


The Indian entertainment industry is on the threshold of emerging as a large 

market globally.  Future growth of the industry is expected to be led by rising 

spends on entertainment by a growing Indian middle class, regulatory initiatives, 

increased corporate investments and the industry's dynamic initiatives to make 

strategic structural corrections to grow.  In addition to the Indian middle class’ 

enhanced spends projected towards entertainment, the rising global interest in 

Indian content is expected to fuel growth in this industry.

With this focus, Confederation of Indian Industry (CII) requested KPMG to initiate 

this study on the key sectors: films, television, music and radio, highlighting its 

potential and key trends to be expected with sharing insights on developments, 

impact and opportunities. 

The report, an initiative under CII's “India – The Big Picture” focus is an effort to 

present a critical analysis of the sectoral constraints faced by the industry that are 

impediments to its growth, the need for concerted action and hence achieve its 

true potential.  One of the key imperatives that can realise this potential, as 

pointed out in this report, is the need for focus and effective collaboration 

between the key stakeholders.

The analyses presented in the report have been arrived at through a combination 

of KPMG's in-house knowledge base of the Indian Entertainment Industry and 

extensive discussions with key members of the CII Entertainment Committee 

and other industry experts.  CII takes this opportunity to thank Rajesh Jain and his 

team from KPMG, industry members and the CII Entertainment Committee 

members, for making this endeavour possible and sharing the long-term vision for 

the industry.

Chairman 
CII National Entertainment Committee

Subhash Ghai

– 

Foreword



The Confederation of Indian Industry (CII) is taking a lead in the growth and 

development of India's entertainment industry. CII under the guidance of 
Mr Subhash Ghai, Chairman of the Entertainment Committee and Mr Bobby Bedi, 

Co-Chairman, is driving several initiatives under the umbrella of “India – The Big 

Picture” - a mother brand - created especially for organising events and seminars 

to increase visibility of the Indian entertainment industry in the global 

marketplace.  Over the past few years, CII has organised major events, 

EnterMedia 2002, CineMint 2003, India Pavilion at Cannes Film Festival 2003 and 

2004, Film Bazaar at the International Film Festival of India 2002, 2003 and 2004, 

in addition to various delegations to film markets and festivals, workshops, and 

interaction with Central and State governments on policy.  

The spend on entertainment in India is significantly lower than most advanced 

countries, yet the growing middle class exhibits a greater propensity to spend on 

entertainment, when we consider the entertainment spend as a percentage of 

per capita spend. As the Indian economy grows, the rest of the population is 

moving towards a higher standard of living. It is this growing consuming class 

with the propensity to spend that will drive the growth of the Indian 

entertainment industry.

The entertainment industry in India has the potential to be the next 'sunrise' 

industry and is undergoing significant changes. Increasingly, the Indian 

entertainment industry is being influenced by international trends and 

developments. The industry is steadily moving towards corporatisation and 

globalised markets. 

With this background CII, in partnership with KPMG, has brought out a report:  

“Indian entertainment industry - Focus 2010: Dreams to reality”, providing 
In-depth analysis of its key constituent segments  television, films, radio and 

music. The report is aimed to assist industry to get an analytical understanding of 

the entertainment sector. 

CII is committed to facilitate the Indian entertainment industry to achieve new 

levels of success.

President
Confederation of Indian Industry

Sunil Kant Munjal

– 

Message from the CII President



India ranks among the top five economies of the world in terms of purchasing 

power parity, while its GDP ranks eleventh in absolute terms. Combined with the 

fact that India has the second largest population in the world with over a billion 

people, this makes India one of the most exciting marketplaces for any consumer 

products or services industry.

Given the average Indian's cultural affinity for entertainment, the Indian 

entertainment industry's growing contribution to the economy cannot be 

understated. 

KPMG and CII have come together to create this vision document on the sector 

which aims to provide a critical evaluation of the Indian entertainment industry, 

with in-depth analysis of its constituent segments - television, films, radio and 

music.

The report evaluates whether the industry's potential can become a reality if the 

various participants, including content providers, distributors, infrastructure and 

technology providers, investors and the Indian government, work together with a 

shared vision to address the issues and constraints faced. In this context, the 

report articulates the KPMG-CII 10/10 Charter. The charter aims to form the 

strategic blueprint for the industry and the government to undertake concerted 

action that will result in strong growth based on stable fundamentals.

We trust that this report will be useful to all the stakeholders as well as to those 

tracking the Indian entertainment industry.

Country Managing Director
KPMG, India

Ian Gomes

An action plan for the Indian 
entertainment industry
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Over the last few years, there have been discussions on the Indian entertainment 

industry being on the verge of take-off, powered by new delivery platforms and 

technological breakthroughs, increasing content variety and favourable regulatory 

initiatives. This is expected to transform the entertainment landscape, with more 

players entering and traditional players being forced to adapt or perish. One can 

already witness changes that have the potential to alter the industry structure. 

Increasing penetration 

of new delivery platforms is one of the key drivers of the media and 

entertainment industry today, that has the potential to change the way people 

receive content. These platforms, resulting from fundamental technological 

breakthroughs, are likely to see most of the action in next few years. For example, 

the spread of inexpensive and stable storage media will also enable people to 

store content and view it at their convenience. Some other examples are:

Introduction of DTH and IP-TV

Digital distribution of films

Immersive content media like IMAX theatres

Coming of age of Satellite Radio and FM Radio

Emergence of new technologies like podcasting, etc

Together, these are expected to change the viewing habits of people. 

New forms of content will emerge to cater to select 

viewers, as the industry evolves. Content like community radio and local 

television, that were unviable earlier, will also emerge stronger through new 

delivery formats. Moreover, content innovation will be necessary to sustain the 

interest of the increasingly jaded urban population. A few instances of rising 

content diversity are:

Newer programming categories like reality television, 

Crossover content in music and films,

Niche programming on radio like sports and comedy,

Newer genres like lifestyle television, religion channels, etc.

New delivery platforms and technological breakthroughs: 

Increasing content variety: 

Regulatory initiatives: The regulatory framework for media is still evolving. Looking 

at the policies announced by TRAI, it seems that a liberal framework is likely to be 

developed in order to allow the industry to flourish. Alongside regulating 

broadcasting and distribution, it will be important to create stronger protection 

mechanisms for copyrights and royalties. If intellectual property is protected to a 

fair extent, the industry could capture far greater value, giving its growth rate a 

significant boost. 

Executive summary

1
A C I I - K P M G R e p o r t



 A few examples of such regulatory actions are:  

An implementable regulatory framework for introducing addressability of 

cable television

Policy framework for DTH, satellite radio and community radio

Migration to a revenue sharing regime in FM radio

Superior copyright protection for films, music and home video, etc

The entertainment industry is thriving on the current economic upswing and is 

currently estimated at INR 222 billion. Due to its sheer size, television has been 

the main driver for the industry's growth, contributing 62 percent of the overall 

industry's growth. Films contributed another 27 percent, while other segments 

like music, radio, live entertainment and interactive gaming constitute the balance 

11 percent.

Propelled by innovation across its value chain and a series of enabling regulatory 

actions, the  entertainment industry is expected to grow annually at almost 18 

percent to reach around INR 588 billion by 2010. However, even with such growth, 

it could be just scratching the surface of the Indian market's true potential. 

Reaching this targeted growth rate will not be easy for the sector. Television 

sector has witnessed a significant bit of transparency, process orientation and 

discipline, except for the last-mile which is completely fragmented. The film 

sector, on the other hand, still remains relatively opaque and persona-driven. Over 

the past few years, the film industry has made some progress in getting 

institutional and corporatised funding. However, the progress on this front has not 

been as dramatic as had been expected when the institutional funding norms for 

films were relaxed a few years ago. Even though different sources unanimously 

agree that the entertainment industry is a sunrise sector, it has seen no major 

fund-raising efforts, apart from television content and broadcasting where the 

impact of professionalism and organised financing is evident.
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The past and the future
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Growth of the entertainment industry 

2003 2004 2005E 2006E 2007E 2008E 2009E 2010E

196 222 
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309 
371 
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(INR billion)

Source: KPMG Research



The industry growth drivers

The forthcoming metamorphosis

Over the past decade, India has been the second fastest growing economy in the 

world. In 2004, it grew by 8.2 percent, breaching the psychological 8 percent 

barrier for the first time. In terms of purchasing power parity, it is already the 

fourth largest economy in the world. Most major global companies are of the 

opinion that it will become a key market in the years to come. 

As the Indian economy continues growing, the Indian middle class will also 

expand significantly. Compared to other nations, the 300 million strong Indian 

middle class allocates a higher percentage of its monthly expenditure on 

entertainment. The increasing consumerism of middle-class India is seen from the 

sharp growth in the sales for various products like automobiles, colour television 

sets and mobile phones and the burgeoning increase in credit cards and personal 

loans. There is an increase in the direct consumer spends on entertainment and 

advertising revenues have also been on the rise.

With the average Indian getting younger, and hence more likely to spend on non-

essentials, the entertainment industry has the potential to grow explosively in the 

future. 

 

The entertainment industry is now at an inflection point. The earlier phase of 

growth has run its course. Now the industry is ready to enter a second stage of 

growth powered by the twin engines of technology (availability of quality 

infrastructure and the accelerated penetration of digital connectivity) and an 

enabling regulatory environment.
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A panoramic view 
The coming of age of the television sector has been the primary driver of the 

growth that the  entertainment industry has seen over the last decade. The 

private sector enterprise seen across the television value chain in the nineties 

drove the sector to newer heights. It is now the most important component of 

the entertainment industry, contributing over 60 percent of its revenues. It is 

expected to continue powering the industry in the digital era, through various 

innovations like DTH, interactive television, etc. 

Though in revenue terms, films contribute just 27 percent of the entertainment 

industry, its visibility and impact is much more than this figure suggests. It is also 

a major driver for other sectors like music, live entertainment and television. It 

was accorded the status of an industry in 2000. Since then, some progress has 

been made in developing transparency and professionalism in this sector.

Music, radio and other emerging segments like animation, interactive gaming and 

live entertainment together account for remaining 12-13 percent of entertainment  

revenue. 

Piracy and revenue losses at the last-mile are the bane of the entertainment 

industry. They prevent the rightful owners of the content from realising its full 

value. All sectors of the industry, except radio, suffer from these twin 

predicaments in some way or the other. Currently, such losses are estimated at 

INR 4.3 billion, which amounts to over 40 percent of the industry's total revenues. 

While such losses are expected to continue for another two to three years, a 

reversal is expected eventually as a result of a combination of a technology push 

(with a wide repertoire of film and music becoming available through a variety of 

legitimate and convenient platforms and options) and a demand pull (with 

increased internet penetration and the advent of broadband).
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Note: The summation of the figures may not match due to rounding off

Source: KPMG Research

Segment-wise break-down

(INR billion)
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Television

! Additional distribution platforms: 

! More entrants in niche genres offering additional content variety to the 

viewer:

! Conducive and liberalising regulatory intervention:

Films

With total revenues of INR 139 billion, television is the goliath of the 

entertainment industry. It is now ready to advance to the next stage of its 

evolution, grasping the opportunities presented by the digital age, which will 

completely change the home entertainment landscape. In the process, it is 

expected to continue its rapid growth and reach INR 371 billion by 2010. Some of 

the transformational changes are:

The last-mile of television distribution will 

see a lot of action in the near future due to entry of new Direct to Home 

(DTH) broadcasters, Internet Protocol based Television (IP-TV), broadcasting 

services using Digital Subscriber Line (DSL) technologies, etc. They will also 

give broadcasters direct access to consumers by enabling them with the 

ability to provide customised value-added services, such as video on 

demand.

Presently the distribution of subscription revenues is heavily skewed towards 

the cable operator because of lack of transparency in the declaration of 

subscribers by the Local Cable Operator to the pay television broadcaster. 

The introduction of these new platforms and the consequent addressability 

will facilitate a more equitable distribution of revenues.

 Niche genres have significantly strengthened their value proposition 

and more entrants are expected in spaces like animation, business and 

lifestyle, among others.

 A beginning has already 

been made through an amendment of the Telecom Regulatory Authority of 

India Act. This is expected to deliver addressability in the currently 

fragmented distribution market, thereby increasing broadcaster's shares of 

revenue and encouraging greater participation.

Though films contribute just 27 percent to the entertainment revenues, they form 

the heart of this industry. Indian films, especially the mainstream Hindi film 

industry (Bollywood) dominate segments like music and live entertainment as 

well as television, where popular films and film-based programmes attract the 

highest viewership. 

Compared to television, this sector is rather unorganised and individualistic, with 

a low level of discipline and process orientation. This, along with the fact that it 

was not recognised as an industry as late as 2000, restricted its access to 
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institutional funding and forced it to rely on other sources that charged usurious 

rates of interest. 

In the recent years, though there has been a distinct shift in the mindset and the 

willingness to tap institutional debt and equity funds. Some of India's largest 

corporate houses have entered this sector and large international studios are 

reportedly evaluating the Indian opportunity. However, the lack of transparency 

and discipline is preventing them from fully tapping this opportunity.

The film industry is at a cusp in its evolutionary path. If conventional players are 

able to implement the changes needed to unlock its growth potential, the second 

phase of corporate and institutional growth could see the industry grow at around 

16 percent annually to reach INR 143 billion in six years.  

The Indian music sector is quite unique compared to other global markets. Songs 

from new Hindi films comprise 40 percent of the total industry revenue and the 

box office popularity of the film typically drives sales.

In India, growing piracy and free downloads have reduced music buying. 

Consequently, the industry has shrunk to around INR 10 billion from around INR 

13.5 billion, three years ago. The silver lining is that though music buying from 

legitimate sources might have reduced, the delivery of music through new 

formats, like FM radio, internet and mobile phones has actually increased interest 

in music. 

The future growth is likely to come from non-physical formats like digital 

downloads, royalty income, ringtones, etc. The rollout of additional distribution 

platforms like DTH, digital cable and IP-TV with the growing popularity of large 

format retail stores will create many more channels selling music. Based on the 

current trends, the industry is expected to grow only moderately to INR 13 billion 

in 2010. With the right technology and regulatory push to curb piracy, it has the 

potential of achieving a double digit growth.

Though radio reaches out to 99 percent of India's population and is considered to 

be the most cost-effective mass medium, it was only recently that private 

participants were allowed to enter ths space with a view to unlocking the latent 

commercial potential.  With private FM radio channels rolling out in several cities, 

the long stagnant advertisement revenues from radio have doubled in two years. 

Compared with other nations, radio currently has a very small share of the total 

advertising pie in India. This is indicative of the promise it holds if the current and 

proposed licensees are allowed to migrate from the current stifling and unviable 

Music

Radio
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licence fee structure to a revenue sharing regime, and if foreign direct investment 

is allowed.

Going forward, enabling regulation that allows radio to develop in its fledgling 

years and technology-driven policy initiatives like introduction of satellite radio can 

help it grow exponentially. Additionally, with the introduction of new genres in 

programming with tailored content, the number of listeners are likely to increase; 

and radio could provide an efficient mechanism to reach out to niche consumer 

segments. 

Apart from the second wave of growth that various sectors of Indian 

entertainment industry are set to witness, there are emerging opportunities 

spanning across genres and markets. Some of the more interesting areas to look 

out for are:

India's large pool of software talent has made it an appropriate 

resource base to develop animation and graphics-heavy content. Many 

international organisations outsource their animation requirements to leading 

Indian software players. As the industry grows and establishes its quality 

credentials, India will emerge as a serious animation hub.

With the relentless rise in Hollywood film 

budgets, the pressure on cost control is also increasing. India can tap this 

opportunity by offering Hollywood an overall low cost structure combined with 

high-quality technical talent and production facilities. However, significant 

investment in infrastructure and equipment are required to be made before this 

becomes a reality.

The Indian market for home video entertainment - VHS 

tape, VCD or DVD, is largely unorganised with mainly local outlets.  A demand for 

quality and convenience remains to be exploited by large organised retail players, 

who could leverage economies of scale in content procurement and distribution.

Emerging opportunities in the entertainment space

Animation: 

Outsourced production facilities: 

Organised home video: 
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Share of radio in the total advertising pie

Source: KPMG Research
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Leisure entertainment like theme parks: 

Live entertainment: 

!

!

!

!

!

!

Till date, outdoor entertainment in India 

has seen limited action with few significant investments.  This is changing as 

leading international players are exploring the Indian opportunity.  The challenge 

here will be providing a cost-effective and profitable value proposition to the 

Indian consumer. 

The live entertainment industry in India is largely unorganised 

with few players having the requisite critical mass. The gradual reduction of 

entertainment tax across states will make the sector more attractive, drawing in 

large corporates and multinationals.  This is likely to result in increased marketing 

investments and creation of world-class infrastructure like convention centres. 

Going forward, there could be collaboration with other constituents of the 

entertainment industry, like films, television and music.

