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Revenue Increasing Strategy of Korean Films
in the Global Ancillary Market

Mi Ra Kim* - Hye Jun Kim**

Abstract

Korean film industry is experiencing a chronic crisis after the dramatic growth of exports
which peaked in 2005. The general object of this research is to recognize the crisis of film
exports and improve the current revenue structure.

Most strategies regarding Korean films have been focused on the theatrical market that
occupies almost 80% of Korean film industry. On the contrary, global market size of
ancillary market amounts up to 300% of theatrical market. In addition, the gross of
ancillary market is increasing over the world, which is expected to have the strong
possibility still to grow. In the world film market, Korean films as the genre of Asian or
Foreign movies have gained a great profit especially in the ancillary market. Current export
system were analyzed as 4 different export types, however, most films rights are sold in
all-rights form which generates inferior position for korean film companies to make profit
from market success in foreign countries.

There analyzed the major three obstacles to the success of korean films in ancillary
market. First, revenue structure built mainly for the foreign distribution companies hardly
contribute to revenue of Korean film companies. Second, weak partnership between foreign
distribution companies and Korean original distribution companies often cause the failure in
the holdback control, which decreases the whole revenue worldwide. Third, foreign
companies shallow understandings towards the contents cause the wrong way of marketing,
which brought the fall of Korean film export as well as the disappointment of consumers
abroad.

*

College of Business Administration, Seoul national university
** College of Business Administration, Seoul national university
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The next step is to research business models of other distribution companies who
successfully takes part in the ancillary market. Analysis of four major companies who have
their own philosophy in ancillary market distributions (Toei in Japan, Tartan in UK,
Warner Brothers in Korea, KINO International in United States) suggested the basis of this
strategy. The strategy is composed of three solutions towards the three obstacles mentioned
above: 1) Revenue structure strategy 2) holdback strategy 3)marketing strategy.

1) Key point of revenue strategy is to distribute overseas, excluding the foreign
distribution companies who have been charge of. In spite of inferior revenue structure to the
foreign distribution companies, korean companies had to depend on the sales of rights since
the needs for Korean films were too small for branching out. But as the demand increases
and position of Korean film improves, both the possibilities and the necessity of direct
distribution have increased. Current system limited the revenue at minimum guarantees and
small percentage of final EBIT which systemically hard to exceed 7.5%. In-house producing
and direct distribution enables the improvement of revenue up to 50-75%.

2) Holdback period exists to maximize total sales by differentiating the windows of films.
Although films take years to produce, they have short life-cycle caused by limited
distribution channels and low repeat purchase. This holdback strategy presents the
possibility of maximizing the sales in the short life-cycle using the worldwide windows,
Ordinary holdback order of Korean films was ‘domestic theater - domestic ancillary -
internet VOD - overseas theater - overseas video/DVD - overseas TV. But as the film
export become general for Korean films, holdback concept should be resettled considering
global windows to prevent cannibalization by illegal market. The strategy consider three
variables that move the holdback line: the characteristics of the contents, situation of
export market, the advent of new windows.

3) Marketing strategy can be changed from market-oriented to contents-oriented. As the
contents were mostly not created for foreign consumers, market-oriented strategy can cause
critical mistake approaching the target. The strength of this direct distribution strategy is
the precise understanding of the contents. Based on the contents, film companies choose the
market to export and perform the marketing appropriate both for the market and the
contents. This research provide the criteria model for chocsing market and the brief
marketing strategy of each market.

Key words: ancillary market, korean film export, film export strategy, direct distribution,

revenue strategy
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