enough proximity to see and hear them on the set, most of the digital compositors, inferno artists, rotoscope artists, digital modelers, digital wranglers, software developers, and motion-capture coordinators working on The Lord of the Rings: The Return of the King were separated in both time and space from the action on the set and had virtually no personal contact with the actors, director, production staff, or even one another. While the process in this case yielded stunning results—attested to by those eleven Oscars—it also augured a future for Hollywood that would be much more dependent on the manipulations of the computer than on those of the camera.

This shift has not gone unnoticed by outside critics, who berate the studios for wasting money on lavish productions and extravagant advertising campaigns, suggesting that Hollywood’s studios fail to appreciate the “logic” of their own industry. But the studios may understand more than their critics give them credit for. Even though they lost more than $11 billion in 2003 on movies shown in theaters, they more than made up that deficit from licensing products from those movies to the global home-entertainment market. They have now all come to realize—as Disney did a half century earlier—that the value they create lies not in the tickets they sell at the box office but in the licensable products they create for future generations of consumers.

F. Scott Fitzgerald noted, in his final, unfinished novel, The Last Tycoon, that most people in Hollywood had at best only a fragmentary understanding of the movie business; “not a half dozen men,” he wrote, “have been able to keep the whole equation of pictures in their heads.” By the dawning of the third millennium, the “whole equation” of what had replaced the studio system had become even more complex. At the heart of it is a sexopoly: six global entertainment companies—Time Warner, Viacom, Fox, Sony, NBC Universal, and Disney—that collude and cooperate at different levels to dominate filmed entertainment. It is these six companies that choose the images that constitute a large part of the world’s popular culture, and it is these six companies that will continue to shape the imagination of a universe of youth for generations to come. Nostalgia for the old studios notwithstanding, their Hollywood is the new Hollywood.

Not surprisingly, the decisions of these six companies about the movies they make—the logic of the new Hollywood—is largely driven by money. But economic considerations are not the whole story. Social and political logics—involving status, honor, solidarity with stars, and other, less tangible, considerations—also form a critical part of the equation. If the big picture continues to remain elusive to the outside world, shrouded in self-generated myths and misplaced nostalgia, that is not accidental. The major studios, for example, go to considerable lengths to conceal the revenues from their moviemaking enterprise from investors, financial analysts, and journalists—even though they make this data available to one another through their trade organization, the MPA (on condition that the MPA keep it secret from the public). They manage this concealment, even in their own financial reporting, by combining their movie earnings with those of unrelated businesses, such as licensing television programs (or even, in the case of Paramount, theme parks). The rationale given by one savvy top studio executive for this “blurring” is “to avoid showing Wall Street how volatile the movie business is and how tricky are its profit margins.” Studios are willing to camouflage short-term losses on their movies because movies, not television sales or theme park operations, are their principal source of prestige and satisfaction in Hollywood. In more ways than one, today’s movie business works to keep its audience—and, to some extent, its own players—in the dark.


 
Part One

THE NEW SYSTEM

2

The Creators

The original studio system was devised by a handful of turn-of-the-century entrepreneurs in the business of showing movies. They were all self-made men, and in building their studios, they followed a common path typified by Paramount founder Adolph Zukor.

Zukor left Hungary in 1889 at the age of sixteen, arriving in New York with $40 sewn inside his vest. He worked as a furrier, stitching pieces of hides into stoles; by the time he was twenty-seven, he had established his own successful fur business. The profits from this business he in turn invested in a string of amusement arcades that featured a new invention by Thomas Edison: a hand-cranked machine that, for the cost of a few pennies dropped in the slot, created the illusion of motion by rapidly repeating still pictures. By 1903, these “motion pictures,” as Edison called them, had proved so immensely popular, especially among the largely illiterate immigrant population in New York, that they took in more than a million pennies annually. Since there were many competitors in the arcade business, Zukor soon moved on to small movie theaters—called nickelodeons because they charged five cents—in which a projectionist rather than the patron generated the illusion. To keep the theater seats filled, the movies were changed every week.

