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One of America’s favorite pastimes, going to see a new movie at the local theater, is 

becoming increasingly unpopular.  The earliest movie theaters had only one screen.  Then 

“drive-in” theaters, where you could view movies from the comfort and privacy of your own car, 

became popular.  Most recently, theaters have trended towards “multiplexes” in which a single 

theater contains many screens and shows multiple movies at one time.  The idea and definition of 

a movie theater has, in essence, remained the same; a place where consumers can view a movie 

outside of their homes.  In 1945, theater admissions reached a peak with a little more than 4 

billion per year.  This number declined during the 1950s and early 1960s and then leveled off 

with just over 1 billion movie tickets sold per year.  Even with this huge decline, movie theaters 

were able to steadily increase profits from 1970 to 1995. 

This industry started with only a handful of market participants: Paramount, Loew’s, 

RKO, Warner Brothers and Twentieth Century Fox.  They were involved in all three parts of the 

movie industry including production, distribution, and exhibition.  Later, three new competitors 

emerged that only participated in the first two parts of the industry and excluded exhibition.  

Today, the largest movie theater chains in the United States include Regal Entertainment Group, 

AMC Entertainment Inc, Cinemark USA, Inc., and Carmike Cinemas, Incorporated.  As depicted 

in Exhibit A, this industry has been through a lot of consolidation since 1995 mostly attributable 

to Regal buying out bankrupt theaters and thus increasing their market share from 4% to 23.3%.  

The HHI in the industry shows that the industry is dominated by a few large players with 

significant market share while “all other” small theater companies combined constitute nearly 

40% of the movie theaters in the United States today.  



As seen in Exhibit B, the movie theater market has experienced a tumultuous financial history.  

Of the 4 theater companies with greater than 5% market share, one has recently restructured 

through bankruptcy (Carmike), one was assembled through a consolidation of previously 

bankrupt theaters (Regal), one has had to rely on a majority stakeholder providing a capital 

injection (Cinemark) in order to remain solvent, and another (AMC) has realized negative Net 

Income growth from 2002-2006.  Many of these companies have not realized an accounting 

profit in recent past, making the likelihood that, after factoring in opportunity costs for the large 

structures housing the movie theaters, these companies may realize an economic profit even 

more remote.  In the Regal Entertainment Group 2004 Annual Report, the company detailed the 

transition from market participants utilizing small complexes to market participants upgrading 

their asset base to an “attractive megaplex format typically including 10 or more screens per 

theatre and adding enhanced features such as stadium seating, improved projection quality and 

superior sound systems”. These expansions have come at a cost of approximately 

$4,000,000,000 over the 4 year period from 1996 to 1999.  While these cost may be capitalized 

and amortized to drive to accounting profits, the fact remains that the opportunity costs for these 

structures is high as movie theater profit margins tend to be dependent on concession sales as 

opposed to movie screenings.  Examining the Return on Assets of the 4 theaters with greater than 

5% market share, only 1, Regal Entertainment Group, has generated a return that exceeds the rate 

of inflation for the 10 year period from 1998-2007.  Analyzing the Return on Equity of the 4 

theaters with greater than 5% market share, only 1, Cinemark, has generated a return to the 

shareholders exceeding the return on T-Bills over the same period of time.   

Despite these negative data points, there are some hopes for movie theater financial 

viability in the future.  In the AMC 2007 Annual Report, the company cited expanded attendance 



at an increased ticket cost of $1-$3 for Digital 3D versions of movies vs. traditional 2D versions, 

demonstrating low price elasticity related to enhanced movie experiences.  In addition, the 

company compared the cost of attending a movie, considered in terms of out-of-home 

entertainment, against other out-of-home entertainment alternatives including professional 

baseball, basketball, and football games.  The average price of a movie ticket, at $6.88 in 2007, 

is significantly less than the average cost of these other events.  Clearly, in this light, substitutes 

for movie screenings are significantly more expensive which could increase the number of 

viewers in a tightening economy.    

Moving forward, the likelihood of low accounting profit and negative economic profit 

will limit the number of entrants coming into the theater market.  The theater market is mature 

and market saturation is high.  Of the 4 companies with greater than 5% market share, 2 focus on 

theater operations in the mid-sized markets close to major metropolitan areas, and 2 focus on 

underserved, less populated markets.  These national participants are in addition to regional, state, 

and local movie theaters also competing in the markets.  Therefore, continued competition is 

expected, if not guaranteed.  As such, this rivalry will continue to dissuade new entrants. 