The Indian entertainment industry has matured significantly in the past decade to 

evolve into a truly multimedia industry. Its fundamentals indicate strong growth in 

the future. However a number of factors continue to hold the industry back and 

significant efforts still need to be undertaken. Based on a thorough understanding 

of the industry, the interaction between its drivers and discussions with various 

stakeholders, this report articulates a 'Charter for Change' by all the stakeholders 

that can help the industry to move into overdrive.

As the stakeholders are responsible for championing growth, the report classifies 

these initiatives for action by two main categories of stakeholders:

The industry players and 

The Indian government 

The importance of this stakeholder classification is two-fold:

It allocates the responsibility for championing the cause and implementing 

the change explicitly with a particular set of stakeholders, leaving no 

ambiguity for responsibility for change 

It makes it extremely clear that the industry itself will need to wake up to the 

realities of a changing and dynamic environment 

The industry initiatives can be grouped under two major heads:

Improving operational effectiveness

- Raising organisational efficiency through tightly-run projects

- Improving consumer connect

- Developing transparency and process-orientation  

Maximising revenue earnings

- Building alternative revenue streams

- Developing new markets through aggressive promotions

- Leveraging technology

Reaching for the heights - A need for action
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The evolutionary process followed by different segments of the industry defines 

the need, nature and rationale for such changes. Consequently, the nature and 

scale of the issues that they face presently differ, since the stage and pace of 

evolution and the willingness to evolve vary widely between segments. The 

nature of interventions required, therefore, range from correctional measures and 

market development in the case of certain segments to yield improvement and 

institutionalisation in the case of others.

The government initiatives can also be classified into two categories:

Assisting structural correction of the industry

- Evolving a framework to regulate cross media / value chain holdings

- Rationalising last-mile licensing

- Providing a level playing field for competing value chains.

Developing a conducive environment for growth

- Liberalising programming code and censorship laws

- Constituting a national anti-piracy force

- Establishing a unified regulator

These regulatory initiatives will acquire different levels of meaning and 

importance for various sectors of the entertainment industry, once again based 

on its position in its life cycle and the prevailing market dynamics. 

The Indian entertainment industry has the opportunity to enter an exciting phase 

of growth driven by favourable socio-economic changes and smarter distribution 

technologies. The realisation of such opportunities would depend on the 

aggressiveness of the industry players and sagacity of policy makers and 

regulators. The suggested stakeholder charter is intended as a strategic blueprint 

for the industry to undertake concerted action that could result in a stronger 

sustainable growth.

!
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Industry overview



The macro-economic environment
Consistent commitment to economic reform over the last decade has spurred the 

steady growth of the Indian economy. The emphasis on creating an enabling 

environment for investment and the inherent potential of the Indian economy 

have together pushed India's annual Gross Domestic Product (GDP) growth rate 

beyond 8 percent. 

While India's GDP ranks eleventh in the world in absolute terms, it ranks among 

the top five economies of the world when assessed in terms of purchasing power 

parity. It is the growing consuming class with the proclivity to spend that will drive 

the growth of the Indian entertainment industry. Adding to this positive outlook is 

the fact that the average Indian is getting younger and is showing a greater 

propensity to indulge and entertain himself. Moreover, there are over 20 million 

Indians living abroad who are increasingly opting for India-oriented entertainment, 

as the availability of such content increases. Globally, a clutch of international 

films with Indian content, themes and performers are receiving wide visibility and 

acclaim. This broad acceptance of Indian entertainment is likely to give a further 

fillip to the expansion of this industry.

To be able to appreciate the contours of this industry, it would be useful to take a 

closer look at the key drivers of the entertainment sector.

Industry overview
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Consumerism and demographics
The emergence of the Indian middle class with greater earning power and a 

higher disposable income is one of the key factors that will drive the growth of 

the Indian entertainment sector. Demographic analysis clearly shows the 

evidence of this growth. The consumption chart below indicates the continued 

progression of people into higher income and consumption segments. 

A number of economic trends are testimony to this advancement:

Automobile sales are rising across the country. In two wheeler sales, India 

now ranks second in the world, while car sales are over 1 million per annum, 

growing at about 25 percent annually.

India is the sixth largest market for mobile handsets (16 million units per 

annum) and is growing at 50 percent a year.

The country is the fifth largest market for colour televisions and is growing at 

25 percent per annum.

As the average Indian gets richer and his more compelling needs are met, his 

propensity to spend on discretionary items such as entertainment increases. 

Further, as his consumption of various goods and services rises, companies 

would try to reach out to him through more marketing and advertising. Higher 

!

!

!

Rise of India’s earning and consuming classes

Source: NCAER
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demand and an increased investment would result in an expansion of the 

entertainment industry in the years to come.

As the Indian entertainment market grows, it is essential to recognise the 

heterogenous nature of the market.  All too often, the specific appetite of certain 

segments such as the rural population, women and children, is under-estimated 

and their financial value proposition continues to be under-recognised.

Illustratively, here are some important facts about the rural sector:

There are nearly 42,000 ‘haats’ (rural supermarkets) in India.

In 2002-03, LIC sold 50 percent of its policies in rural India.

Small towns and villages account for over one million cellular telephone 

users.

Of the 25 million households that bought television sets over the last three 

years, 19 million, or 77 percent were rural households.

Of the 20 million who have signed up for a popular horizontal portal, e-

commerce and free mail service, 60 percent are from small towns. Of the 

100,000 persons that have transacted on its shopping site, 50 percent are 

from small towns.

Companies and businesses that have managed to differentially cater to the 

varying segments of Indian population have benefited.  As a corollary, the 

entertainment sector too has begun to witness the advent of a broader set of 

offerings which are aimed for specific segments: e.g. television channels for 

children.  On the other hand, the ‘children's films’ genre, for instance, has yet to 

grow and mature in India.

There is a case for a proactive and sustained targeting of specific, niche segments 

of the market.  In fact, given the size and potential of India's niche segments, 

niche may be a word which is likely to be replaced soon.

As per industry estimates, the total advertising spend in India in 2004 was 

approximately INR 118 billion, a growth of 13.4 percent over the last year.  

However, India continues to have a low 'advertising spend to GDP' ratios 

compared to other economies, underscoring the untapped potential. 

A non-homogenous market

!
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!

!
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In 2004, the advertising spend for India stood at 0.50 percent of the GDP, up from 

0.48 percent the previous year. This is expected to increase significantly due to 

rising consumerism and growing interest from global brands attracted by this 

huge and expanding market.

Given the increasing number of media channels that consumers are exposed to, 

brands will have to advertise more frequently and across more channels to 

generate brand recall. As television channels have multiplied and the content 

available has become more diverse in the last decade, their viewership has 

Relative advertising spend for various countries

Source: KPMG Research
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India continues to have one

of the lowest ad spend to 

GDP ratios, underscoring its

untapped potential 
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increased, niche channels have emerged targeting specific demographic 

segments and the cost of advertising on television has reduced.  

While the broadcasters can dwell on this shared optimism, they must also 

recognise that advertising budgets are very sensitive to economic downturns.  

Advertising budgets are not only easily brought down, but the productivity of such 

expenses is also challenged.  Companies are increasingly demanding their 

advertising agencies to link their fees to performance indicators such as sales 

increments.  With increasing access to state-of-the-art technologies, 

addressability issues are being put to test, thereby exposing the limitations of 

current media research findings and measuring the true efficacy of media.

Any new media market attracts an initial swell of content players.  Such a scenario 

invariably leads to a stage where the smaller players find it unviable to continue 

and are eventually weeded out.  After the initial shakeout, the industry 

consolidates and grows until it reaches a stage of maturity. Thereafter, in a stable 

environment, it is the quality of content, with an accentuation on innovation and 

creativity that drives the industry.

In the television medium, the different genres are in different stages of their life 

cycle.  Several channels have emerged recently in the space of children's 

entertainment and education.  The news channels are in the next stage of 

evolution with an influx of players in the last two years, but market limitations and 

more transparent viewership patterns will lead to an inevitable shakeout.  Up the 

maturity curve is the mass entertainment genre, which has established itself with 

3-4 major players and the quality of programming (including innovative formats) 

Content

Number of brands advertised on television

Source: TAM Adex
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determining their fortunes.  With the introduction of newer distribution channels, 

such as DTH and IP-TV, the demand for premium/ alternate content will increase 

and this is expected to spur the growth of new genres such as education, 

teenage entertainment, mature content (subject to liberalisation of the 

programming code), etc.

With a legacy of over 50 years and 1000 films a year, the Indian film industry has 

reached a phase where the focus is on the quality of content.  The increase in the 

number of films made has not seen a proportionate increase in their commercial 

success.  In fact, there is now a decline in the number of films being produced 

annually and this trend is expected to continue as production houses now value 

quality over quantity.  To combat the pressures of television programming, the 

Indian film industry, like its western counterpart, is being forced to attract the 

audiences through technological advancements like advanced visual effects, 

special effects, sound sync, animation and sheer star power.

In the late 80s, the Indian music industry saw an end of the existing duopoly with 

several new players emerging. A spurt in content availability and new genres such 

as Indi-pop drove the rise in music consumption.  However, technology has 

facilitated easy access to music through illegal downloads, pirated CDs and tapes, 

music television channels and radio FM channels. With little value realisation by 

music companies and minimal regulatory support, music companies are 

struggling for survival, as a result of which there has been very little 

experimentation in content. This situation could change with the increasing 

popularity of non-film music in India and globally, signs of which are being 

observed.

India has the potential of becoming an attractive destination for international 

broadcasters and production houses, despite its low per capita income, as the 

larger population base makes a viable case for high volume consumption. 

However, while prices are significantly lower in India than in other parts of the 

world, access to volumes is restricted by fragmentation in the distribution chain. 

Subscriber declaration by cable distributors to broadcasters in India is extremely 

low resulting in very inequitable distribution of subscription revenues.  According 

to an independent research, the operator-broadcaster split of subscriber revenue 

in India has possibly the worst skew in the world.

Pricing

The number of films 

produced annually has been 

declining as producers are 

increasingly valuing quality 

over quantity
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Such low levels of declarations have been attributed to the lack of transparency in 

the last mile distribution end of the business, which is controlled by the 30,000 

odd local cable operators and independent cable operators across India.

Similarly, in films, there is low transparency of actual gate receipts, outside of 

multiplexes and few organised theatre halls. This is particularly true in smaller 

towns where receipts are not accounted for.  According to industry experts, the 

total revenues lost to the film industry due to unaccounted receipts coupled with 

video piracy range between INR 15 - 20 billion annually. Film piracy through illegal 

DVD and VCD releases and the open screening of new releases by cable 

channels, is forcing film producers to pre-sell the television and video rights, 

before the release of the film even if it means an erosion of theatrical ticket sales.

Piracy of music through illegal downloads, unauthorised CDs and remixed 

versions of popular music is taking its toll on music recording companies.  The 

paltry royalty sums, if any, paid by music television channels and FM radio only 

adds to the difficulties faced by these companies.

India has seen improved income levels across a large section of its populace, with 

a significant number of people willing to spend on entertainment. However, a 

substantial difference in the affordability levels between various sections of 

society continues to exist. As a result, a price differentiation strategy needs to be 

adopted for media products, with a view to maximise revenues.  

Establishment of zones and creating a zonal pricing structure for different cable 

subscription packages could be an effective pricing strategy.  Through a differential 

pricing system, broadcasters will be able to earn more from higher income groups 

through compelling content packages, and the same can be used to subsidise 

subscription fees of lower income groups with minimal content packages.  This 

will help increase the size of subscribers thereby resulting in increased revenues.

In the film sector, price differentials already exist both at the point of distribution 

(territories for distribution) as well at the point of exhibition (theatre hall tickets).  

Differential pricing

A price differentiation 

strategy needs to be 

adopted for media products

with a view to maximise 

revenues
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The differential pricing mechanism can be examined more closely and 

transparently to determine price levels that will draw larger audiences to films.

In the music sector, pricing CDs at a premium end and cassettes at the low end 

may help music companies compete with the prices of pirated cassettes. A 

marginal drop in CD sales may be offset by increased cassette sales. At an overall 

level, difference pricing should be driven by the objective of revenue optimisation.

In all these sectors, differential pricing would require a thorough understanding of 

the demand for media and price sensitivities of various segments, gained through 

research at the ground level.

Regulations give form and direction to the free play of market forces, according to 

the social and economic objectives of the nation. Therefore, regulatory 

interventions are typically driven by a vision for the future, which can be shared by 

all stakeholders. The need to have such a vision is very important now in India, as 

the entertainment industry prepares for the introduction of several new 

technologies and business models that have the potential to revolutionise the 

dynamics of value creation in this space. The guiding principles of such a vision 

should include:

Ensuring consumer choice and protection

Achieving sustainable growth

Ensuring a level playing field 

Providing equitable distribution of value 

Adoption of new technology

In most media markets, the consultative process leading to formulating 

regulations, has served as defining steps for charting the growth path. In India, 

most segments of the industry have grown to their present structure and size in a 

largely unregulated environment. Such growth has resulted in the creation of last-

mile monopolies in cable television, established through informal agreement 

among the unorganised last-mile operators. However, further growth will be 

extremely difficult without facilitative regulation to ensure structural and 

behaviourial changes amongst the industry players. Such changes are 

necessitated by the following ground realities:

Lack of consumer choice in several segments of the industry value chain, 

most notably in the last-mile of cable distribution

Piracy-related revenue and tax leakages across all segments of the 

entertainment industry

The need to establish a level playing field for new distribution platforms like 

Direct To Home (DTH) broadcasting and digital film

The need to protect sovereign interests like national security.

Regulation

!

!

!

!
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Further growth is difficult 

without facilitative 

regulation
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Revenues losses due to leakages and piracy

!

!

!

!

A substantial portion of the industry revenues is not captured at the last mile, 

through leakages and piracy. This does not even include unaccounted for 

revenues, the impact of which cannot be quantified, arising from:

live entertainment events hosted by the unorganised sector

black market sale of film tickets

end-user revenues from pirated home video rentals

unaccounted income from marketing of pirated home videos overseas 

Going forward, it is expected that the ratio of illegitimate revenues to total 

revenues will go down to less than 25 percent from the current 30 percent, 

though in absolute terms, it will continue to increase.

It is important to note that any regulatory intervention should be supported by a 

comprehensive framework for industry evolution, and followed up by efficacious 

implementation. Otherwise such interventions can only lead to chaos and 

uncertainty as demonstrated by the aborted attempt to introduce Conditional 

Access Systems (CAS) for television in 2003 - 04.

Technology has played a key role in influencing the entertainment industry, by 

redefining its products, cost structure and distribution. Empirical evidence 

suggests that technological innovations create discontinuities in the industry, with 

the initial dissonance evolving into eventual realignment to effectively create and 

realise value from it.

Content creation has benefitted significantly from technological breakthroughs, 

especially in the areas of sound, visual effects and animation. This has benefitted 

audiences by providing them with a high-tech content viewing/ listening 

experience. The growing adoption of digital television around the world has forced 

leading global broadcasting companies to put development and use of new 

Technology

Source: KPMG Research
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technologies at the centre of their core strategies. For a content distributor, future 

will come by specialised offerings, such as high-resolution pictures, high-speed 

Internet access, online games and information, pay-per-view electronic commerce 

services and voice telephony. New technologies, such as satellite radio, are 

characterised by their ability to reach out to larger audiences than ever before, 

reducing the cost per contact.  While these technologies typically require high initial 

capital expenditure, the same may be set off by incremental volume gains through 

increased reach. It is this trade off that needs to be evaluated before an investment 

is made in any new technology.

If one were to look at emerging trends in technology and their impact on 

entertainment consumption, the most significant trends are seen in the areas of 

media distribution, though some may be regarded as product innovations. Some 

such technology trends are:

Digital distribution of content in television and film will help plug the leakage of 

last-mile revenues due to the under-declaration among cable operators and film 

theatre owners.

The Personal Video Recorder (PVR) expands users' ability to decide when and 

how they will watch programmes. It allows the viewer to pause a television 

programme when required, and provides the luxury of skipping commercials 

entirely.  The PVR allows viewers to create their own programming schedule to fit 

their time requirements. Technologies such as this will lead to more audience 

'fragmentation'. In such a scenario, it is the programming content that will 

ultimately drive the industry.

As digital video signals begin to appear, High-Definition Television (HDTV) sets are 

getting the most attention. Digitalisation allows HDTV broadcast and transmission 

with incredibly sharp and detailed pictures. 

However, at present, current-generation television sales have not demonstrated a 

downwards trend. In fact, consumers continue to pay more for large screen 

models with present-day technology. Even in the US, viewers are not expected to 

switch to HDTV soon, due to the very high price differential.

Digital broadcasters are working on ways to include interactive services into their 

over-the-air digital video transmissions, primarily as video signal enhancements. 

Cable and satellite television companies are also moving towards interactive 

Digital distribution

The Personal Video Recorder

High Definition Television 

Interactive services
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services that vary from simple video-on-demand to more complex internet access 

products.  Such interactive technologies are expected to be platform-neutral, 

providing service providers with new products and services to offer.