Rather than depend on other producers to supply new movies, Zukor eventually began producing them himself in New York. There was, however, an obstacle to expanding this production in the East: Thomas Edison’s Motion Picture Patents Company. Edison, it will be recalled, held patents on both the camera and the projector, and (along with a company called American Mutoscope, which had patented similar devices) had formed what came to be called the Trust. Not only did the Trust have patents on the hardware necessary for filmmaking, but it had contractually bound the Eastman Kodak Company, the principal manufacturer of raw stock, not to sell film to any producer that it did not license. When independent producers in New York, Boston, and other major filmmaking centers tried to buy raw film stock and cameras elsewhere, the Trust aggressively threatened litigation, reinforced by cooperative police involvement, to harass if not outright prohibit them. To evade the Trust’s lawyers, these nascent studios had to resort to constant deception. For example, some producers had their cameramen hide the real cameras in the back of trucks while displaying out front dummy cameras that were not covered by the Trust’s patents.

However, as Neal Gabler astutely points out in his history of the early film moguls, An Empire of Their Own, the conflict between the Trust and the independent producers went beyond patent rights and the profits that flowed from them. The battle also concerned “cultural, philosophical [and] religious” issues. The men who ran the Trust were mainly Anglo-Saxon, Protestant Americans, with positions in the traditional business establishment; the independent producers, of which Zukor was one of the largest, were Jewish immigrant outsiders. In the face of this cultural divide and the Trust’s strong-arm tactics, Zukor decided to move his production to the other side of the continent, where the Trust would find less sympathetic courts, politicians, and police. Hollywood, it turned out, was just the escape he was looking for.

Hollywood had been little more than barley fields and orange groves until 1903, when a real-estate syndicate headed by Harry Chandler, the future newspaper tycoon, and General Moses Sherman, a railroad millionaire, bought the rural acreage and, connecting it to Los Angeles by a one-track trolley line, managed to incorporate it as a municipality. Then they built the Hollywood Hotel on Hollywood Boulevard and began pitching lots to prospective buyers in the East. Zukor, on the lookout for cheap real estate, was happy to buy. By 1916 he had consolidated the theater, distribution exchanges, and production facilities he controlled into a single studio, and Paramount Pictures was born.

The stories of the other studio founders are remarkably similar. Carl Laemmle, who began in America as an errand boy, founded Universal Pictures in 1912. William Fox, who began as a street peddler, founded Fox in 1915. Warner Bros. was founded eight years later by Jack and Harry Warner, who began as butchers. Louis B. Mayer, a onetime ragpicker, organized Metro-Goldwyn-Mayer in 1924. That same year, Harry Cohn, who got his start as a sheet-music salesman, founded Columbia Pictures.

Not all the founders remained in power until the end of the studio system (Carl Laemmle, the oldest among them, died in 1939 at the age of seventy-two, and William Fox went bankrupt in the Great Depression and saw his studio taken over by Darryl Zanuck, who had the distinction of being the only non-Jew among the studio-era moguls), but the studios remained basically personal fiefdoms, and they continued to fulfill the purpose for which the moguls had created them: providing theaters and exchanges in America with movies. When the moguls were finally replaced, it was by a very different group of men. Not only did they come from more varied backgrounds, but their focus was not limited to making a single product. They were empire builders.

Walt Disney: The Genius of the New System (1901–1966)

Walter Elias Disney, even if he would not have cast himself in the role, was the principal architect of the new studio system. Born on December 5, 1901, to Protestant middle-class parents in Chicago, Disney was four years old when his family moved to a farm near Marceline, Missouri, where his fascination with barnyard animals began. When he was nine, the family moved to Kansas City, where Walt delivered newspapers, attended elementary school, and, on Saturdays, took drawing classes at the Kansas City Art Institute.
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Shortly after America went to war with Germany in 1917, the sixteen-year-old Disney used his artistic skills to forge an earlier date on his birth certificate so he could enlist. He spent one year in France as a Red Cross ambulance driver. After returning to Kansas City in 1919, he worked briefly as an artist for an advertising agency, where he met Ub Iwerks, an extraordinary animator of Dutch origin. The two men decided to go into business together producing humorous trailers—called “Laugh-O-Grams”—for local movie theaters. Since neither man had much interest in the business side of things, however, the venture quickly ran out of money.