The movie theater market is a highly competitive industry with all of Porter’s Five Forces 

greatly affecting its competitive landscape.   Particularly, the bargaining power of suppliers is the 

most determinant force due to the industry’s high dependency on movie production and 

distribution.  This issue is tightly coupled with consumer demand because the movie theater 

industry is on the front line of the current economic recession, with forecasts predicting lower 

profits due to lower demands.  With lower demands from theater goers, movie production would 

have to shift focus on the genre and production level as well as distribution methods, which then 

will affect the availability on the suppliers. 



Suppliers 

Major Players Market Share Range Market Share HHI 

Viacom, Inc 14.0% (2007) 196 

The Walt Disney Company 12.0% (2007) 144 

Time Warner, Incorporated 12.0% (2006) 144 

General Electric Company 11.0% (2006) 121 

News Corporation Delaware Class B 11.0% (2007) 121 

Sony Corporation 5.9% (2007) 34.81 

Other 34.1% (2007) 34.1 

Market HHI: 664.91 

The above chart depicts the movie industry’s suppliers including movie distributers and 

producers. While the HHI for each individual supplier is low, signifying a less concentrated 

supplier’s market, there is an extremely high dependency 

level between the movie theater industry and its suppliers. 

The industry relies on suppliers to develop profitable  movies; 

greatly enhancing supplier power.  Also, because movies are 

highly differentiated products with distribution of movies 

being a business with high adaptabilities, substitutes are 

nearly impossible. 

 Compounding this situation, movie deals greatly favor 

distributors who take a majority of the profits from movie 



theater admissions. For this reason, businesses relying on admission revenue alone are 

considered to be loss leaders. For example, Theater A is negotiating with Distributor B over a 

new movie. The theater has figured that expenses are about $4,500 per week. The net percentage 

to go to the distributor is set at 95% for the first two weeks, 90% for week three and 85% for the 

final week. The gross percentage to go to the distributor is set at 70 % for the first two weeks, 

60% for week three and 50% for the final week.  

 

During weeks one, two and three, the gross percentage is higher than the net percentage. 

The net percentage is higher for week four. The distributor would take gross percentage on one 

through three then net for week four. The theater breaks even the first week, loses money the 

second and makes a profit on weeks three and four.  

The concession business that relies on the attracted movie goers makes up the majority of 

the profits for the movie theaters.  This significant revenue source being outside of the core 

product in the entertainment sector is evidence that the industry is not a strong player in creating 

a differentiated or effective product. 

The increase of the suppliers’ power is also manifested by the newly opened venues for 

distributing movies.  Cable and Satellite are becoming a more popular distribution avenue ever 

since the home theater concept has taken off in recent years.  Also coming into the play is the 

Internet on creating new distribution methods on the content services offered by on-line leaders 

such as NetFlix and Apple. 



 Consumers have a significant impact on influencing the profitability of the industry as 

well, but not much in terms of bargaining power.  Movie going is traditionally an experience that 

can not be replaced by other means.  The visual and sound effects as well as the social 

experience are still the main attractions.  But with the new social order, namely the mobile and 

internet increasingly playing into the social interaction of people, there is an encroachment into 

the movie going experience.  Since movie going depends on a great deal of disposable income,  

in the current economic situation, the movie industry would experience a reduction on attendance 

as well as profits from concessions.  This factor should be limited to a less degree on considering 

the long term industry markup because recession affects a broader market environment not just 

specific to this industry.  But going forward, as more and more choices accessing movie contents 

and shorter the period before the movies available on rental market, keeping movie going 

audiences coming back is a tougher business.  Unfortunately, this is the only area that the movie 

theater industry could be improved upon.  The industry must be able to enhance the moving 

going experience.  Social attitudes and amenities are the main advantage that substitutes can not 

match.   