Fixed broadband wireless systems are another way to bring interactive digital 

services to consumers. The wireless debate currently centres on the use of point-

to-point or point-to-multipoint technology. Point-to-point, a technology already 

entrenched in some regions of Asia, beams data over the air from a transmitter to 

one receiver. It is widely used for business-to-business communication. Point-to-

multipoint, still an embryonic technology, operates like satellite distribution, 

beaming data to as many reception antennae as the signal can reach. 

As internet connections have become faster and software for cyberspace has 

become more sophisticated, audio aficionados have benefitted significantly. Free, 

downloadable audio players for computers have made listening to audio via the 

computer commonplace. Traditional over-the-air radio stations have begun to take 

advantage of the new software, as well as the internet's ability to deliver 

graphics, data and video at the same time, to enhance their audiences' listening 

experience. The internet has also extended the reach of radio stations beyond 

their own markets, which was determined by the strength of their broadcast 

signals, to the entire world.

As technology has enabled internet users to download digital audio tracks, online 

music download sites have rapidly sprung up, presenting a challenge to existing 

radio stations. Marquee artists are opting more often to debut new albums or 

tracks online rather than through traditional radio stations or video music 

channels. Recording artists and record labels are also moving toward offering their 

music online. For both artists and producers, digital distribution is a way to bypass 

radio stations and, more recently, video music channels.

Satellite radio is a digital radio broadcast system that uses direct-to-home satellite 

technology to offer listeners up to 100 channels of commercial-free audio music, 

news and entertainment.

However, not all the new technologies listed above will succeed. In order to 

succeed and become a mass phenomenon, they will have to demonstrate that 

they are adding value for the consumers and the providers.

Fixed broadband wireless systems

Internet radio stations

Downloadable digital audio

Satellite radio
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The increasing penetration of technology is a major force shaping the 

entertainment landscape today. It will completely revolutionise content delivery as 

well as the viewership experience. Once these technological changes attain a 

critical mass, they can have a shattering effect on the existing industry 

equilibrium. Due to the imminent impact of these and other technologies, the 

successful media and entertainment companies will be the ones that are 

prepared for their disruptive effects on their business models and the industry 

structure.

The future of the entertainment industry will be a function of the interplay of each 

of the above factors, namely consumerism, advertising spend, content, pricing, 

technology and regulation. Estimating the industry size over the next 5-10 years, 

would require a crystal ball, given the number of variables involved.  However 

based on current trends, the industry is expected to breach the INR 500 billion 

barrier in five years.

For the Indian entertainment industry, this is the moment of truth. Beyond the 

linear growth projections, there is a bigger story waiting to happen if a concerted 

and accelerated effort is made now. The industry is entering a second phase of 

growth, which will have technology as one of the key drivers.  This growth phase 

will be the consequence of a combination of quality infrastructure and the gradual 

penetration of digital connectivity, which will redefine the way entertainment 

content is delivered and consumed. This phase of growth needs to be supported 

by an enabling tax and regulatory infrastructure, as the government begins to 

understand the long term potential of this sector, and starts according it the 

priority status it deserves.

For the purpose of this report, we have limited our detailed analysis to the 

four traditional sectors – television, film, music and radio, which together 

account for 96 percent of the entertainment industry revenues. The balance 

4 percent is made up of revenues from live entertainment (currently a 

fragmented segment with few small players) and IT-enabled businesses like 

interactive game development and visual effects (engaged in outsourcing 

work primarily in areas of 2D animation, 3D graphics, post-production, etc.). 

These sectors are now taking off and could become significant drivers of 

growth in the future years.

The future of entertainment

will be governed by the 

interplay of consumerism,

advertising spend, content,

pricing, technology and 

regulation
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The significant growth in the entertainment industry in the last decade of the 

twentieth century was largely triggered by the coming of age of television. For 

most of the last fifty years, it was a monopoly of the public sector broadcaster. 

However, the nineties inspired private sector enterprise across the television 

value chain. Since then, the rapid growth of the television industry has made it 

the most significant component, in value terms, of the entertainment sector. With 

increased hours of mass entertainment programming during prime time and 

better coverage of popular events, it has seen an explosive growth in consumer 

mindshare. Its status as the preferred mode of entertainment of the people is 

obvious from the fact that it now contributes more than 60 percent of the 

entertainment industry's revenues. 

Out of its total current revenues of INR 139 billion, subscription contributed 53 

percent, i.e. INR 73 billion. That is one-and-a-half times the advertising revenues, 

which are at INR 49 billion. However, due to the large skew in the 'last mile', as 

discussed later, the broadcasters' share of pay revenues amount to only around 

17 percent, or INR 12.5 billion. Other revenues, which include international 

distribution right, amount to INR 14 billion.  

As any industry matures, inevitably its growth starts slowing down. The Indian 

television industry too is following this dictum, seeing its growth decelerating 

from over 20 percent, till a few years ago, to less than 15 percent currently. 

However, it would be completely wrong to say that television has become a 

mature, sunset industry. While the current sets of growth drivers are gradually 

reaching saturation, there are a number of new initiatives which can power a fresh 

round of expansion. Some of these key factors are:

 In spite of apprehensions, public debate and 

litigation, CAS was eventually launched in Chennai, providing valuable lessons 

for future attempts to bring in addressability across the country, though the 

impact of the same is yet limited;

 DTH broadcasting has introduced the 

power of choice to the consumer. The last mile distribution segment is 

expected to see further action with the entry of new DTH players, IP-TV, 

broadcasting services on DSL technologies, etc; 

 Niche 

genres have significantly enhanced their proposition over the last few years 

with the entry of several new channels. While, news and children's 

programming segments accounted for most of the new entrants, other niche 

genres like religion and health also experienced the launch of several new 

channels.

The government needs to create a 

conducive regulatory environment for rapid but stable growth by supporting 

Today and tomorrow 

! Introduction of addressability:

! Alternative distribution platforms:

! New players in niche genres offering more content choice to viewers:

! Meaningful regulatory intervention: 

Television
Box Populi

The growth of the Indian 

Television industry is

decelerating and a number

of new initiatives will be

required to power a 

fresh round of expansion
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initiatives like digitalisation of cable television, regulatory policy for DTH 

players, etc. 

These trends have the potential to redefine the landscape of the broadcasting 

industry in the country. The significance of such a redefinition should be 

understood in the context of the overall evolution of the broadcasting and 

distribution market in India. The high growth that took place in a relative regulatory 

vacuum in the last decade created a distortion in the distribution of value amongst 

industry players.  This has fostered an opaque transactional environment, resulting 

in:

Lack of consumer choice for last-mile access;

Under declaration of subscriber numbers resulting in revenue loss for 

broadcasters and tax loss for the government;

Absence of uniform pricing with prices varying across geographies and 

consumer segments;

Lack of level playing field for alternative platforms like DTH, IP-TV, etc 

resulting from 'unreal' cost structures of incumbent access providers and 

non-uniform licensing conditions.

A combination of purposeful regulatory interventions and technology adoptions 

can go a long way in correcting such structural imperfections. The initiatives being 

undertaken and being proposed to be undertaken, to correct these structural 

imperfections, will drive the second wave of growth of the industry.

In this new phase of growth, the sector is expected to grow at an annual rate of 

almost 18  percent to reach INR 371 billion by 2010; with subscription revenues 

forming the lion's share at INR 250 billion. It is also expected that the 

broadcasters will get a fairer share of the subscription pie. Advertising revenue is 

!

!

!

!

Source: KPMG Research
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expected to grow at a modest rate of 8 percent to reach INR 78 billion in six 

years.

 The true potential of television advertising however is much higher. It could touch 

INR 150 billion by 2010, depending on the following factors: 

Speed and effectiveness of the roll-out of the broadcasting sector reforms; 

The quantum of investments made by various players over the next few 

years on rolling out digital platforms; and 

The entry of telecom companies into the distribution sector.

The ensuing sections discuss the various drivers of growth that could take 

television to the next phase of evolution.

As per industry estimates, the total advertisement spend in India last year was 

approximately INR 118 billion.  However, at 0.50 percent, India continues to have 

one of the lowest 'Advertising spend to GDP' ratios amongst peer economies.  

This underscores the significant potential India has yet to achieve vis-à-vis 

advertising budgets.

However, this is set to change.  A growing middle-class will spur the increasing 

tide of consumerism and a growing lineup of global brands will continue to be 

attracted by this expanding market. Consequently it is expected that the 'ad 

spend to GDP' ratio will increase steadily over the next four years.

The above table indicates the allocation and growth of the advertising spends in 

India across various media. Print is still the largest recipient of advertising 

revenues, accounting for 46 percent of the advertising pie and, after a temporary 

!

!

!

Advertising

Medium 2002 2003 2004

Spend 
Share of  total

 spend
Spend 

Share of  total
 spend

Spend 
Share of  total

 spend

Ad Industry Size 95.1 104.2 118.2

Television
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Radio

Cinema

Out-of-home

Internet
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44.0

1.5

3.3

6.9

0.3

41.1%

46.3%

1.6%

3.5%

7.3%

0.3%

43.0

47.5

1.8

3.6

7.9

0.4

41.3%

45.6%

1.7%

3.4%

7.6%

0.4%

48.6

54.5

2.2

3.75

8.5

0.6

41.1%

46.1%

1.9%

3.2%

7.2%

0.5%

Source: TAM Adex

Shift in advertising over last three years (INR billion)
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slump, is currently growing at a rate faster than that of television. The share of 

television seems to have stabilised at around 41 percent, after increasing 

consistently for about 6-8 years. The overall media mix in India mirrors that in 

most advanced countries, where television and print jostle for dominance in the 

space of advertising expenditure. 

In the Indian context, there is further potential for television to increase its ad 

share. It is expected that over the next three years, both print and television will 

each command around 43 percent of the market, with the balance 14 percent 

being split between radio, outdoors and others.

Until recently, FMCG companies and consumer durable marketers were the main 

advertisers on TV channels. Today, the advertiser segment has expanded to 

include youth and teen products, financial products and services, educational 

products and services, corporate image building, telecommunications, 

computing, vehicles, and mobile telephony, to name a few. It is interesting to note 

that according to TAM Media Research, on-air promotions that are carried out by 

the channels themselves account for almost 40 percent of the total airtime, with a 

significant portion of them being shown on prime time. Going forward, with 

capacity utilisation of airtime improving, the opportunity cost of self-advertising 

will increase and it is expected to decline.

Who is advertising
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Where does the money go

!

!

!

!

Mass entertainment continues to attract maximum ad-spends, but its share is 

being gradually ceded to niche channels. The major beneficiaries have been News, 

Regional and Sports channels. 

Some of the key aspects of television advertising in India are: 

Mass entertainment channels have the largest loyal advertising base. Around 

17 -18 of the top 25 advertisers advertise only on mass entertainment 

channels.

Consumer goods advertise mostly on mass entertainment, films and Hindi 

news.

Luxury and lifestyle products are advertised across all major genres.

Financial products like banking and insurance advertise primarily on English 

news and business channels.  

Source: TAM Adex

Share of ad revenues among television genres
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Is advertising volume reaching saturation point?

International norms on ad clutter

!

!

!

!

!

Organised retail, which is one of the larger advertising segments in 

developed economies like the US, has yet to impact the Indian advertising 

industry in a significant way. As the retail industry in India develops and 

begins to realise its potential in the near future, it is expected to follow its 

global counterparts and become a major advertiser on television.

An analysis of television programming indicates that advertising in India, on an 

average, amounts to 192 seconds (3.2 minutes) per hour. It is still significantly 

lower than several other countries.  Of course, in the case of prime time for mass 

entertainment channels, this number could go as high as 600 seconds (10 

minutes). 

The norms and standards for the amount of advertising that can be shown on 

television vary from country to country. TAM Media Research has compiled an 

illustrative list of standards, some of which are mentioned below: -

Australia Broadcasting Authority recommends 10 minutes of advertising per 

hour of children's programming and up to 15 minutes for non-prime 

programmes.

Philippines stipulates a commercial load for television in Metro Manila to 18 

minutes per hour, while for provincial television stations, commercial load 

permissible is a maximum of 20 minutes per programme hour.

In China, a maximum of 9 minutes of ad time per hour of programming is 

allowed.

Canada recommends 8 minutes of advertising per hour for children's 

programming and 12 minutes per hour for other programming.

The average for other Asian countries is around 8 minutes of ad time and 2 

minutes of programme promotion time, i.e. a total of 10 minutes of break 

duration per hour.
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With addressability, the 

effectiveness of ad spend 

will become more 

transparent

28
Focus 2010 : D reams to rea l i t y



With advances in the technology platforms available and the introduction of 

addressability the effectiveness of ad-spend will be more transparent.  This will 

further redefine ad spend patterns among genres, channels and advertising 

segments. Addressability will give additional tools to media planners, leading to 

significant improvements in media planning. This, in turn, is likely to cause radical 

shifts in media buying on television, which presently is largely a function of TRPs. 

Channels that succeed in convincing buyers of a better value for money by clearly 

identifying the right target group will be able to charge a significant premium to 

the market.

There is a point of view that in a more transparent market, with the introduction 

of addressability, the duration of advertising will fall even as subscription revenues 

increase. However, this may not necessarily be the case. As has been seen in the 

past, the more popular channels have been able to garner almost the same 

quantity of advertisements (in volume terms) while simultaneously charging a 

subscription fee, compared to some of their free-to-air (FTA) counterparts. This 

situation is expected to continue and, barring short term dips, the average ad 

duration per channel is expected to sustain itself and, in fact, increase in the 

medium term as a result of an increase in non-prime time advertising. The fear 

that compulsory addressability could lead to a flight of advertisers to FTA 

channels may not be entirely justified; flagship channels, whether FTA or pay, will 

continue to garner premium advertisements.

Television reaches over 40 percent of the billion people in India, commands the 

highest mindshare among consumers and cuts across rural-urban and class 

divides. Currently, 91 million households own a television, out of which 48 million 

households are cable and satellite households, the state-owned terrestrial 

broadcaster, Prasar Bharti, accounting for the balance 43 million. Though the cable 

TV penetration in India continues to grow at a brisk pace, the untapped potential 

is still very significant.  Over the next few years, cable and satellite, along with 

emerging delivery platforms like DTH and IP-TV are expected to close in on the 

Subscription revenue 

Source: TAM Survey over a sample Target Group
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gap further. It is expected that television connectivity in India can reach 134 

million households by 2010, of which as many as 85 million, or 63.5 percent could 

be connected through cable and satellite, DTH, IP-TV or other non-terrestrial 

broadcast platforms.

Along with a growth in subscriber volumes, the cable subscription charges (ARPU 

per month) too is expected to grow at a pace faster than that of per capita GDP. 

At around INR 150, India has one of the lowest ARPUs in the world. In fact, the 

ARPU for cable television has actually fallen in real terms, growing at sub-inflation 

rates over the past seven years.  An average urban Indian cable connected 

household receive as many as 100 or more channels for which it pays anywhere 

between INR 100 to 300 per month, while in certain rural and semi-urban areas, 

this number could be as low as INR 60 per month. The wide disparity in ARPUs 

between locations and, often, between various localities within the same city, is 

not proportionate to the quality of content or service offering by the distributor 

but has been guided mostly by the relative bargaining power of the cable operator 

with both the consumer and the broadcaster. 

Source: www.worldscreen.com
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Apart from the low subscription fees, subscriber declaration by cable distributors 

to broadcasters in India is one of the lowest in the world, resulting in a grossly 

inequitable distribution of subscription revenues. According to an independent 

research, operator-broadcaster split in India of subscriber revenue has the worst 

skew in the world. It is estimated that the LCO corners 79 percent of the total 

subscription revenues of the industry and leaves just about 17 percent for the 

broadcaster. The residual 4 percent is retained by the MSO who downlinks the 

broadcasters' signals and transmits them through a combination of fibre and co-

axial cable network to consumers' homes via the LCO, who, almost in all cases, 

owns the coveted 'last mile'. The low levels of declarations are attributed to the 

lack of transparency at the last mile distribution end of the business, owned by 

the 30,000 odd LCOs across India.

This combination of low subscription fees (ARPUs) and chronic under-declaration 

of the subscriber base by the LCOs has significantly constrained the growth in 

the subscription revenues for the broadcasters.

Attempts at increasing transparency have been made through a combination of 

technology and regulations.  In 2003, an attempt was made to introduce CAS. As 

per CAS, the Indian home would receive two sets of channels: 

FTA channels - a basic bouquet of channels for which the customer would 

pay a flat amount, the pricing for which may be regulated by the Government 

as required; 

Pay channels - for which the customer would pay an amount fixed by the 

channel/bouquet owner. All pay channels would be routed through an 

addressable system. 

!

!

Source: worldscreen.com
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However, the implementation of CAS did not take-off due to lack of uniform 

acceptance by all segments of the television value chain i.e. Broadcasters, MSOs, 

LCOs, alternate platform providers and end consumers.