In 1923 Disney left Kansas to join his brother Roy in California. He had no job, references, or savings, but he had an idea: he wanted to animate cartoons for the movies. Although Roy had very little money himself, he managed to loan his twenty-one-year-old brother the $50 he needed to go into the animated-movie business.

With that stake, Walt Disney opened a small workshop on Hollywood’s Kingswell Avenue in October 1923. The rent was $10 a month. He bought a used camera, built an animation table out of discarded lumber, and officially opened for business, making shorts that combined live action and animation. It was a one-man operation. He wrote the scripts. He drew the pictures. He photographed them, one by one, and edited the results.

After working around the clock for two months, Disney managed to complete his first film, Alice’s Day at Sea. It was eleven minutes long and told the story of a young girl, Alice, dreaming of fish in the sea. Alice was played by a child; the fish were animated. In December he sold the film to a small distributor, Winkler Films, for $1,500. He was on his way.

By the spring of 1924, after he had produced four more Alice films, Disney persuaded his mentor, Ub Iwerks, to come to Hollywood and become the chief animator of Walt Disney Films. In 1928, based on an idea suggested by Disney, Iwerks drew the anthropomorphic rodent who would make history. Disney soon hit on the name Mickey Mouse, which almost immediately caught the public’s imagination.

To establish his new hero, Disney took full advantage of the new technology of sound. At that point animation was easier to synchronize to sound than live action was, with less artificial results, so the new cartoons were especially impressive and theaters were eager to rent them to demonstrate the new technology. Within a year, Mickey Mouse “talkies” were playing in thousands of theaters across the nation and proved an immense success.

As money poured in for the Mickey Mouse cartoons, Disney could have chosen to take the path of the major studios. He was already using actors and camera crews in some semianimated shorts, such as the Alice films. With his growing resources, he could have signed actors to long-term contracts and created a stable of stars, purchased showcase theaters, and formed a distribution arm. He could have competed at the box office for the broad audience, and he could have established a full-fledged studio. But he chose not to become part of the studio system or even to join the Motion Picture Association.

Disney preferred to remain an outsider. As a Protestant from the Midwest, he had no connection with, or affinity for, the Jewish immigrant culture that ran the major studios, or the moguls themselves, whom he referred to as “those Jews.” Further, he had no association with the stars, producers, directors, agents, and writers who constituted the Hollywood colony by that time. And unlike men such as Adolph Zukor, Louis Mayer, Jack Warner, or the other studio moguls of the time, he lacked the hawkeyed business temperament to churn out films on an assembly line. Equally significant, Disney, even more than the studio moguls, sought a level of personal control that could not be exerted over live stars, no matter how ironclad their contracts. Animation, on the other hand, gave him nearly total control, and he exercised it, insisting that his artists continue to draw—and redraw—characters until they met with his approval.

Ironically, in bypassing the Hollywood system, Disney chose a route that, though he could not have foreseen it at the time, would not only ultimately create greater wealth than that amassed by all the moguls combined but would replace their studio system altogether.

With Mickey Mouse, Disney had discovered the source for a vast universe of profits that extended well beyond the American box office: children at home and play around the world. He began exploiting this vast market by extracting the characters created by his movies and licensing them to other industries. As early as 1932, he licensed Mickey Mouse to watch manufacturers—the character’s gloved hands pointing to the time—and then to book publishers, clothing companies, and toy manufacturers.

Nor was the boon of character licensing limited to America; since anthropomorphic animals required little, if any, verbal exposition, they easily crossed language and cultural barriers. In Japan, Mickey Mouse became Miki Kuchi and the second-most popular figure in Japan (behind only the emperor). In France he became Michel Souris, in Spain Miguel Ratoncito, and so on. Eventually, local fan clubs were established for Mickey Mouse products in more than thirty countries.

