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Studios' On-Campus Strategy Could Lead to Battle With Retailers 
by Jay Breitling 

The move by five major studios to sell a movies on-demand service directly to college students marks a drastically different approach than that taken by their music company counterparts, and foreshadows a battle for customers with traditional retailers. 

The studios -- Metro-Goldwyn-Mayer Studios (MGM), Viacom's Paramount Pictures, Sony Corp.'s Sony Pictures Entertainment, Vivendi Universal's Universal Studios and AOL Time Warner's Warner Bros. -- want to place servers for a forthcoming Internet movie joint venture within university computer networks [see 08.23.01 Eyeing College Market, Studios Seek Tech Partnerships with Universities]. 

Doing so allows both the studios and universities to save money on bandwidth costs, the movie companies claim. The studios said last week they will launch the service in a few months [see 08.16.01 Five Major Studios Join Forces for Movies On-Demand Service ]. 

The strategy may cut costs, but it is also an opportunistic move to serve movies directly to consumers, letting the studios bypass off-line retailers including Blockbuster, the largest U.S. movie rental chain with more than 40 million members. 

A movie industry source told Webnoize last week the studios view their movies on-demand venture as the last great opportunity to sell movies directly to consumers without a middleman. The movie companies are negotiating with universities, but haven't announced any deals. 

Publicly, video retailers aren't showing concern over the studios' move. Blockbuster spokesman Randy Hargrove said the video rental giant is not worried about the joint venture stealing college students out of its stores, because new releases still come to Blockbuster first. "If someone wants a copy of 'Jurassic Park III,' that movie is still going to be at the video store first," said Hargrove. 

That's because of a movie industry practice called windowing. Windowing refers to releasing movies through a progressive series of outlets at different price points. Feature films debut in movie theaters before moving to home video sales and rental, pay-per-view and cable. Eventually movies show up on network TV where people can see them for free. 

Through their joint venture, the studios have committed to offering their films in the pay-per-view window. The video rental market is by far the most valuable window, worth about $20 billion a year, and the studios are likely hesitant to cannibalize it. But the delicate balance of power between the studios and Blockbuster is changing, in part due to the rising popularly of DVDs -- which have pulled in $868 million so far this year, a 181.6% jump from the same period last year. 

Blockbuster Chairman John Antioco has been considering whether to end the company's revenue-sharing agreements with the studios, according to published reports. In response, some studios are pricing certain video releases to sell, encouraging consumers to buy cassettes earlier instead of renting a movie until the price of the video comes down. 

Online piracy activities could be the most prominent impetus behind the studios' changing strategy. At the same time movies reached theaters this summer, most of the studios' hits could easily be found online through file-sharing networks such as Gnutella and FastTrack. The studios have apparently decided they'd rather serve the college market -- a notorious hotbed for online file swapping -- early on rather than risk losing the market altogether to casual piracy. 

In contrast, the major record labels over the past several years spent time and money developing proprietary download systems that never took off, while online piracy mushroomed, especially at colleges and universities. 

Universities, with their high-speed computer networks, represent fertile ground for the studios as test markets, according to Webnoize Analyst Matt Bailey. 

"The movie studios realize that most consumers are not ready for an online VOD service," Bailey said. "Instead, the new service is being aimed at a group that was the first to use PC-based music and is again leading the adoption of online movies."