In the midst of the debate, CAS was finally implemented in Chennai and in some 

parts of Delhi.  While there were few takers for CAS in Chennai, many cable 

operators in South Delhi did not even supply their subscribers with the required 

STBs. 

 

To resolve the potential deadlock, the Government of India has brought all 

broadcasting platforms under the regulatory ambit of the TRAI and CAS has been 

de-notified, pending a clearer regulatory direction from TRAI. 

The CAS saga
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providers

(DTH/ IP-TV)
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Making sense out of the chaos 

!

!

Putting the issues in perspective

!

!

In a consumer economy, consumer interests should ideally drive the market 

structure and regulations.  Today the consumer has little real choice regarding 

platforms or operators in the monopolistic last mile environment, created through 

informal agreements amongst cable operators. Unwillingness to proactively 

intervene to correct such market distortions amounts to protecting an informal 

monopoly, denying consumers their rightful operator and technology choices and 

constraining the growth and employment potential of the industry in the long 

term. Therefore, appropriate regulator intervention should focus on evolving an 

industry structure and a regulatory environment that facilitates the realisation of 

industry potential through correction of the following anomalies: 

Lack of consumer choice in the last mile.

Under-declaration by last mile operators leading to:

- Subscription revenues falling out of tax net;

- Broadcasters being denied their share of the subscription revenues.

- Lack of level playing field for alternative platforms like DTH, IP-TV, etc;

- Lack of investments in distribution infrastructure upgrade and expansion;

- Lack of visibility of consumer viewing patterns resulting in inefficient 

media spends.

It is unreasonable to expect the 30,000 strong LCO & ICO fraternity (which 

employs over 500,000 people) to either shut down or fall in line overnight. On an 

as-is basis, it is unlikely that the declaration percentage will improve significantly 

from the current level of 23-25 percent to more than 30-35 percent, unless such a 

move to increase declaration is accompanied by either a steep increase in 

subscription fee or a significant reduction in channel pay-outs, or a combination of 

both. This would necessitate all existing stakeholders, viz the LCOs, MSOs and 

broadcasters to act in unison and look at partnering solutions for the last mile.  In 

the interim period when the market moves towards a correction in the imbalance, 

the incremental gains to the various stakeholders, including consumers will be 

disproportionate. However, if each stakeholder insists on maximising his own gain 

in the short term, it would only lead to a lose-lose situation in the long term. An 

effort in trying to correct the skew overnight may result in 'no correction' at all. 

Significant changes in the way broadcasting content is packaged and distributed 

currently can be initiated through the following measures:

Introduction of voluntary addressability, enabling the distributors to select 

their business model.

Tiering of channels: Distributors should offer multiple tiers of programming 

with the basic tier offering popular general entertainment and news channels 

like Star Plus, Zee, Sony, NDTV, CNN, BBC etc, along with FTA channels. The 

basic tier should be available to all consumers. Premium programming tiers 

containing sports, lifestyle and other niche segments can be made available 

in an addressable environment.

The existing players, viz

LCOs, MSOs and 

broadcasters need to look 

at partnering solutions for 

the last mile
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Government could cap the basic tier pricing till the market matures.  The 

state of effective competition can be established by the extent of consumer 

choice available.
While, within the price band, the pricing needs to be left to the broadcasters 

and market forces, the fundamental decision to include a channel in the FTA 

basic tier package could be mildly regulated, till the market matures. 

Viewership-based formula could be worked out and though such formulae are 

not foolproof, it could serve as a basic guideline to ensure that the average 

consumer is not deprived of popular content.

However, in the long run, there should be no ambiguity about the fact that better 

offering is linked to higher price; adequate consumer awareness campaigns may 

need to be undertaken by both the regulator and the broadcaster-distributors to 

ensure that pay revenues are eventually aligned with service. This situation, in a 

way, is akin to a toll road or an urban utility project, where privatisation of 

infrastructure eventually results in the user paying for a similar facility which he 

was hitherto enjoying for 'free'.

To ensure smooth implementation, government could consider mandatory 

licensing for cable operators. All registered cable operators should be given a 

reasonable deadline to switch over to such a licensing regime without any 

licensing fee. The licensing authority could be given powers to conduct surprise 

audits to establish the declared subscriber numbers and to invoke penal 

provisions, in case of any material discrepancy.

Split (for declared subscribers)

(LCO's gross revenues)

Split (for total revenues)

Number of subscribers 15001500

declared 1500375 25% 100%

undeclared 01125 75% 0%

Broadcasters 3575 50% 18%
LCO 14553 35% 76%
MSO 1022 15% 5%

Estimated tax loss 045000 45000

Subscription fee (INR/sub/month) 190150 40 27%

What the subscribers pay INR 285000225000 25%

Broadcaster revenues 5300028000 12% 16% 25000 89%

MSO revenues 150008000 4% 4% 7000 88%

LCO revenues 217000189000 84% 80% 28000 15%

Optimised Scenario Increase/monthCurrent Scenario

Source: Industry

Simulated revenue flow for a large LCO
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In the above simulation, it can be seen that 100 percent declaration can be 

brought about through a moderate increase in subscription rates, and an increase 

in inflows for all the players, resulting in a long term win-win:

Consumers’ outgo goes up by 27 percent. This is not a very high price to pay, 

considering that the same consumer was:

- Paying almost the same amount, in real terms (after factoring in inflation) 

around 10 years ago for only 4-5 channels;

- Bracing himself for a much higher increase in rates, if mandatory CAS 

were to be implemented.

Broadcasters' revenues will go up by almost 90 percent, significantly higher 

than what they can expect through organic growth in pay channel rates;

LCO revenues will increase by 15 percent and therefore they have the 

incentive to declare their subscriber base fully and simultaneously secure 

their long term sustainability. One time Amnesty Schemes and deadlines for 

disclosure can be worked out as a further carrot and stick measure.

MSOs revenues too will virtually double. 100 percent declaration will ensure 

that the consumer is now 'owned' by the MSO and this would throw open 

several possibilities of increasing ARPUs through value-added services and 

premium content, which can be pushed through more rapidly.

As can be seen, the biggest beneficiary would be the government, since the 

taxes that are not paid due to a lack of subscriber declaration can be brought back 

into the system. The funds thus garnered could be used to form a corpus for 

development and reforms in the distribution sector.

Broadcasters are beginning to recognise that audiences cannot be taken for 

granted. An increase in the number of channels, coupled with a surfeit of “me 

too” content on channels within the same niche has led to fragmentation in 

viewership patterns. Advertisers too, now, have the option of lower priced niche 

channels to reach a more focussed target group, and their advertising spend 

reflects this. 

An increasingly sophisticated Indian audience, now exposed to international fare,  

benchmarks television entertainment with the best when it comes to quality and 

treatment.  Capturing the mood of the viewer, sports and Hindi film channels have 

gained viewership, but have had to spend heavily in order to acquire prime 

properties. News channels registered a 100 percent increase in viewership over 

the last three years, as have English entertainment stations and channels for 

children. The success of quality programming in certain segments indicates the 

potential for entertainment channels to move up the content value chain.

!

!

!

!

Content

A 100%-declaration is 

possible, through only a 

moderate increase in rates, 

through partnering solutions
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The shifts in viewing patterns have put a high pressure on mainstream channels, 

necessitating them to revisit their content strategy to attract new audiences and 

to retain existing ones. 

Several big budget shows have been launched on Indian television in the recent 

past. The line-up included reality shows, professional dramas, game shows, 

interactive programmes, daily soaps and adult programming. These were high-

budget, high star-value programmes on which channels spent millions on 

development and promotion, not all of which proved successful and were 

subsequently pulled off air or thematically re-oriented. 

With an increase in cricket as well as non-cricket viewership, sports channel 

viewership has gone up manifold.  The boom was primarily on account of World 

Cup Cricket 2003, followed by India's tours of Australia and Pakistan in 2003-04. 

The popularity of Indian cricket has been rising rapidly, as can be seen from the 

price at which the television rights have been sold in the recent past. For 

instance, as opposed to a mere USD 10 million which the broadcast rights for 

World Cup in Australia-New Zealand (1992) garnered, the rights for the 2003 

World Cup in South Africa fetched around USD 85 million, an increase of 750 

percent in ten years. Compared to this, the Olympic rights have moved from USD 

350 million (Atlanta, 1984) to USD 1.5 billion (Athens, 2004), an increase of just 

over 300 percent in twenty years. 

In addition to cricket, viewership of Formula 1, tennis, soccer, hockey, basketball 

and baseball is also on the rise, helped to a great extent by the rise of Indian 

sportspersons like Narain Karthikeyan (Formula 1) and Sania Mirza (tennis) who 

have recently made it big in the international arena.  Sports channels are 

Sports channels

36
Focus 2010 : D reams to rea l i t y

Genrewise Viewership Share in 2004

News Channels

Sports Channels

Mass Entertainment

Hindi Film Channels

Infotainment / Kids

Regional Channels

English Entertainment

Music Channels

38

40

1342
8

5

Source: TAM Media Research

(In percentage)



proactively trying to attract the audience with a mix of sports, entertainment and 

amusement. Indian viewers currently have a choice of five sports channels. It is 

expected that the share of viewership of sports channels will be cyclical 

depending on the occurrences of popular sports properties in that year, with a 

continued heavy dependence on cricket.  

  

The news and business channel space grew from virtually nothing in 1995, to just 

over INR 2 billion in 2002 (comprising two dominant news channels, one major 

business channel and two international English news channels). Since then, this 

segment has grown further - currently, there are around 11 mainstream news 

channels and a slew of regional channels which together generate revenues of 

over INR 5 billion. Increased production values, introduction of tabloid news 

formats and entering into bouquets have helped this segment in attracting more 

eyeballs in the recent past. A few more news and current affairs channels are 

reportedly in the offing with large corporate houses planning forays into this 

segment.

The business channel space, originally an offshoot of the news channel space, 

hitherto dominated by CNBC, is believed to be the next growth driver, within the 

news and business space. Currently valued at INR 1 billion, this space is expected 

to grow at 40-50 percent over the next 2-3 years.

Close on the heels of news channels, the children's channel space is emerging as 

one of the fastest growth drivers. Children's channels currently garner INR 1.4 

billion in advertising revenues, while pay revenues too are expected to kick in, in a 

large way. Advertisers  of general products are increasingly getting interested in 

this space - apart from a growing market for children's  products, children are 

believed to exert a strong 'pester power', which influences buying decisions for a 

large range of consumer durable and non-durable products.  

Currently, there are around ten children's channels. International majors in 

children's broadcasting, Cartoon Network and Nickelodeon already have an 

established presence in India, while Disney has commenced operations recently. 

Established Indian broadcasters like Zee and content providers like UTV and 

Pentamedia have also entered this space over the last two years. The domestic 

players appear to be well-placed to exploit the current void in localised 

programming, which has empirically proven to be a strong driver in other mature 

television economies. The international channels too currently have a high degree 

of dubbed multi-lingual programming and are reportedly looking at including local 

programming in their offering as well. As a result of increased depth of 

News channels 

Children's channels
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programming, together with the expansion of the advertising space and the 

emergence of addressable distribution platforms facilitating pay television, the 

children's channel segment seems to have entered a period of sustained growth.

Regional channels have been jostling for viewership, in the face of increasing 

quality and variety of offering by mass channels, and the emerging popularity of 

niche channels. In West Bengal, Maharashtra and the four Southern states  

Andhra Pradesh, Karnataka, Kerala and Tamil Nadu, though, consumers have 

continued to establish a definite demand for regional content. However, this 

space is characterised by low ad rate realisations, low production budgets, “me 

too” programming and fierce competition between various channels.

The large regional variations necessitate the need for a more targeted and 

segmented approach for content, in an addressable scenario.

Regional channels
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Viewership of other genres such as English entertainment has risen by around 

two thirds over the previous year.  Currently, there are seven English 

entertainment and film channels that cater mostly to the urban households. 

English film channels enjoy the highest ads-to-viewership ratio, i.e. they command 

a relative premium on a proportionately lower viewership base, as opposed to 

mass channels. Regional channels, on the other hand, have the lowest ads-to-

viewership ratio.

The television software sector, which supplies programming content to 

broadcasters, is currently estimated at INR 28 billion. The increasing number of 

programmes on prime time, a swell in the number of hour long weekly 

programmes and enhanced consumer interest in niche content are considered to 

be driving growth. Further, the increased use of content libraries for export to 

both Indian and non-Indian viewers abroad have also led to growth in this sector.

While mainstream entertainment programming will continue to be the bulwark of 

Indian television, other genres such as news, sports, children and special 

interests (viz. religion, home, health, etc.) will form an increasingly important part 

of the software pie. 

It is important to note that despite the boom in the television sector and the 

spiralling demand for content, stand alone television production houses have not 

been able to grow their business, barring the market leader and a few others who 

have further consolidated their positions.  Going forward, it is believed that both 

broadcasters and content producers will begin to work out backward and forward 

integration models respectively with broadcasters developing a higher proportion 

of content in-house and more production houses getting into the broadcasting 

business.

Another growth area in the Indian television software industry will be adaptation 

of the existing content for digital and on other delivery platforms. Most of the 

Indian television software is generated on analog platforms, going digital only in 

the last phase of broadcasting. All content will first need to be converted to digital 

formats and then fine-tuned to suit the delivery needs of each individual format 

such as HDTV, IP-TV, etc.

The television industry is now ready to advance to the next stage of its evolution, 

grasp the opportunities presented by the digital age and completely change the 

home entertainment landscape. In the process, it is expected to continue its rapid 

growth and reach INR 371 billion by 2010. 

Content trends

The road ahead
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Over the next six years, television advertising spend is expected to grow at a little 

over 8 percent annually, to reach INR 78 billion in 2010. Such growth will be a 

function of an increase in number of advertisers and an increase in paid ad 

seconds.  

Going forward, digital distribution players like DTH, IP-TV are expected to emerge 

as new contenders for the total ad pie, as new revenue streams like (advertising 

on) Electronic Programming Guides (EPG) emerge. 

The total distribution revenues are expected to grow from the current INR 73 

billion to around INR 250 billion by 2010, of which the share of declared revenues 

will improve significantly from INR 19 billion (26 percent) to INR 134 billion (54 

percent). It will be driven more by the conversion of existing analog subscribers to 

addressable digital subscribers, rather than a plain vanilla increase in the 

declaration percentage, which will increase only from 25 percent to 30 percent in 

six years.

The increased addressability will significantly improve both the Pay television 

revenues to broadcasters and to organised distributors (MSOs, DTH operators,  

IP-TV operators etc.) which will emerge as a stronger, powerful community, as 

has been seen in evolved markets like the US.

Source: - KPMG Research
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Broadcasters' pay revenues will grow six-fold, from INR 13 billion to INR 82 billion, 

while organised distributors, currently at a fledgling INR 3 billion, will command a 

significant share of the television market with subscriber revenues of around

INR 41 billion. The LCO community, though growing at a lower compounded rate, 

too will benefit from increasing ARPUs, seeing their revenues growing from 

INR 58 billion currently to INR 126 billion.

Riding on a strong base and strong economic indicators, C&S connections are 

expected to grow at a CAGR of 10 percent over the next six years to reach 85 

million households. Content will be the key driver and demand for premium 

content will increase. Though the market is expected to be price sensitive, 

operators are likely to be able to charge significantly higher fees for premium and 

value-added content.

Anomalies like regional discrepancies in price will reduce and offerings will be 

uniformly priced across geographies and classes, which is not currently the case. 

The same consuming class currently pays the same price for consumer goods 

across geographies and it is anticipated that televised content would also 

eventually follow a similar trend.

ARPUs for analog cable are expected to grow moderately, and organic growth in 

this segment could eventually stagnate  since the consumers in both urban and 

rural areas are likely to shift to digital offerings at a particular price barrier, once 

such offerings become available.

The digital offerings are likely to be split into: 

Basic: These will be benchmarked at the analog cable prices of INR 125-150 

and the offerings will include the current FTA channels and the most popular 

general entertainment channels and few genre-specific channels like news, 

children, etc to complete the bouquet.

!

Source: KPMG Research
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! Premium: The mass entertainment, film, sports and other channels which 

have a significant consumer-pull in select consumer segments will be offered 

as the premium tier. Consumers are expected to pay around INR 500-700 

(inclusive of the basic channels mentioned above).  The channel's content 

combined with the operator's ability to bundle them attractively will 

determine the pace of conversion from analog to digital basic and from digital 

basic to digital premium subscribers.

Value-added services: These will include pay-per-view of new films, specific 

events like a major cricket match, interactive content like gaming, 

T-commerce etc. Channels may also strive to create a differentiated offering of the 

same content (e.g. ads-free telecast of cricket matches with a differentiated on-

ground coverage) at a higher price for this segment, which is the most price-

inelastic. The ARPUs for this segment could be around INR 900-1000.