By the mid-1930s, Disney, unlike the moguls at the major studios, was well on his way to creating universal properties—not restricted by timeliness, cultural barriers, or nationality—that could be licensed to every enterprise that appealed to children. By 1935, at the height of the Great Depression, Disney’s royalties from his characters were providing considerably more profits than the movies in which they starred. (A single Disney-created character, Mickey Mouse, would eventually earn more from licensing fees and theme-park admissions than the total profits of all the studios combined during that decade.)

To expand his array of extractable characters, Disney began producing feature-length animated films, beginning with Snow White and the Seven Dwarfs in the mid-1930s. Since drawing each and every frame of a full-length movie would be prohibitively expensive, he used, as he had in previous cartoons, transparent sheets called “cels”—short for celluloids—which contained the various moving parts of characters. By overlaying different cels on top of one another, Disney’s animators could achieve different permutations of motions without redrawing each frame. Like the computer programs that would come a half century later, these cels enabled artwork to be done mechanically by technicians.

With the phenomenal success of the Snow White and the Seven Dwarfs soundtrack—the first soundtrack to become a record—Disney realized the Pied Piper power of music to attract young audiences to his products. In 1940, he produced Fantasia, which combined classical music with his animated characters. For its opening, he devised a sound system called Fantasound, which not only introduced stereophonic sound in films but, with its ninety speakers and sonic legerdemain, created the illusion for the audience of being surrounded by the movie. (Such surround sound was merely an adumbrating of the three-dimensional entertainment illusion that would become the hallmark of Disney’s later theme parks.)

As his empire expanded, Walt Disney found that he could no longer depend on RKO, which had been taken over by the multimillionaire Howard Hughes, to satisfactorily distribute his films. He was especially disappointed at its handling of his feature-length nature documentaries, such as The Living Desert, and in the early 1950s he ended the long-term relationship and established his own distribution arm, Buena Vista International. In doing so, Disney finally became a full-service studio.

Because his company’s main profits came from the children who bought the products he licensed, the new medium of television did not pose the sort of threat to Disney that it did to the major studio heads. In fact, where the moguls saw only crises, Disney saw a golden opportunity: television could bring his licensees’ products directly into the homes of families. While the major studios were boycotting the new technology, Disney began selling the networks his Mickey Mouse Club and other programs. Not only did the networks pay him for these programs, but almost every minute of them functioned as free advertising for his licensed characters.

In 1954, Disney also managed to get ABC, the newest of the three television networks, to help him finance an even more permanent platform for his characters: Disneyland, in Anaheim, California. Here was a mass-entertainment form that went beyond the two-dimensional limits of movies, television, and comic strips and allowed children to interact with three-dimensional simulacrums of Mickey Mouse, Donald Duck, Dumbo, and other Disney characters (all played by costumed park employees called “cast members”). The park would occupy 160 acres and would feature only Disney-approved products. In exchange for a one-third interest in the park and Disney’s commitment to produce a weekly television series, ABC guaranteed a $4.5 million loan for the theme park and contributed $500,000 in cash. The television series, Disneyland (later Walt Disney Presents and then Walt Disney’s Wonderful World of Color), essentially served as a weekly advertisement—in prime time on Sunday night—for Disney’s products, including the theme park itself.

Disney’s choice of a television network as his initial partner in Disneyland proved a brilliant success: in its first year 3 million visitors passed through the theme park’s gates. (In 1962 ABC sold back to Disney its share in the park.) Since Disney insisted on maintaining a private apartment over the firehouse on Main Street in Disneyland—a street designed after the main street in Marceline, Missouri, where he had lived as a boy—some observers saw the theme park as Disney’s personal indulgence or, as one observer put it, “the world’s biggest toy for the world’s biggest boy.” But Disneyland was far more than a personal indulgence; it was the logical extension of the strategy that Disney had devised for bypassing the Hollywood studios and building an empire of the mind—or, at least, of children’s minds. Every structure in the enclosed park—including rides, restaurants, parking lots, and even rest rooms—was designed to reinforce the imagery of Disney characters in the minds of children. At its opening on July 18, 1955, Disney vowed that “Disneyland will never be completed, as long as there is imagination left in the world.”

