
Media (25-40)                                           United States
Industry Type (09/02/09):                                Cyclical
Key Indices:                                                    S5MEDA
Recommendation:                                                 Hold
Top Picks
   DIS, DTV, CMCSA, TWX, OMC

Description and Summary:  
The media industry consists of broadcast & cable TV, publishing and movies & entertainment markets.  The broadcasting & cable TV market consists of all terrestrial, cable and satellite broadcasters of digital and analog television programming.  The publishing market consists of books, newspaper and magazines.  The movies & entertainment market includes both producers and distributors of public entertainment formats, such as movies, music and sports. 
The leading revenue source for the media industry is broadcast and cable TV making up 35.2% of the overall industry value. Direct broadcast satellite companies are currently reaching approximately 85% of the nation's 124.8 million TV homes.
International Competitive Structure: 
The US has the largest media industry in the world with 40.4% share of the global industry. Europe has 31.7% market share, Asia-Pacific has 21.9% and the rest of the world has 6%.  The largest global media company is Viacom.
 Because of language barriers, global competition is not intense.  Competition from the UK and Australia are present in the US, but not as influential as the domestic media firms.  The biggest media companies in the world are US and UK based, they are The Walt Disney Company, NBC, Viacom Inc., Time Warner Inc., Comcast Corporation and Reed Elsevier plc. (UK).
Strengths:

1.  The media industry is an oligopoly.  The companies listed above control nearly all media in the US.  While competition among the large main firms is intense, they don’t have to worry about new small companies entering the industry to steal market share.

2.Global media platforms have not been developed.  The large firms, which control the US media, also have limited influence in many global markets.  Greater influence and expansion into new countries provide opportunity for growth in market share. 
Weaknesses:

1.  Public interests are ever changing and hard to predict.  Media companies area always having to innovate and try new approaches to catch public interest.  Large amounts of capital are poured into new developments, which often never turn out to be profitable.
2. High debt servicing costs are becoming much more difficult to manage due to lacking advertising market and lacking low cost financing. This dramatic decline in cash flow have made interest payments and operating businesses efficiently increasingly difficult for broadcasting companies. Broadcasting companies have accumulated high amounts of debt over the past ten years so this is a pervasive industry wide problem.


3.  Economic Slowdown causes cutbacks in budgets. Both the cost of writing and developing shows and the amount of money allocated to advertising from major advertisers are being cutback; notably the auto industry.  
Opportunities/Trends:

1.  Media companies can combine services and capture market share.  Consumers are beginning to demand packaged deals with television internet and telephone services all together.  Telephone and internet service providers have increased competitive intensity.
2.  Intense competition with the growing HD technology.  Satellite and Cable companies are increasing capacity to serve the growing demand for better quality and faster speeds. Now with the digital television switchover complete TV stations that spent tens of millions of dollars on the DTV build-up hope to receive return on their investment. 
3.  New technology allows for new media products to be provided to existing client base.  Video on demand allows customers to watch movies at home through their TV service provider rather than going out or renting movies.  Streaming/downloadable online movies and TV programs allow customers to pick from a large variety of shows to buy and save them to their home computer. In addition to traditional CD sales online music sales provide another opportunity for growth. Another technologic trend is the loss of home video sales as Blu-Ray evolves. 
4.  History shows the media industry does well in times of economic hardship.  The economy is in a slowdown and recession.  In the past the media industry has seen excellent growth during recessions.  This correlation has been attributed to the idea that during economic slow time people cannot afford expensive entertainment like travel so they spend their money on cheaper entertainment like movies books and magazines. 
Threats:
1. Publishing revenues are under threat from internet sources.  The internet offers highly competitive and customizable news coverage without subscription fees.  Newspaper publishers are losing subscription revenue as well as advertising revenues.

2.Piracy is cutting into the motion picture revenues.  New technology allows for the illegal copying of DVDs.  Illegal online downloading of    

movies and TV shows is also an increasing problem.  Piracy is extremely difficult to track and regulate.
3. Advertising on TV has become more difficult due to the digital video recorder (DVR).  DVR allows viewers to pause, rewind, and record live. Advertising on TV is less effective and less profitable for the media. 
4.Movie theatres are losing popularity.  A trend toward home theatres has made viewers prone to buying or renting DVDs and watching them at home rather than going to a theatre.  Revenue generated per viewer is much greater at the box office than at the video store.  
Key Valuation Ratios to Watch:

Sales
Key Items to Watch:

Changing Demographics are important.  GDP  
Return Performance versus the S&P 500 (in %):
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