Source: KPMG Research
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Total Households (HH)

TV HH

Connected HH

TV penetration

2004

205

91

48

44%

2005E

213

98

53

46%

2006E

221

105

58

48%

2007E

229

112

63

49%

2008E

237

119

70

50%

2009E

246

126

77

51%

2010E

254

134

85

52%

CAGR

3.6%

6.7%

9.9%

Connected HH to TV HH

Connected HH to total HH

53%

23%

54%

25%

55%

26%

57%

28%

59%

29%

61%

31%

63%

33%

(In million)



The digital subscriber off-take is expected to be more rapid in metros, while the 

roll-out will be slower in other cities, towns and rural areas.  The price wars with 

existing cable offerings will be more intense.

While DTH and digital cable will see a moderate subscriber off-take in smaller 

towns and even rural areas (where the state-owned Prasar Bharti's low-priced 

DTH offerings are expected to have a higher market share compared to that of 

private operators), IP-TV and broadband over copper will be restricted to the major 

cities, given the high per-line investment required.

In 2010, out of the estimated 85 million connected households (a household with 

C&S, DTH, IP-TV or any other form of connectivity other than terrestrial), digital 

platforms will have a market share of around 18 percent, or 13 million. There is a 

potential for this number to go up significantly, depending, inter alia, on the 

regulatory environment which will induce new players like established telecom 

operators to make the necessary investments.

In terms of offerings, it is expected that the majority of subscribers, irrespective 

of the platform they are on, will continue to opt for a basic package, which is self-

contained and fulfils the minimum infotainment requirement. 'Light viewers' (i.e. 

Less than 20 hours a week) form the bulk of television viewership and watch the 

maximum number of genres. The behaviour of this segment in the face of an 

onslaught of channels and competing platforms, and the ability of broadcasters 

and distributors to tap these eyeballs effectively through attractive packaging and 

pricing will have a direct bearing on the subscriber off-take. This, in turn, will 

determine how soon the basic subscriber, can move to the premium category.

Source: KPMG Research
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Conclusion

2004 was an eventful year for the industry. The industry saw a further 

strengthening of the C&S dominance and increasing reliance on subscription 

revenues. Persistent efforts by broadcasters enabled them to get higher 

disclosure rates. These superior disclosure rates coupled with higher subscription 

charges, post lifting of the price freeze that had been in force for around two 

years, increased the broadcaster revenues. It also helped the broadcast industry 

continue its progress from an advertisement dependant one to one with more 

balanced revenue streams. 

2005 could be a turning point in the industry's life cycle. The launch of DTH, DSL 

and IP-TV is expected to reshape the landscape of the industry, by introducing 

competition in the last-mile for the first-time. The forces unleashed by them will 

determine the future of the industry.

2005 could be the turning 

point for the industry’s life 

cycle
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Film 
Back to the future



India is the world's largest producer of films by volume - producing almost a 

thousand films annually. However, revenue-wise, it accounts for only 1 percent of 

global film industry revenues. Film and film-based entertainment together occupy  

a considerable part of the Indian consumer's mindshare. In terms of its sheer 

impact and visibility, film and film-based entertainment transcend well beyond 

what their 27 percent direct share of the Indian entertainment industry's 

revenues would indicate. Indian films, especially the mainstream Hindi film 

industry (or “Bollywood”) dominate segments like music and live entertainment 

as well as television, where popular films and film-based programmes attract the 

highest viewership along with cricket. 

Apart from the growing international success of Indian themed films like 

'Monsoon Wedding', 'Bend it like Beckham' and 'Bride and Prejudice' (which 

debuted at the top spot at the UK box office), global curiosity about Bollywood is 

on the rise - Bollywood has been featured in recent issues of 'National 

Geographic' and 'Time'. All these point to the fact that the Indian film industry is 

now reaching the sophistication that is required to cater to global audiences.

Although over ninety years old, the Indian film industry was accorded the status 

of an industry as recently as 2000. Consequently, it is only during the last five 

years that organised financing from banks, financial institutions, corporates and 

venture funds became possible. Earlier, it was almost solely reliant on private and 

largely individual financing at extremely high interest rates.

Over the last few years, there has been some change in the operating style of the 

industry.  Film financing from organised sources is on the rise: around 100 films 

availed of organised funding of INR 7 billion in 2004, compared to virtually nil  a 

few years ago. This number could be higher in the future if 

on the demand side, the industry responds pragmatically, by creating an 

environment conducive to organised funding; and 

on the supply side, more financiers from the organised sector enter the fray -  

spreading the risk for a single financier and deepening the market.

!

!

Film
Back to the future

Source: KPMG Research
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The seeds of corporatisation have been sown and early forms of vertical 

integration between content producers, distributors, exhibitors, broadcasters and 

music companies can be observed in the industry. The stakeholders, especially 

the new generation of producers, directors and performers, are now much more 

receptive to international best practices to redefine the way of doing business.  

Better discipline has resulted in a slow turnaround in the industry, which 

recovered from an unsuccessful 2002 to record better profitability in the last two 

years.

Integration and rightsizing of all functions across the value chain is expected to 

lead to a consolidation among the fragmented players in the industry. This would 

result in increased market power, better economies of scale (through sharing of 

common resources across different areas of the value chain) and initiatives to 

mitigate risks as against transferring risks on to the next player. This will lead to a 

more efficient film-making process, where relevant content will be developed, 

distributed and exhibited in a more synergistic manner and on a larger canvas. 

Aided by investments in technology (like networking the last-mile through digital 

distribution) and the right measure of governmental intervention, India could 

establish itself as an important global film-making hub outside of Hollywood.

E
v
o

lu
ti

o
n

 o
f 

th
e
 I

n
d

ia
n

 f
il
m

 i
n

d
u

st
ry

The film industry has entered a new phase of growth

Golden era for studios

Institutional
financing

Limited IPOs

Low
corporate

governance

High cost 
private

financing

Prabhat Studios

New Theatres
Bombay Talkies

J F Madan
monopoly

on
exhibition

Early
distribution
networks

Gradual rise of 
‘banners’

Dubious
channels of 

finance

Corporatisation

Integration of 
value chain

Venture capital, 
private equity

First wave of growth

Bonds,
insurances

Entry of MNCs

Second wave of growth

Individual 
film 

makers

1910 1920 1930 1940 1950 1960 1990s 2001 2004 2005 onwards

Source: KPMG Research

India can establish itself 

as an important global 

film-making hub 

46
Focus 2010 : D reams to rea l i t y



The changing paradigm

The opening up of new markets overseas, with viewership of Indian films 

spreading beyond the Indian diaspora into Asian, and eventually non-Asian 

audiences.

Nationwide distribution of well-made, big-budget regional films, some of 

which could cross over into countries like Japan and China.

Rising penetration of home video and greater demand for pay-per-view 

content with the advent of alternate delivery platforms like DTH and IP-TV.

Increased theatrical attendance consequent to

- right-sizing and upgradation of theatres and

- introduction of multiplexes to enhance the viewing experience

Reduced leakages and piracy, with greater investments in digital 

distribution technology and network for:

- eliminating/ reducing the time lag between releases in mainstream and 

other centres

- more effective monitoring and recording of revenues

The Indian film industry comprises of a cluster of regional film industries, like 

Hindi, Telugu, Tamil, Kannada, Malayalam, Bengali, etc. This makes it one of the 

most complex and fragmented national film industries in the world. These regional 

language films compete with each other in certain market segments and enjoy a 

virtual monopoly in certain others. The most popular among them is the Hindi film 

industry located in Mumbai, popularly referred to as “Bollywood”.

Out of the 200 Hindi films made in India each year, around 150 are made in 

Bollywood. These Bollywood films are released throughout India on both big and 

small screen formats, with several of them being screened overseas as well. 

Though there have been sporadic instances of regional films, enjoying a national 

release or even an overseas release, virtually all films having a national audience, 
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are made in Bollywood. It accounts for over 40 percent of the total revenues of the 

overall Indian film industry, which is currently estimated at INR 59 billion. It is 

estimated that only INR 50 billion finds its way to the industry coffers, with the 
1balance INR 9 billion being cornered by pirates . 

The major regional film industries are Tamil and Telugu, which together earn around 

INR 15 billion, followed by Malayalam, Bengali and Punjabi. The average cost of 

production of a regional film, in keeping with its limited market (compared to a 

Hindi film) and lower revenue potential, are only a fraction of that of a mainstream 

Bollywood film. With increased viewer exposure to a plethora of entertainment 

options on satellite television, the number of regional films produced annually has 

fallen from around 800, three years ago, to around 650 currently.  

However, in terms of discipline and cost control, the level of professionalism 

prevalent in certain regional film industries (like Tamil) is higher than that observed 

in Bollywood. For instance, the average time frame for completion of a relatively 

big-budget Tamil film is 4-9 months, as opposed to 15-18 months in Bollywood. 

Some key reasons for this are: 

Appropriate importance given to script development and pre-production, 

Leading actors working on limited number (usually one or two) of 

assignments at a time and 

Large scale of operations of studios giving them: 

- flexibility to amortise and spread costs and risks over a larger portfolio 

- greater degree of integration

Regional films
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English films

Arthouse films, short films and documentaries

 

Big budget Hollywood films are beginning to make a mark, with their dubbed 

versions making inroads into the semi-urban and rural markets. A recent case in 

point is 'Spiderman 2', which along with its dubbed version, grossed a whopping 

INR 342 million, higher than 'Murder' and 'Hum Tum' - two mainstream 

Bollywood hits of 2004. On a cumulative basis, box office collections of foreign 

films grew in both revenues and number of releases, from INR 1.5 billion from 60 

films in 2003 to INR 1.8 billion for 72 films in 2004.

Enthused by the international success of India-themed English films made in UK 

and US (like ‘Monsoon Wedding’, ‘Bend it like Beckham’, and ‘American Desi’), 

there is now a growing trend among younger film-makers to make English 

language films in India for the overseas viewers. Though the market share of such 

English language films made in India is still insignificant, both by volume as well 

as by revenues, there exists a niche audience for them, which is growing. 

Parallel film-makers like Satyajit Ray and Shyam Benegal have won plaudits 

internationally for adapting the neo-realistic style of film-making to an Indian 

milieu. Even in commercial Indian cinema, during the 50s and the 60s, film-

makers like Bimal Roy, Guru Dutt, V. Shantaram and Mehboob Khan made films 

with powerful social messages that were box office hits, successfully walking the 

tightrope between critical acclaim and commercial success. 

Gradually, from the 60s, a distinction started developing between the so-called 

'commercial' and 'art' films. The art film-makers could not compete at the box 

office due to the lack of commercial viability of the subjects they attempted. The 

mainstream films kept growing in terms of budgets and star cast. From the 70s 

onwards, there was a clear divide between commercial and art films.

In the last few years, the tide seems to have turned again with barriers between 

art and commercial films beginning to wither away. Noted art house film-makers 

like Shyam Benegal, Govind Nihalani and Ketan Mehta are foraying into big 

budget, star-studded films while commercial actors are increasing performing in 

art films. Such interaction between art and commercial film arenas is expected to 

bring about an overall improvement in the quality of content.

In addition, India also produces around 1300 short films, documentaries and non-

feature films, several of which have won critical acclaim and international awards. 

However, there has been no organised attempt at commercial exploitation of the 

non-feature genre. 

Interaction between art and 

commercial film arenas is 

expected to raise the quality 

of cinematic content 
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Emerging genres

Current revenue distribution

Till date, categories like tele-films and special-effects driven films, which drive film 

revenues internationally, were virtually absent in India. Efforts in producing tele-

films have been few and far between. However, with the advent of additional 

distribution platforms like DTH and IP-TV, this could become a considerable 

revenue-earner for the industry in the future, with established film producers, 

directors and actors helping in realising its potential. 

The recent success of films like ‘Koi Mil Gaya’ and ‘Bhoot’ and the domestic 

success of Hollywood films like ‘Spiderman-2’ and the Harry Potter movies 

indicates a growing taste for special-effects driven films in India. Indian visual 

effects houses have acquired the sophistication and skill-sets to handle the 

special effects requirements of Indian mainstream films, though they may still 

have some distance to travel before they bag any large Hollywood contracts. 

Increased 

demand coupled with a supply push (post-production and visual effects houses 

investing in films) could increase revenues from this genre. 

Sequels of very successful commercial films, another genre hitherto non-existent 

in India, are being attempted for the first time. It remains to be seen how 

effectively the new generation of film makers leverage these genres to generate 

revenues. 

The industry realises almost 70 percent of its total revenues (around 80 percent 

of legitimate revenues) of INR 59 billion from domestic and overseas theatre 

viewership, unlike in countries like the US which earn only 35 percent of revenues 

from theatre viewership while the remaining 65 percent is derived from other 

revenue sources such as DVD/ VHS/ cable, satellite, pay-per-view, etc.

Distribution of film revenues
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For a brief period which ended in around 2001-02, sales of music rights accounted 

for 20-30 percent of the cost of production for a major film, selling for as much as 

INR120-150 million. Such prices were not sustainable and consequently, the sale 

of music rights ceased to be a major source of financing of productions. Lately, 

however, producers have been able to extract high prices from television channels 

by selling the satellite rights of major films in advance. Established producers 

have also been able to tap in-films advertisements as another source of revenue, 

their clients mostly being consumer goods companies. 

With the deepening of the home video market, sale of DVD/ VCD rights have now 

emerged as a considerable source of revenue, though at present, such rights are 

mostly bundled along with overseas theatrical rights and sold at lump sum prices. 

Overseas income from sale of theatrical and home video rights have been 

increasing from INR 2 billion in 1998 to INR 4 billion in 2000 to INR 9 billion now, 

accounting for 16 percent of total revenues. 

With an overall reduction in costs, there is a potential for each of the revenue 

components to grow, albeit in varying degrees. 

Domestic theatrical revenues are estimated to grow at 17 percent, aided largely 

by multiplicity of ticket rates and higher occupancy due to rightsizing of screens 

from INR 34 billion to INR 86 billion in 2010. Satellite rights, including pay-per-view 

and broadband rights, could take off in 2007, when DTH, IP-TV and broadband 

cable networks are expected to be rolled out on a large scale. Satellite revenues 

are expected to grow at 22 percent from INR 5 billion to INR 17 billion in 2010. 

Growth in other income from in-film promotions and merchandising is anticipated 

to flatten out after the initial spurt, while growth in revenues from the sale of 

music rights could be minimal. The combined forces of digital technology and 

more stringent regulations should be able to reduce the menace of piracy, though 

in absolute terms, it may still continue to account for around INR 6 billion in 

revenues in 2010.

The current realisation on overseas theatrical and home video at retail value, i.e. 

the amount that the overseas end-consumer pays on Indian filmed entertainment 

is believed to be around USD 360 million  a significant 90-100 percent over the 

USD 190 million (INR 9 billion) at which these rights are sold. The end-user 

consumer revenues of USD 360 million are projected to grow at 13 percent 

annually to reach USD 750 million in six years (some optimistic projections put it 

at over USD 1 billion), while the realisation for the Indian IPR owners will be 

better, narrowing down the margin from 100 percent to around 40 percent by 

2010. Consequently, overseas theatrical and home video are expected to grow at 

22 percent annually from INR 9 billion to INR 30.5 billion in 2010. This would still 

Size and growth

Along with an overall 

reduction in costs, each of 

the revenue components 

can grow.
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be well below the true export potential of Indian content and the appropriate 

marketing focus, synergistic alliances and co-productions could push this number 

up significantly.

Overall, the industry is expected to grow annually at 16 percent to cross the INR 

100 billion mark by 2007, and reach INR 143 billion in 2010.

If the combined efforts of the various stakeholders and the government create 

the desired impact in terms of charting a structured roadmap for the future, this 

growth rate could even exceed 30 percent in the next 4-5 years. The later part of 

this section focusses on the need for such collaboration.

Though the growth prospects for the Indian film industry are quite strong, it is still 

performing below its underlying potential. It is a fact that India's per capita 

monthly spend on films is less than INR 4, which is extremely low for an 

entertainment-crazy country like ours.

Setting an industry agenda for accelerated growth
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Concerted efforts undertaken by the industry participants can launch the industry 

on an accelerated growth path, so that it can beat the forecasts. Some of the key 

drivers that can enable such accelerated growth could be: 

Corporatisation  

Developing economies of scale

Organised film financing

Value chain integration

Last mile consolidation in distribution and exhibition

Piracy and its control

Expanding the international market 

Outsourcing to India

Training and education and 

Government incentives.

In the 1990s, the Indian film industry was completely fragmented, with no 

individual entity - content producer, financier, distributor, exhibitor, music company 

and satellite broadcaster - commanding any considerable presence across the 

value chain. As a result, the revenue earning capacity of any given film became a 

function of the relative bargaining power of the concerned parties. Consequently, 

creative freedom and quality of content suffered. Risk mitigation, contracts and 

insurance were alien terms, while time and cost overruns were commonplace.