In keeping with this effort to stir children’s fertile imaginations with Disney-branded rides, exhibits, and characters, Disney recruited a permanent design team called Imagineers, which continued under his successors. In this quest, Disney also acquired the licensing rights in 1961 to the popular children’s book Winnie the Pooh, whose characters alone would generate nearly $6 billion a year in retail sales by 2003.

While the major studios were waging a losing battle to hold on to the remnants of the movie-theater audience by whatever means they could—producing epic three-hour films such as Ben-Hur and elongating theater screens with technologies such as CinemaScope—Disney was thriving by embracing the new medium of television—and in the process expanding the presence of his characters in the places where children lived, played, and vacationed.

Walt Disney died of lung cancer in 1966, but his vision survived. His brother Roy, who succeeded him, continued the “Disney way” of using the theme parks, television programs, children’s books, and movies to establish and enhance the value of the Disney characters. “Integration is the key word around here,” he explained. “We don’t do anything in one line without giving a thought to its likely profitability in our other lines.”

Even though Michael Eisner, who became Disney’s chairman in 1984, greatly expanded the company by buying the ABC network, the ESPN network, and other assets, he insisted that the company’s “key objective” remain the same as Walt Disney’s: developing “powerful brand and character franchises.” He reassured shareholders in 2000, “Once you’re inside Disneyland’s gates, the outside world disappears.” By now, Hollywood—as well as Wall Street—understood that marketing licensable characters to audiences of children was a serious business.
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Lew Wasserman: The Insider (1913–2002)

Louis Wasserman was born on the ides of March, 1913 in Cleveland, the son of Orthodox Jews from Russia. After graduating from Glenville High School in 1930 and changing his first name to Lew, he began his career in show business, working as a publicist for vaudeville acts.

At the age of twenty-three, Wasserman took a job in the mail room of the Music Corporation of America’s office in Chicago. It was menial work, but MCA, as it was called, was a company that fit his ambitions. MCA had been founded in 1924 by Jules Stein, then still a medical student. By 1935, it had become one of the leading bookers of bands, singers, and musical acts. Through its connections with radio stations, musicians’ unions, and nightclubs, it was at the heart of the entertainment business, which is where Wasserman wanted to be.

Alert, shrewd, and enthusiastic, Wasserman quickly moved from the mail room to Stein’s outer office. By the time he was twenty-five, he had become not only a go-getting agent but Stein’s protégé. In 1938 Stein sent Wasserman to Los Angeles to expand MCA’s client list in Hollywood. For Wasserman, who had immersed himself in Hollywood movies since he was a child, it was a dream assignment. With the imprimatur of Stein, who was on a first-name basis with the studio moguls, he had no trouble blending into the Hollywood colony. Unlike Disney, who was a born outsider, the articulate, politically artful, and socially adept Wasserman gravitated toward the inner sanctums of power.

By 1946, although Dr. Stein remained chairman, Wasserman had become president of MCA. While not a visionary like Disney, Wasserman had great business acumen and focused it on an issue of great interest to the directors, producers, actors, and lawyers in his community: compensation. He saw that the then-current star system, in which the stars contractually agreed to a fixed salary for seven years, was the mechanism by which the studios captured for themselves the earnings that stars’ public recognition added to their films. Stars, including the ones he represented, understandably wanted a larger share of these earnings, but Wasserman—and other agents—had virtually no leverage in negotiations as long as the studios maintained their effective monopoly over the theaters. If stars did not renew their studio contracts, or broke them, they had nowhere else to turn. But Wasserman foresaw that if the Department of Justice succeeded in its suit to break that monopoly, the stars’ position would be greatly strengthened, as would the talent agencies that got 10 percent of their fees.

So, as president, Wasserman aggressively expanded MCA’s movie business, both by signing stars and by acquiring other talent agencies. By 1948, MCA represented almost half of the stars under contract to studios, and Wasserman himself represented such top stars as Bette Davis, Errol Flynn, James Stewart, and director Alfred Hitchcock.