 

 

Market Segment Share HHI 

  Admissions 67.0% 4489 

  Concessions 28.0% 784 

  Advertising 3.0% 9 

  Other 2.0% 4 

 

 



The industry is facing a considerable level of competition from substitutes, including but 

not limited to: DVDs, broadband distribution, and Cable/Satellite on-demand distribution.  The 

current competition level has not yet truly materialized in reducing the industry profit in great 

numbers because a lot of industry profits are immune, such as concession sales and 

advertisements.  Because the majority of the profits from admission go to the movie distribution 

industry, naturally, the movie distribution industry would like to profit from big audience 

turnouts in order to create marketability on the secondary markets such as movie rental and 

merchandises.  Movie going is still the bellwether of the whole movie industry by far. 

 The industry now is highly saturated with a handful of players.  High fixed costs have 

kept out new entrants.  Slow industry growth is making it unattractive for others to enter.  

Competitors of roughly equal size and power such as Regal (23.3%) and AMC (20.4%) would 

reduce profitability because they would be able to compete for the same movie supplies and 

audience volume.  On the other hand, once a deal is negotiated, it is exclusive and the direct 

competition is unlikely.  Personal income and leisure time drive demand in this industry. The 

profitability of individual companies depends on securing popular movies and sales of high-

margin food and beverages. Large companies have the advantage in negotiating with movie 

distributors; marketing; and economies of scale in purchasing. Small companies can compete 

effectively by specializing in movie type or audience, or providing better service and amenities. 

Diverse competitors also exist in this industry.  The more specialized theaters could take 

a cut into the mainstream players’ profit.  For example, theaters offer special genres and special 

amenities can take audience away from the mainstream theaters.  But this level of specialization 

as well as secondary low budget theaters also helps keep substitutes at bay because movie going 

would be able to differentiate from rental and on-demand.   



 Based on the competitive nature and dismal revenue growth rate, the movie 

theater industry is not a prime target for a vertical integration with the upstream 

distributors.  This is not to say there is no interest from the movie industry that wants to 

be integrated with the upstream distributors.  The downside of this integration will be a 

potential retaliation from getting outside movie stocks as well as a water-down effort to 

market an in-house movie.  Imagine once a theater is integrated with a particular 

distributor, the theater is considered a competitive partner to the other movie 

distributors.  This will prevent the theater from competing for the outside movie stock.  

Worse, the retaliation would go beyond the theater into street where theater goers 

would feel negative on seeing the same two brands over and over again.  Because the 

distribution industry has an unproportional share over the profits from the theater 

showing due to their power, they have already been enjoying the market dynamic of 

being courted aggressively by the theaters to get the right to show a movie.  This level 

of courtship would virtually guaranteed the distributor finding the best partner and plan 

to push a movie out there.  With the vertical integration, theater would not be pressured 



as much to come up with the best efforts due to the guaranteed showing rights.  Also, 

theater might negatively influence the distributor partner to extend the showing window 

and delay the marketing to the secondary markets.  This will certainly cause conflicts 

due to the different interests coming from the different business models.   

On the other hand, horizontal integration is strongly recommended because this 

will increase the HHI and increase the bargaining power by the theater industry.  Also, a 

more concentrated theater industry would make sense in terms of economic of scales 

when dealing with the massive 3D technology upgrades, which is crucial in pushing the 

movie going experience into a new level.  Higher HHI could also help the industry 

avoiding overlapping costs and lower overhead costs as well as lower operational costs.  

This idea is evidenced in a venture attempt by two of theater chains recently to create a 

share advertising business.   

Movie going experience would need to be enhanced in order to keep the industry 

on the front line of entertainment.  With the secondary market coming stronger and 

more versatile, the 3D technology being explored by the movie industry is already 



showing its promise on attracted audiences and creating new and exciting features.  

Theater industry has a lot to invest in this upgrade, but this is the only way to create 

differentiated products from the substitutes.  From the relatively inelastic pricing 

scheme, theater industry should be able to recover the upgrade costs by increase the 

ticket price.  After all, theater goers should be able to understand there is a cost with the 

greatly enhanced experience they receive.  And a higher fix costs would also keep the 

entrant out. 

Movie theaters could also try exploring new business models such as bundling movies, 

bundling movies and concession, as well as trying the season ticket ideas.  By employing the 

different marketing methods, not only would revenue increase, but the turnout would be bigger, 

which will drive the concession revenue higher as well.  Opera house industry has employed the 

season ticket concept for a long time.  They know some people would buy a season ticket just for 

one strongly attached performer or performance.  We encourage the movie theaters to do the 

same.
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