A corporatised approach to production implies and includes the following mix of 

initiatives or actions: 

Intelligent selection of scripts which factors in an understanding of consumer 

preferences and market trends

Project feasibility analysis for target audience preferences, box office results 

talent popularity and story viability in domestic and international markets

Active participation and consent of each activity head at the green-lighting 

stage

Investing in equipment, technology and management information systems to 

bring down costs and build in flexibility in shooting schedules

Control over production timelines, budgets and quality with periodic 

monitoring

Outsourcing non-critical functions to focus on the core aspects of film-

making

Introducing a profit sharing system thereby reducing initial risk on full upfront 

payment etc.
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In the last few years, the industry has taken a few steps towards corporatisation. 

However, it is currently in the first stage of corporatisation, without a clear 

delineation of creative and management functions. More often than not, the 

promoter/ CEO doubles up as the chief creative person, getting involved in every 

stage from script selection to casting, while creative people also function as 

operational managers. 

In the industry, there are six or seven large production houses which have built a 

formidable track record and capabilities over the years and possess rich 

experience in managing practically all the elements of the value chain. This 

experience enables them to operate with greater efficiency compared to the rest 

of the industry. In a way, they have also corporatised themselves.

Corporatisation can greatly aid this industry in the following ways: 

Imposing transparency and discipline in the film-making process

Higher emphasis on scripting, planning and documentation

Very high focus on cost-control 

Developing an institutional memory of best practices

In these ways, it could help make the film-production process much more 

efficient.

The Indian film industry is far behind Hollywood in terms of its efficiency in the 

myriad aspects of film production, as illustrated below.
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Reduced costs expanded revenue streams  and  go towards reducing 
return volatility and project risk substantially
  

Resulting in favourably altering the risk reward profile by 20-25%
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While the Indian film industry has advanced to a significant extent in controlling 

direct costs, the below-the-line costs are rather poorly managed. This affects the 

film's budget adversely through time and cost over-runs. Scripting and 

development is another vital part of film production that is largely neglected in 

India. Contracts and documentation and merchandising are a few other elements 

of film-making where India lags far behind Hollywood. On a brighter note, India 

has made some basic progress in pre-production and product marketing, in recent 

times. 

Corporatisation, with its accompanying emphasis on transparency, accountability 

and consolidation in the various elements of film-making and distribution, can 

bring about an overall improvement in enhancing the profitability of the sector.

The film producers will have to change their mantra from 'make the costliest film 

of the year' to 'make a portfolio of cost-effective films in a year'. They will have to 

blend films of different genres and budget segments aimed at different markets 

and different audiences to dissipate their risk profile. It is estimated that the 

producers can reduce their costs by 10-12 percent by: 

owning studio infrastructure and equipment

signing long-term contracts with creative  talent

signing multiple contracts with distributors and exhibitors. 

They can also raise their revenues by signing long-term contracts with distributors 

and exhibitors. This will enable them to get a higher share of the domestic 

theatrical revenues and also help in plugging leakages. On a simple estimate, a 10 

percent reduction in costs in the medium term, coupled with a 15 percent 

increase in revenues can more than double the industry profits. It is expected that 

the combination of key drivers at play could bring the industry closer to its optimal 

level of profit generation in the near future.

Portfolio approach: a simulation

Developing economies of scale
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Source: KPMG Research
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It is estimated that by developing a portfolio of films, it is possible to shave 10 

percent off the artist's costs, reducing it from 30 percent to around 27 percent of 

the overall filming cost. The distribution costs (print and publicity) can be cut by 

approximately 14 percent, reducing it to 19 percent of the overall cost. The 

production expenses can also be similarly reduced to 30 percent of the overall 

filming costs, from 35 percent, while a higher budget could be allocated for pre-

production. 

In all, it is estimated that corporatisation and economies of scale slash film 

production costs by over 10 percent. Side by side, it is also expected to increase 

revenues by 14 percent, by raising domestic theatrical revenues by 9 percent and 

plugging leakages of 5 percent. This can significantly improve the risk-reward ratio 

by almost 25 percent. Even at the current revenue numbers, cost reduction 

undertaken in this manner could lead to a complete turnaround in the risk 

perception of the industry, by improving the risk-reward ratio.

By creating a portfolio of films in various genres and stages of production and the 

attendant cost-amortising and revenue-enhancing methods, the returns could go 

up to even 40 percent. 

Till 2000, films were mostly financed through private sources, since commercial 

lending agencies considered the industry to be a risky and low-priority sector. The 

two major sources for finance were: 

Distributors and music companies, who would pay advances to established 

film-makers and films with reputed star casts to acquire the theatrical/ music 

rights. 

High-net worth individuals

Due to the unorganised nature of this funding and its perceived riskiness, the 

interest rates charged were usurious.

Curiously, despite several downturns and the apparent riskiness, private financing 

continued unabated, even during lean periods. For instance, even in 2002, annus 

horribilis for the industry, fresh capital continued to enter. This indicates that the 

industry was able to generate sufficient returns, despite the high financing cost. 

This also implies that it is quite likely that in the absence of proper accounting and 

reliable data on costing, coupled with the continuous game of one-upmanship 

among large producers/distributors (prompting them to make exaggerated 

statements about their expenditure), the costs of production may have been 

grossly overstated in the past. In other words, it is possible that the bottom-line 

for the industry may actually have been much healthier over the last few years 

than what it was believed to be.

Organised film financing

!

!
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The availability of organised financing from commercial banks and lending 

institutions, primarily IDBI, triggered the entry of private equity funds and large 

corporate houses in this space. It is believed that the general experience of the 

organised sector has been satisfactory, which should lead to the entry of more 

players in the near future. 

Organised funding has significantly reduced the average financing cost in this 

sector. However, institutional lending rates are still high compared to other 

sectors, since film financing is perceived to be riskier. Limited or non-recourse 

financing, akin to project financing, is not common. It is believed that institutional 

financing could bring in stipulations like completion bonds, insurance, well-defined 

contracts, etc. The production houses' willingness to accept these conditions will 

determine the comfort level of the financiers. Once financiers earn reasonable 

returns for a sustained period, the risk-perception could change. Then one may 

even see sophisticated financial structures like securitisation, credit enhanced 

bonds, etc being introduced into the market.

In the existing model of funding, financing is done on a project-wise basis. The 

bank finances upto 50 percent of the cost of a project and retains the negative 

rights as collateral. The producer brings in the rest of the money from his own 

sources. The bank also insists on a completion guarantee from the producer and 

insurance against delay.

In the emerging financing structure, credit enhancers like evaluation by a rating 

agency and specialised guarantee funds are used to mitigate the risks to the 

financing agency. These enhancers help the bank take a larger share of the risk, 

say upto 70 percent of the project budget. The interest rates for such finance 

could be lower because the risk to the bank is reduced significantly.

Bank Producer
Guarantee / Collateral

Corporatised financing structures - First generation (existing)
Full recourse

Equity 50% +Loan up
to 50%

1. Negative rights

2. Completion guarantee

3. Insurance

Film
Project

Source: KPMG Research

Institutional lending rates 

are high compared to other 

sectors, since film financing

is perceived to be riskier
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In the futuristic scenario of funding films, the financing will not be project specific, 

rather a working capital loan could be given to the integrated entity which owns 

the entire value chain. It will be securitised using the exhibition receivables. Such 

a scenario will allow the bank to spread its risk across a portfolio of projects of the 

film production company.

Corporatised financing structures - Second generation (evolving)
Limited recourse financing (illustrative)

Interest

Loan guarantee
(say 50% of the

bank loan)

Understand
risks,

does detailed
appraisal

Takes a non-
fund exposure

Film
production
company

Film
project

Rating
agency

Equity 30% +

Loan upto 70%

Specialized
guarantee fundsBank

Credit enhancers

Corporatised financing structures - Third generation (futuristic)
Receivables based financing (illustrative)

Film library

Home
video Television

Receivables securitisation

Exhibition

Digital distribution, last
mile integration  higher
transparencies 

and
could allow

for direct securitisation of
exhibition receivables

Music

Bank

Working capital

Film production company Film project

Complete cash entrapment

Source: KPMG Research

Source: KPMG Research
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With cheaper sources of financing becoming available from legitimate sources 

and the industry becoming more disciplined, the quantum of unorganised 

financing is expected to shrink. In an increasingly professional environment, 

unviable products with weak scripts could find it difficult to garner funding. 

Consequently, the average number of films produced annually in India is expected 

to be reduce to around 600 over the next five years, while the average cost of 

production per film will increase. This will include an increased spend on script 

development, pre-production, visual effects and marketing. 

The percentage of films produced through organised funding in the industry is 

expected to grow. Though corporate and institutional funding is currently limited 

largely to Bollywood films, it may not be long before regional films begin to qualify 

for such financing.
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Around 30 percent of the films generate 90 percent of the industry revenues. This 

is not surprising considering that out of around 150 mainstream films produced 

annually, 40-50 percent would not be considered financially viable in a 

corporatised environment. These laggards include 

Very low budget (Category D) films with weak scripts, completely unknown 

cast and inexperienced producers and directors 

Certain category AA (super budget) films that suffer due to cost overruns and 

a higher risk quotient and 

Several B Grade (mid-budget) films that suffer due to a serious mismatch 

between the products' cost and revenue potential. 

In an increasingly corporatised environment, films that are motivated more by 

passion than commerce are unlikely to get past the approval stage, unless there 

is a very strong justification for financing such products. 

In order to better understand the risk return profile of mainstream (Bollywood 

used as a proxy) films, we have classified films from 2003 and 2004 into the 

following four categories based on cost, production value, artists and technicians, 

and content.

Gross collections include domestic and overseas theatrical receipts, domestic and 

overseas satellite and video rights, music rights and in-film advertising and 

merchandising revenues.

 films are typically ‘big banner’ films. These films have a strong star 

cast, high level of technological sophistication and typically, socially acceptable 

themes. The key factor in an AA category film is that the producer and the director 

have a very strong track record and have the ability and the experience to 

complete the film on time. Category 'AA' costs are assumed to range from INR 

150 to 300 million. Apart from domestic theatrical and other revenues, these films 

have an overseas potential as well, depending on the presence of certain lead 

actors. 

 films have costs that are assumed to range from INR 80-150 million. 

The costs cover variables like type of shoot, locations, number of shifts, the type 

of agreements with artists, post-production costs, capitalised interest, and so on. 

At the same time, they enjoy multiple cash flows on the sale of satellite rights, 

music rights, cable rights, internet rights and sponsorships. Generally, these films 

recover their costs in the first four weeks after release, unless they have been 

!

!

!

Category AA

Category A

Have mid-budget films eroded overall industry profitability?

Lowest Cost (INR) Highest Cost (INR)

150,000,000
80,000,000
30,000,000
10,000,000 30,000,000

80,000,000
150,000,000
300,000,000

Categories

AA
A
B
C

In an increasingly 

corporatised environment, 

films that are motivated 

more by passion than 

commerce are unlikely to 

get past the approval stage 
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made at a disproportionately  high cost.

 films are typically made by relatively financially weaker producers. In 

many cases, the completion of the film gets delayed due to the lack of last-mile 

finance. The producer also does not have his own sources of finance and usually 

taps the market for funds. Sometimes, the directors of these films have a 

mediocre track record with negligible past box office success to their credit. The 

star cast here may not be top grade and may include actors who have 

not been completely accepted by the mainstream audience. Often, these films 

are not completed due to lack of funds. Their costs are assumed to range from 

INR 30-80 million.

 films comprise of a heterogeneous mix of low budget, high quality 

content films at one end with a high profit potential, to still-born projects 

characterised by a lack of quality, content, and good artists fashioned on run-of-

the-mill subjects, espousing mediocre music and virtually no market. Their costs 

are assumed to be between INR 10-30 million. 

 films, which comprise of virtual non-starters in terms of finance, 

content, and technical quality, have not been included in the sample examined 

due to their inability to get past the approval stage in a more corporatised 

environment.

The overall sample consisted of over 150 films released in the years 2003 and 

2004

It should be noted that the above analysis is indicative and not comprehensive.  It 

is intended to serve just as an illustration. It is nevertheless observed that B and 

AA category films have proved to be relatively more risky investments for 

production houses, followed by A and C category which show lesser variation in 

their respective returns. B category films also perform poorly in their overall 

returns ranking, followed by AA and A category films that share the same return 

characteristics, with category C films finishing on top once again. The combined 

ranking for both the years shows that category A and C films are better 

investment prospects in terms of the balance between their risk-return 

Category B

Category C

Category D

Ranking films by risk and return

AA
A
B
C

Rank by returns Rank by risk

2
2
3
1 1

4
2
3

Categories Combined rank

1
3
1
2
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characteristics, followed by category AA (super budget) films and, finally, category 

B (mid budget) films which appear to be the riskiest. 

Significantly, category B films represent an average of 40 percent of the 

Bollywood film industry's investments, compared to only 16.5 percent 

investments in category C and 26 percent in category A films. Thus, the 

performance of the overall film industry could be largely affected by 

overinvestment in unprofitable segments like category B and under investment in 

profitable segments like categories A and C. 

This is not to imply that mid-budget films should not be produced or financed; 

however, it is imperative that the risks with respect to such films are well 

mitigated, costs and schedules adhered to and a proper assessment of the 

content and the creative team carried out at the developmental stage before any 

financing decisions are taken.

By strategically investing in a 

balanced portfolio, film companies and production houses can increase their 

overall returns considerably, while reducing their overall risk. 

62
Focus 2010 : D reams to rea l i t y



Value chain integration

The production phase

A comparison of the stages of film production in the Indian film industry (using 

Bollywood as a proxy) with that of Hollywood reveals that the Indian film industry 

tends to ignore the most important stage of production - the development stage. 

During the development stage, typically, the story is developed from a concept or 

an idea into a complete script with a provisional screenplay. The commercial 

viability of a creative concept is evaluated carefully by way of market 

segmentation, market research and use of sophisticated revenue forecasting 

models. In Hollywood, on an average, this stage takes anywhere between 2-4 

years and only 20 percent of the stories developed at this stage move on to the 

next stage of pre-production. 

Source: Film Production Management, Baston Cleve 

In Hollywood, the studio is an integrated entity that oversees all aspects of the 

value chain (from production to distribution and at times, even exhibition) and 

hence has an incentive to make sure that the product is marketable right from the 

conceptual stage, since there are not many opportunities for risk transfer within 

the value chain. In the Indian context, due to the unorganised and fragmented 

nature of the film industry, the tendency is to transfer the risk to the next link in 

the value chain rather than to manage the overall risk effectively. The lack of 

allocation of time and budget towards script development and market research 

clearly manifests itself in the relative unprofitability of the industry in India, 

despite its increasing revenues every year.

The film production process

Conception of idea Screenplay
breakdown

Shooting schedule

Location scouting

Budgeting

Casting and unions

Equipment rentals

Permits, etc.

Development of idea

Market research

Obtaining rights

Signing tentative
cast, crew

Raising capital

Principal photography

Blocking

Lighting

Final rehearsals

Shooting

Editing

Sound effects

Music production

Special effects

Mixing

Development Pre-production Production Post-production

The general tendency is to 

transfer the risk to the next 

link in the value chain 
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Bollywood spends significantly more time in the production stage compared to 

Hollywood. Some possible reasons are:  

Cost overruns due to inadequate planning in the development stage itself and 

Lack of smooth funding during various stages of production (especially in the 

case of mid and low budget films) 

In the post-production stage, too, Bollywood tends to spend relatively lesser time 

compared to its US counterparts. Some probable causes are: 

Unavailability of funding (due to the film being over-budget at the production 

stage itself) 

Lack of importance given to post production

Haste in releasing the film in order to recover the money.

Another important difference between Bollywood and Hollywood is that the latter 

attaches considerable significant attention and funds to marketing of films. In 

India, however, it is the distributors who virtually carry the entire burden of 

marketing the film. This leads to the following problems: 

Distributors often go through a working capital crunch due to the failure of 

one film, leading to insufficient availability of funds for marketing the next. 

Each distributor uses his discretion in marketing a film. This can lead to the 

promotional effort conveying a message completely different from what the 

producer intended. 

This may be another area where the cost distribution and resource allocation 

structure of Indian films can be made more efficient. 
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Time allocated to various stages of production
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Last-mile consolidation in distribution and exhibition

The multiplex revolution

!

!

!

!

!

With around 12,900 active screens (down from 13,000 in 1990), out of which over 

95 percent are standalone, single screens, India's screen density is very low. In 

contrast, China, which produces far less films than India, has 65,000 screens, 

while US has 36,000.  With many more avenues of entertainment available to the 

youth (an important target population), it is imperative to create an enhanced 

theatre viewing experience. 