Later that year, when the Justice Department finally prevailed in U.S. v. Paramount and one studio after another signed consent decrees that ended their domination of theater bookings, the door opened to independent producers, who could finally begin to compete with the studios for mass audiences—and the stars who attracted them. This development left Wasserman in a powerful position to renegotiate the contracts of the leading stars that MCA represented. In 1950 he arranged a percentage deal for the actor James Stewart. Instead of the $50,000 Stewart had received just two years earlier from Fox for his starring role in Call Northside 777, Stewart would get half of the profits of his next movie, Winchester 73, from Universal.

Wasserman devised the percentage deal not as part of any grand vision but as a practical way to get more money for MCA’s clients and, through its 10 percent agent’s cut, for MCA itself. But the percentage deal forever changed the relationship between the studios and the stars, producers, and directors. Wasserman did not single-handedly cause this seismic change—with the disintegration of the studio system, it was inevitable that stars would recapture a large part, if not all, of the value that they had been deprived of under the star system—but he took full advantage of it by supplying the studios with stars, directors, producers, and writers (all of whom were MCA clients) who were tied together in what were called “packages.” In an ironic twist, this arrangement bore a similarity to the now banned studio practice of block booking: if a studio wanted the star, it also had to accept the other clients in the package. For example, when Columbia wanted the actor Dean Martin, whom MCA represented, for the film Who Was That Lady? Wasserman “packaged” him with the rights to the play it was based on and the actors Tony Curtis and Janet Leigh, whom MCA also represented. MCA then took a 10 percent commission on the entire package, which included the star’s pay.

The new arrangement that Wasserman pioneered helped to redefine the function of studios. Instead of being factories that employed their own capital and contractual labor to turn raw materials into movies, they became service organizations that arranged for others with capital, both financial and artistic, to participate in movies and share in the profits. Under this new system, talent agencies like MCA often packaged the talent, including script, director, and actors. Then independent production companies, such as Sam Spiegel’s Horizon Films, produced the movies. And studios provided the physical facilities, distribution, marketing, and part or all of the financing. The proceeds from the box office, and whatever other rights could be sold around the world, belonged no longer solely to the studio but to the various participants in the alliance, including stars, directors, and producers.

Like Disney, Wasserman also saw the enormous opportunities presented by the new medium of television. For Disney, television was a means of extending his imagery, and licensable brand, to children. For Wasserman, it was an opportunity to make money for MCA and consolidate its position in Hollywood. He saw that the initial unwillingness of the studios to license their film libraries and rent their production facilities to a competing medium had resulted in an enormous need for television programming. So with the aid of MCA’s subsidiary














































































































































































	Year	Movies and Cartoons	TV Programs	Total

	1993	$259	$1,124	$1,383

	1997	$978	$2,259	$3,237

	2002	$1,329	$2,501	$3,830

	2003	$1,759	$3,310	$5,069
















	Category	Properties of All 6 Companies	Market Share

	U.S. Film Distribution		96% of Total U.S. Rentals

	Major Studio	Disney, Paramount Fox, Universal, Warner Bros., Sony	71%

	Specialty Distributors	New Line, USA, Miramax, Fox Searchlight, Fine Line, HBO, Dimension, Sony Classic, Paramount Classic	25%

	Prime Time Television		98% of U.S. Ad Revenues

	Broadcast	NBC, ABC, CBS, FOX, WB, UPN	(70%)

	Cable	USA, Comedy Channel, ESPN, CNN, TNT, BET, MTV, VH1, Nickelodeon, Disney, Fox Kids, ABC, Nick at Nite, Family Network, Sci Fi, Bravo, Fox Sports, Cartoon Network, TBS	(28%)

	Non-Prime Time Television		75% of Local Ad Revenues

	         •         Local Stations	63 Stations	(41%)

	         •         Cable	More Than 100 Cable Networks	(34%)

	Pay TV	HBO, Showtime, Cinemax	Share of Subscribers 80%

	Radio	Infinity, NBC, ABC, Disney, CBS, Fox	Share of Advertising 65%
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