The conversion of standalone, poorly maintained single-screen theatres to 

sophisticated multi screen theatres, in addition to the new multiplexes within or 

around shopping malls and family entertainment centres, is an emerging trend in 

urban India today.  Multiplexes, though a recent urban phenomenon, have shown 

the way forward in increasing domestic theatrical revenues. The reasons for their 

success are: -

They enjoy an average of 50-60 percent occupancy per screen as opposed to 

30-35 percent of standalone theatres,

The customer is willing to pay more for the enhanced viewing experience, 

The government has accorded various tax rebates for multiplexes,

States like Maharashtra and Delhi have permitted dynamic ticket pricing, 

allowing them to change ticket prices according to demand and supply.

They increase footfalls in shopping malls by 40-50 percent. As a result, 

several major malls have multiplexes in or near them. The present retail boom 

has led to a significant rise in the number of multiplexes.

India is under-screened
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The advent of multiplex chains is expected to usher in a new era of film exhibition, 

apart from just an enhanced viewing experience. Some of the expected changes are:

Dedicated marketing teams to leverage state-of-the-art technology to address 

the programming needs of exhibitors

Marketing team to work out content-to-customer matches on the basis of 

consumer surveys and other metrics. 

Developing synergistic marketing strategies in conjunction with content 

producers, broadcasters, music companies, etc. 

Offering better terms to producers based on

- Presence across multiple locations 

- Significantly higher transparency 

- The strength of their balance sheet

These activities of the multiplexes could to lead to a possible shakeout and 

consolidation among the standalone theatres.

Currently, theatrical rights for films are bid out to distributors on a per-territory 

basis, against minimum guarantees. Distributors in turn work out flat fee, lease 

rental and/or revenue sharing arrangements with exhibitors. However, this model 

!

!

!

!

Changing distribution model

Increasingly innovative promos for Hollywood films and alliances that now
involve a wide spectrum of players - multiplexes, television channels, internet 
portals, cellular operators, hotels, cafes and consumers goods - are expected to 
percolate to Indian film releases as well.

Multiplexes are ushering in 

a new era in exhibition of 

films
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is highly unstable and is not expected to survive in the long term because of the 

following: 

Established producers command very high minimum guarantees, leading to 

disproportionate risk-reward sharing if the film is not successful. 

The distribution model of the future could become an infrastructure play, run 

by utility providers.  

There is lack of reliable information on theatre collection, due to the 

fragmented last-mile, which perpetrates under-reporting.  

Many screens/ theatres are expected to be wired up, with the entry of utility 

companies in the distribution sector. 

A spiralling demand for content, a considerable portion of which is expected 

to be film content, is expected to be sparked off by the digital home 

revolution (discussed in detail in the Television section of this report). 

In the future, the industry could see alliances between producers and exhibitors 

on the one hand, and broadcasters and utility players on the other. Traditional 

distributors could increasingly seek to re-invent their business model by gaining 

control over the last mile in select theatres and seeking to enhance the theatrical 

value proposition by investing in theatre upgrades and multiplexes.

Aggregation of different parts of the value chain can eventually lead to greater 

revenue capture and enhanced bottomlines.

!

!

!

!

!

 

Revenue to producer 

Incremental revenue 38

Incremental revenue 88
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Revenue aggregation for an integrated film producer

Source: Industry
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Piracy and its control

Expanding the international market

!

!

!

Initiatives to reduce piracy in the years to come, either due to digital encoding 

mechanisms or better enforcement of the law, can also lead to an increase in 

domestic theatre viewership revenues. In the US, a typical theatrical window 

spans six months, where collection amounts to 25 percent of the total gross. In 

India typically 70 percent is collected over three months, after which piracy 

catches up and virtually nullifies any further theatre revenue potential. There are a 

large number of video rental shops across the country, many of which thrive on 

pirated videos. It is difficult to estimate the combined revenues of these rental 

shops but the impact it has on eroding theatrical revenues is significant. Issues 

relating to piracy have been discussed in detail later in this report.

While the initiatives mentioned above can expand the domestic market, a better 

exploitation of Indian products in other markets can provide another avenue of 

growth. These markets include:

The Indian diaspora

Neighbouring markets like Pakistan, Sri Lanka and Bangladesh which are now 

opening up,

Non-traditional / new markets like Greece and the CIS countries, where 

Indian films were extremely popular 30-40 years ago, through sub-titled or 

dubbed content.
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The global progress of Indian films
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The Indian diaspora is estimated to be 20 million strong and growing. The 

combined wealth of the global Indian diaspora is an estimated USD 300 billion.  

Apart from being a community binder for Indians across the world, Indian films in 

the past few years have contributed in a significant way in promoting culture and 

tourism.

Over the last ten years, overseas theatrical revenues have grown continuously 

and are now a major influence in determining the way mainstream films are 

made. More Indian films are now distributed and released in mainstream 

international theatres, owing to the growing demand from the Indian diaspora. 

Most of these revenues accrue from US, UK and Canada owing to their high 

concentration in these countries.  

However, the success of mainstream films overseas seems to be driven by the 

popularity of a few leading performers. To earn sustainable export revenues, it is 

imperative that this success extends beyond a few blockbusters to a wider 

portfolio. It is now a challenge for mainstream producers to create content that is 

universal enough to cater to the Indian abroad and to the man in rural India, while 

being technically comparable to a Hollywood film, in order to woo the discerning 

audience.

Another key area of market expansion from an international perspective, is the 

export of Indian films to foreign audiences, both to culturally similar countries 

(e.g. Pakistan, Bangladesh, Sri Lanka, etc.), as well as to countries where cultural 

barriers are considerable. Currently, the non-Indian viewers of Indian films are 

largely restricted to Asian expatriates, as opposed to say Americans or 

Europeans. 

Looking beyond the Diaspora

The Indian diaspora
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Pakistan, for example, has a 155 million strong population that has a keen interest 

in Bollywood films. Similarly, countries like Bangladesh (136 million strong Bengali 

speaking population), Sri Lanka (3.5 million Tamils), Malaysia (1.5 million Tamil 

speakers), Singapore, UAE, and Fiji also have good potential for different regional 

Indian films, as has been proven by the popularity of Indian regional television 

channels in these countries. 

Most foreign distributors have a limited understanding of Bollywood's 

international potential. Therefore, it is difficult for them to commit considerable 

investments in marketing the same. Also, there are not many existing overseas 

distributors of Indian films. Going forward, it is important that Indian film 

producers get into distribution tie-ups with global majors to enable mainstream 

releases of their films, as opposed to releases only in India-centric theatres as 

was the practice previously. These alliances can also be facilitated by marketing 

agents. Internationally, most independent producers do not have relationships 

with distributors across countries. So, the representatives or agents form the 

critical bridge between the (independent) producer and distributor. It is important 

for Indian producers to tie-up with agents who have the right relationships with 

major distributors along with an understanding of different markets and theatrical 

revenue streams. Similar alliances and a more focussed approach to distribution 

and marketing of DVDs, VCDs, etc. Are required to tap the potential of the 

overseas home video segment. 

In general, a more comprehensive and concerted distribution effort is the key to 

maximising the revenue potential of Indian films from international audiences.

Agents and marketingIt is important for Indian 

producers to tie-up with 

agents who have the right 

relationships and an 

understanding of different 

markets
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A Possible Segmentation of Markets

The Bollywood  (Hindi) 
Regional Film

The Bollywood Urban 
Film a la “Jhankar 
Beats”, “Dil Chahta Hai”, etc.

The English Regional Film
a la English August

(can include Indian 
Diaspora and Joint 
Ventures made for the 
Indian market)

The Tamil Regional Film

The Bengali Regional Film

The Punjabi Regional Film

The Telugu Regional Film 

Indian Diaspora and 
Joint Ventures a la 
“Elizabeth”, “Bend it 
Like Beckham”, 
“Monsoon Wedding”

Other Regional Industries 

Domestic regions within India where the films 
have to be dubbed or sub-titled.

Countries where the films have to be dubbed 
or sub-titled (Pakistan, Sri Lanka, Bangladesh, 
Singapore, Malaysia, Fiji, UAE, etc.) + Russian, 
French, Spanish, Arabic, etc.

Countries where the films have to be dubbed 
or sub-titled (Pakistan, Sri Lanka, Bangladesh, 
Singapore, Malaysia, Fiji, UAE, etc.) and   
Russian, French, Spanish, Arabic, etc.

Countries where the films have to be dubbed 
or sub-titled. (all English speaking countries of 
the world  huge tertiary audience)

Domestic regions within India where the films 
have to be dubbed or sub-titled

Countries where the films have to be dubbed 
or sub-titled Eg, Japan for films starring the 
leading Tamil film actor Rajnikanth. 

Domestic regions within India where the films 
have to be dubbed or sub-titled

Countries where the films have to be dubbed 
or sub-titled

Domestic regions within India where the films 
have to be dubbed or sub-titled

Countries where the films have to be dubbed 
or sub-titled

Domestic regions within India where the films 
have to be dubbed or sub-titled

Countries where the films have to be dubbed 
or sub-titled

Domestic regions within India where the films 
have to be dubbed or sub-titled

Countries where the films have to be dubbed 
or sub-titled

Countries where the films have to be dubbed 
or sub-titled

Primary Market Secondary Market Tertiary Market

60 percent of the 
population in India.

Urban City population 

Metro and Multiplex 
Phenomenon

Cine-going urban English 
Speaking Indian population 
(around 1.50 percent)

11 percent of the 
population in India.

2.50 percent of the 
population in India.

Punjabi Speaking 
Population in India

10.50 percent of the 
population in India.

Global (where the 
language of the film is the 
first language of the 
country)

Malayalam (3.90 percent), 
Kannada (4.40 percent), 
Marathi (1.80 percent), 
Gujarati (1.20), Oriya 
(1.0 percent)

Hindi speaking Indian 
Diaspora  20 million 
strong. 

Pakistan  155 million  
8 percent Urdu speaking. 

Indian Diaspora in Pakistan.

Indian Diaspora and 
other countries like 
Pakistan, etc. 

English speaking Indian 
Diaspora. 

English Speaking Pakistan, 
Bangladesh, Sri Lanka 
etc population and 
Indian Diaspora in 
these countries  

Tamil speaking Indian 
Diaspora
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These markets experience a strong overlap in the primary markets, relatively 

lower overlap in the secondary markets and practically no overlap in the 

tertiary market (where the market becomes more heterogeneous with 

different countries).

Audiences would tend to see these films in the theatrical release “window” 

more in the primary market than in the secondary market (relative to the 

primary market) and least in the tertiary markets (consisting mainly of 

satellite, cable and DVD/ video viewing)
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Can the Indian film industry become a global powerhouse?

Wooing the international viewer

India is one of the few markets globally where Hollywood has not been able to 

dominate.  Hollywood only has a 4 percent market share in India, arguably the 

lowest amongst all other exporting countries.  

The Indian film industry boasts of a repertoire of 67,000 plus feature films and a 

few thousand documentaries made over the years in 30 different languages and 

dialects. This kind of body of content is only second to the US and the UK and 

therefore, can be a considerable source of export revenue due to its potential of 

distribution via multiple formats globally.

In contrast, most countries that had vibrant film-making industries earlier have 

seen a decline in their domestic production due to the local dominance of 

Hollywood films coupled with lack of competent local language content. Even 

countries like France, UK and China have felt the need to institute state initiatives 

and control mechanisms like limiting the exhibition of foreign films to help their 

local film industries compete with Hollywood. 

Since these countries are not producing significant content locally, they could be 

looked at as an attractive alternative market for all types of dubbed and sub-titled 

Indian films. This provides the Indian industry with a new opportunity to exploit in 

the international film landscape. CIS countries and the Middle East are the most 

appealing markets for India within this niche segment.

Penetrating these markets, however, will require significant upgradation in many 

aspects of production, like the quality of subtitles, dubbing, production values, 

universality of content, the ability to tell a story keeping  an international audience 

in mind and, most importantly, the ability to handle a large canvas. It is not 

surprising, therefore, that internationally successful films based on Indian themes 

have been made by celebrated non-Indian directors, like James Ivory (several 

Global box office revenues
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Merchant-Ivory) films, Richard Attenborough (’Gandhi’), David Lean (’Passage to 

India’) and Roland Joffe (’City of Joy’), or by Indian expatriates like Shekhar Kapur 

and Mira Nair who are familiar with the pulse of the western audience.

New generation Indian directors are becoming increasingly aware of the fact that 

a different kind of story telling style and skill is required for an international 

audience; this is an encouraging development.

Some of Hollywood's greatest directors and producers have originally hailed from 

non-English speaking nations, for instance Fred Zinnemann, Milos Forman, Billy 

Wilder, Roman Polanski and Elia Kazan. This confirms the fact that individual talent 

and story-telling ability is not constrained by geographies - capable film-makers 

will always find their way through to appreciative audiences. With Indian films 

becoming more sophisticated and its talent gaining global recognition, new 

opportunities for collaboration between the two industries are constantly 

evolving. For example, Indian directors like Shekhar Kapur (’Elizabeth’), Gurinder 

Chadha (’Bride and Prejudice’) and Mira Nair (’Vanity Fair’) are reinforcing their 

credentials in English film-making.

Apart from these individual forays, Hollywood is increasingly importing talent and 

concepts generated by Indian film industry. Recent examples are A.R.Rahman's 

collaboration with Andrew Lloyd Webber in ‘Bombay Dreams’ and ‘Moulin Rouge’ 

which featured a popular Bollywood film song.  International assignments being 

bagged by actors like Om Puri, Nasiruddin Shah, Aishwarya Rai, etc are on the rise. 

The globalisation of the Indian film industry has started - with many more actors, 

directors, producers, composers and technicians getting new opportunities  

creating a greater visibility and acceptability for Brand India.

The next considerable step in the interaction between the Indian film industry and 

the world could be co-production, with established Indian film-makers 

collaborating with international majors to create global products.

Elsewhere in the region, involvement by major studios in local film-making and 

distribution has brought about a completely new dimension to the end-product. 

Columbia produced the landmark crossover film ‘Crouching Tiger, Hidden 

Dragon’ (which reportedly grossed an estimated USD 140 million at the box 

office worldwide) and few other Hong Kong based films, while Warner Bros has 

started distributing films produced in the Philippines. The Miramax-produced 

Chinese film, ‘Hero’ opened to a USD 18 million collection in August 2004, 

surpassing 

any other Hollywood film that week and reportedly ended with well over USD 100 

Cross pollination of talent and resources

Co-productions and collaborations
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million in box office receipts. 

Korea's ‘Taegukgi’ has done brisk business in US and Japan. Film exports from 

Korea were negligible till 1997 and have increased manifold to USD 37 million in 

the first half of 2004. It is important to note how a focussed approach and thrust 

on marketing helped Korea achieve such a significant growth in exports in the last 

4-5 years.

Indian history, mythology and literature too have their fair repertoire of compelling 

stories that can be adapted for a global audience.  For instance, an epic like 

'Mahabharata' can be recreated on the screen with the same grandeur as 'Troy', 

or the story of Hanuman, can be retold with the same technical finesse as 

'Spiderman'.  Increased collaborations can permit the scaling up of budgets and 

technical capabilities that are necessary to create such magnum opuses on a 

global scale.  

English remakes of interesting Indian films can be another potential option for 

such collaboration. At least one such initiative is reported to be underway already 

(Mira Nair's proposed remake of the successful Bollywood film 'Munnabhai 

MBBS' in English).Remaking films in a different language and setting is quite a 

successful and well-established model globally.  'The Ring', a recent Hollywood 

remake of the Japanese horror film 'Ringu' grossed around  USD 130 million in 

the box office. 

Apart from monetising the direct potential of Indian filmed content globally, there 

are several applications where India, due to its inherent cost advantage, can 

emerge as a major competitor to other countries as a preferred outsourced 

destination for films. Some of these are:-

The convergence of computer technology with film-making technology is 

revolutionising the way films are made. Digital content is an integral part in 

Hollywood films such as 'Matrix', 'Twister', and 'Jurassic Park'.  Given the fact 

that India has a talent pool of world-class software professionals which is available 

at much lower cost compared to the West, India could have been at the forefront 

of film related software and graphics production. Already, a beginning has been 

made by organisations like the Hyderabad-based Ramoji Rao Studios which has 

provided equipment, crew, sets, and post-production facilities to at least seven 

Hollywood productions including the Oscar-winning 'Gladiator'.

India is steadily growing into a major hub for cost-effective outsourcing for 

animation and special effects. According to industry experts the size of the Indian 

visual effects industry is currently estimated at around INR 30 billion and has 

Outsourcing to India

Digital content creation
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grown at around 30 percent over the last few years. According to NASSCOM, the 

size of the animation industry itself is INR 25 billion, while special effects and 

other services account for the remaining INR 5 billion.

However, India still forms an insignificant part of the global visual effects value 

chain. Over the last couple of years, many new post-production studios have been 

set up in India, aided by the fact that the infrastructure requirements for a 

medium sized visual effects studio are not very high. Most of these 

establishments operate well below their true capabilities and at a relatively low 

end of the value chain. They are yet to take appropriate initiatives in terms of 

quality control and building the requisite skill sets to move up the value curve. 

Also, no Indian studio has yet been able to integrate all the segments to be able 

to offer large-scale end-to-end services for discerning clients. As a result, India 

has continued to remain a mere low end outsourcing destination for developed 

countries with very few notable instances of creative collaboration and 

origination.

With prospects of increasing domestic and overseas business in the future, it is 

imperative that the Indian post production and animation houses make the 

necessary investment in technical and human capital to be globally competitive in 

terms of quality and creativity and not merely on costs alone.

A large number of Hollywood films are presently shot outside the United States  

in countries like Australia, South Africa, Canada and even Spain. For example, 

‘Matrix’ was shot in Australia, ‘Shanghai Knights’ was shot in the Czech 

Republic, ‘Anacondas’ in Indonesia, while large parts of ‘Kill Bill’ and ‘The 

Entrapment’ were shot in Beijing and Malaysia respectively. The Indian 

subcontinent extends right from the snow capped Himalayas in the north to the 

warm coastal regions in the south, with forests and deserts in between - a range 

of locales for film shoots covering nearly every conceivable climate and location. 

However, despite this, the trend of using Indian locations has not really caught on 

internationally. This may be attributed to the commonly held perception in 

Hollywood about political and regulatory impediments. Ironically, on the other 

hand, several countries like South Africa and New Zealand have been wooing 

Indian producers with sops and incentives. 

A facilitative regulatory environment and a focussed promotion drive by the 

government and industry associations could help create the right visibility and 

awareness for India as a shooting destination.

India is now maturing as a outsourcing destination in terms of its ability to offer 

end-to-end services of the desired quality to discerning international customers. 

Locations
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More than 50 percent of the Fortune 500 companies have some form of offshore 

outsourcing operations in India. With current revenues of USD 12.5 billion and a 

steady growth rate of 30 percent, the business process outsourcing industry in 

India is likely to continue to grow.

Traditionally, the back-end post production work has shifted from one country to 

another to take advantage of the low-cost, high-quality output. The back-end hub 

for films shifted from US to UK and now resides in Australia.  The cost differential 

for post-production activities between US and India could be as high as 1000 

percent. India, with a 2.5 million strong experienced work force, could be a 

formidable outsourcing player if it were to invest in appropriate world class 

equipment for post production.

However, India's cost advantage is not enough to create a large outsourcing 

industry. For Hollywood, quality is a more important factor compared to mere cost 

reduction, as has been made clear by its preference for other countries (like 

Singapore) vis-a-vis India. 

Training and education is an area within the Indian film milieu that needs urgent 

attention, especially from the perspective of the industry's bid to increase its 

market size by going global. Although an estimated 2.5 million people currently 

work in the film industry in India, there is a glaring dearth of institutions and 

learning centres that impart professional training in creative, technical, and 

functional areas of film-making. As a result, most of the current breed of artists 

and technicians that make up the Indian film industry are self-taught craftsmen 

who have mastered their craft by assisting veteran film-makers, who in turn have 

also learnt their art through years of experience rather than any sort of formal 

training. Apart from FTII Pune, there are hardly any other film-making school of 

repute in India.

 

For the industry to reach global standards of film-making, there is an urgent need 

to develop and align film education to the requirements and opportunities of 

mainstream cinema. India needs to develop creative and technical courses which 

are focussed and simultaneously, responsive to the current market environment.  

For example, computer graphics, animation and special effects courses designed 

to match global industry standards are needed in order to take advantage of the 

outsourcing potential of the market. A professional approach will also go a long 

way in providing the right balance of classroom instruction, hands-on workshops 

(learning-by-doing), and academic interaction with like minded peers, further 

driving the more knowledge-oriented and systematic approach to film-making.

Apart from being under-trained and under-educated in global production and 

Training and education 
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management processes, a lack of nationally recognised formal training institutes 

also gives the Indian film industry and its participants a certain lack of 

respectability as compared to conventional professions like engineering, law and 

medicine where one cannot enter without formal training. This acts as a 

disincentive to many prospective creative talents towards entering the industry. 

With a formal degree requirement as one of the qualifiers for entering the 

industry, the less talented would ideally be decanted by the system, and raise the 

bar for such specialised services. This would eventually lead to better alignment 

with global standards of film-making and an improvement in quality of the product 

due to superior quality and standards of its creators. 

However, it is important to note that training and education in films is completely 

unlike training and education in more conventional fields like business and law, 

where employment is practically guaranteed after the completion of the course. 

Due to the intermittent and project-based nature of film-making and the fact that 

there are many more people interested in taking it up as a vocation than what the 

industry can support, there is expected to be severe competition on graduation. 

For example, in USA, out of the thousands of film school graduates produced 

annually at their 125+ film schools throughout the country, only a few students 

actually end up 'practicing' film-making while others take up other vocations as a 

means of sustenance. A good way to tackle this problem in India could be to have 

MFA programs in film instead of BFA, which would allow students to get their 

Bachelors degree in a vocation they can fall back on, apart from providing them 

with a well rounded education.

The role of the government as an enabler and a facilitator has been discussed at 

length later in this report. Specifically in the context of films, there are several 

areas where the government could act as a catalyst, through direct or indirect 

support.

Certain countries like Canada, Iceland etc. offer tax incentives for shifting the 

production to a local site in that country from a country where the film is primarily 

intended to be exhibited (’runaway film production’).  Tax incentives are also 

granted by certain countries on co-productions, involving two or more production 

companies from different countries jointly financing and producing a film.  Co-

production can enable the production houses to avail the benefits that are 

available to national films in other countries with which co-production treaties 

have been entered into.  These tax incentives are by way of special tax credits or 

deduction of eligible profits from income subject to tax.

Entertainment tax levied by various states/ municipal bodies on the value of film 

Government incentives
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tickets, live stage-shows etc. adversely affects the entertainment industry.  This 

results in a large portion of theatre ticket receipts diverted towards tax, instead of 

being channelled into development of theatre exhibition facilities.  At an average 

of 60 percent, the entertainment tax levy in India is one of the highest in Asia.  

A wishlist of concessions:

Complete amortisation of production costs in the year of completion of the 

film

Amortisation of costs of incomplete films, subject to furnishing adequate 

documentation

Extending tax-incentives for multiplexes in metro cities

Tax incentives for newly set-up film ventures, with a corporate set-up and 

sizeable amount of investment

Providing facilities and indirect tax incentives on film production, studios, etc.

Tax incentives for film-financing activities

Rationalisation of entertainment tax 

Concessions on customs duty on import of studio and other equipments and 

software to promote use of superior technology in film-making.

In addition to fiscal incentives, the government could play a meaningful role in the 

areas of education and foreign trade, not necessarily through grants or 

investments but through facilitation (of say, land allotment and clearances), by 

complementing the private sector's initiatives in this regard.

The initiatives and ideas suggested above have the potential to play the necessary 

assisting role in restructuring the industry and ensuring that it takes off on the 

path of sustained growth. What is needed now is a firm dedication to carry out 

deep-seated transformational modification including strategic and structural 

alterations, implementation of new technologies, superior understanding of the 

consumer pulse and better organisational effectiveness to ensure that the sector 

realises its true potential. 

!
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The industry is making its leap from a fragmented, unorganised framework to an 

organised, commercially focussed structure. It will need to adapt and imbibe the 

business processes that would aid this metamorphosis. Simultaneously, it needs 

to tap alternate revenue streams by utilising the right technologies and following 

the right processes to optimise resource utilisation.  The key to success in such a 

dynamic scenario will be the ability of the players to adopt global practices with 

the necessary degree of customisation and localisation. When it succeeds in 

making this transformation, it will compare favourably with the world's most 

developed film industry, viz. Hollywood, in terms of functioning and earning 

potential.

In conclusion, it may be pertinent to observe that most of the initiatives discussed 

above - like the integration of the value chain (akin to the studio model of the 30s 

and 40s), the emergence of new genres, the merging of barriers between 

mainstream and parallel films and the exploration of new markets like Eastern 

Europe and Greece, cross over films and co-production - have all been attempted 

by the industry during the 30s through to the 70s, with varying degrees of 

success. In a way, therefore, it can be said that slowly but surely, the Indian film 

industry is now moving ‘Back to the Future’.

Slowly but surely, the Indian 
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Music 
The times they are a changin’



The Indian music industry is over a century old. However, the past few years have 

been dismal for the industry. It has shrunk to INR 10 billion from INR 13.5 billion in 

the last four years, as the onslaught of piracy, the high cost of acquisition of film 

music and the low priority accorded to the sectoral issues by the authorities have 

somewhat upset its business viability. 

The situation in India is not unique. Globally, the music industry has been in 

recession for about four years and is now making a slow recovery. A series of 

revenue enhancing and cost-cutting measures have been undertaken by global 

music majors, which are expected to bring about a turnaround soon.

In India, the pattern of music consumption and distribution has shifted radically in 

recent times. Music buying has reduced and, despite the popularity of the new 

Hindi films, which make up for 40 percent of total music sales, the number of 

units being sold is falling. On the other hand, piracy has ensured that the average 

retail price of music cassettes remains stagnant over the years, while that of CDs 

fall. This has led to a spiralling decline in revenues, since such falling prices have 

not been compensated through rising volumes. 

Over the last few years, the industry also witnessed the rapid rise of remixes, or 

cover versions and music videos of original soundtrack, which have attained mass 

popularity and received more airplay than the originals, on television and on FM 

radio, but did not significantly increase the sales of the original music companies. 

Future growth is likely to come from non-physical formats like digital downloads, 

royalty income and ringtones, among others. The Indian music industry needs to 

adapt to this swing in audience preferences by leveraging appropriate technology 

in a facilitating regulatory environment. Going forward, the industry will need to 

focus on controlling its distribution and manufacturing costs. This is likely to 

enhance the industry's bottomline and result in more capital being freed for 

investment in technology and infrastructure. 

The recovery process for the industry will be slow and a moderate growth is 

expected from hereon. There is an immediate need for the various stakeholders, 

viz. film producers, music companies and user-segments to come together and 

evolve solutions from within, and adopt a collaborative approach as discussed 

later.  

The Indian music industry has a unique structure compared to most global 

markets. Till 1990, it was completely dominated by film and devotional music. 

With the advent of satellite television and increasing consumer exposure to non-

film music channels, non-film albums and remixes have gained popularity 

recently.  In the non-film category, devotional music produced by smaller and local 

A unique industry structure
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companies is the most popular. A few late entrants to this category have decided 

to stay away from the vagaries of film music and have focussed on high end 

classical, devotional and other niche genres instead.

Though the problem of piracy has been in existence for the last twenty odd years, 

it has emerged as an all-engulfing menace in the last five years or so. The volume 

of pirated units has been rising consistently despite the falling prices of legitimate 

music. Piracy, which is currently estimated at INR 4.3 billion, accounts for as 

much as 42 percent of the industry's total revenues. Unless stringent measures 

are taken now, this is expected to rise further.  

A look at the Indian audio-video market shows that the VCD/ DVD/ MP3 segment 

is growing at an explosive pace of almost 300 percent. However, this growth has 

Piracy - A growing affliction

Source: Industry estimates
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not been reflected in a corresponding growth in the legitimate sale of CDs, VCDs 

and DVDs. On the other hand, there has been an alarming rise in the production 

and sales of CDs and DVDs, far in excess of demand, in India and certain 

countries. Evidently, such growth has only resulted in increased piracy. While local 

CD-R burning is assuming a larger percentage of the piracy revenues (replacing 

VCDs and manufactured CDs), import of pirated CDs and DVDs from 

neighbouring countries continues unabated.

Apart from physical piracy, another increasing problem is digital piracy. It is 

powered by the rising popularity of MP3 technology and rising PC penetration, 

making free downloads a convenient option for the consumer. 

While India has a large, indigenous copyright industry and a reasonably sound 

copyright law, there are several obstacles to reducing piracy. These are: 

Reluctance by law enforcers to accord due attention to the issue,  

Lack of resources and training (to track sophisticated MP3 piracy), 

Lack of an optical disc law and 

Lenient punishments. 

However, there is some light at the end of the tunnel. Indian Music Industry (IMI), 

an industry body comprising over 50 member companies, has stepped up its 

efforts to curb piracy through regulation as well as through technology. The 

members have decided to contribute 1 percent of their annual turnover, which 

works out to approximately INR 40 million, towards this cause, though this 

amount is considered rather inadequate. The recent strengthening of the Civil 

Procedure Code and the proposed Optical Disc Law are steps in the right 

direction.  Strict vigil at the customs check-points and more stringent 

implementation of the law by the police will go a long way in reducing physical 

piracy in the near future. 
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Piracy trends
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Side by side, it is expected that digital piracy too will be brought under control, 

eventually, through:

Technology push: a wide repertoire of legitimate digital music becoming 

available through a variety of convenient platforms and options  

Demand pull: increased internet penetration and the advent of broadband 

Efforts by authorities to educate and deter the free downloader

Concerned by the growing trend of free downloads and peer-to-peer networks, 

and the inability to control mounting losses due to home piracy, music companies 

worldwide have decided to adopt a carrot-and-stick policy.  Realising that there is 

a significant section of listeners with access to free and convenient downloads, 

they are adapting to the same channels of distribution to provide the convenience 

of digital downloads. They are also backing this up with a strong regulatory push, 

public announcements, litigation warnings and legal cases against users 

distributing large volumes of music files over the system. The results have been 

positive and for the first time since its origin, music downloads on peer-to-peer 

file sharing networks have started reducing. 

Also, new global developments have seen better acceptability of new service 

offerings. Apple Computer's iTunes Music Store, launched in April 2003, that sells 

individual song downloads for 99 cents, has reportedly sold more than 200 million 

songs till end 2004. The availability of a wide repertoire of more than one million 

songs from all four major labels and over 600 independent labels has contributed 

to its success. 

The new digital age is likely to see the rapid growth of service providers like 

iTunes, Napster, Rhapsody, MusicMatch etc. who have been able to enhance the 

music companies' revenues through innovative offerings like: 

Audio books

Exclusive tracks, in-studio performances, customised playlists and on-

demand video

Portability - the freedom of accessing the account from any PC

Flexible payment options, like pay-per-song, monthly subscription, one-off 

charge, pre-paid cards and music allowance accounts.

Tie-ups with retail stores and PC manufacturers.

!

!

!
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Composition of revenues

Recovery and growth

Currently, the music industry derives annual revenues of INR 10.2 billion, of which 

music sales contributes around 92 percent and the non physical formats 

contribute the balance. Ring-tones now contribute around 5 percent, and royalty 

revenues 2.5 percent. It appears that the negative trend in revenues, seen in the 

earlier years, has been reversed. Sales in 2004 have increased at a very modest 

1.2 percent vis-à-vis a 4 percent decline in 2003 and 14.5 percent drop in 2002), 

while the bottomlines have significantly improved.

From a perspective of pure financial returns, and looking at other alternative and 

more attractive avenues available to the entertainment sector, the music industry 

will need to completely reinvent its business model in order to attract significant 

investments. In the future, it is hoped that the film and the music industries will 

work collaboratively, aided by digital infrastructure, effective distribution formats 

and a more conducive and effective regulatory regime, to combat piracy and get 

the listener back into the buying mode.

Source: KPMG Research
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In the future, the industry is likely to see changes in its distribution and 

consumption patterns, aided by technology and more stringent regulations to curb 

losses and leakages. The industry is expected to recover and post moderate 

growth to reach INR 13.2 billion by 2010, a CAGR of less than 5 percent. However, 

as non-physical formats gather momentum, the bottomlines of the music 

companies are expected to increase more than proportionately as a result of 

improved efficiency and lower delivery costs.

With mobile phone penetration already over 50 million and expected to double in 

the next two years, revenues from ringtones are expected to become a 

significant contributor to the toplines of music companies. Also, as additional end-

users like pubs and discotheques, hotels and restaurants are brought under the 

royalty payers' net, publishing (royalty) income is expected to grow significantly, 

from INR 254 million currently to INR 747 million in 2010. This number can 

increase significantly with investments in technology to track and record online 

usage and a more cooperative approach from the royalty payers.

A firm regulatory push, together with investment in Digital Rights Management, 

will eventually bring down losses currently suffered by the original IPR holders. 

In the future, music will increasingly be sold through non-physical digital formats, 

as technology makes new products and services available and affordable. By end-

2005 digital sales are expected to account for around 6 percent of global music 

sales. It is expected that digital distribution of music will become popular in India 

by 2007, when large telecom, cable and DTH players roll out their network. In 

keeping with the global phenomenon of the emergence of service providers, 

there will be a gradual proliferation of such providers in India too. These providers 

will sell bundled offerings of digital music, television broadcast and pay-per-view 

films and events to their consumers through different delivery platforms like 

digital cable, IP-TV and satellite.
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The journey from here...
Though piracy remains a major global issue globally, the solution for the Indian 

music industry, because of its inherent nature, will need to be quite different and 

will have to come from within the entertainment industry. A few steps that could 

rejuvenate this industry are suggested below:

The Indian music industry is quite unique compared to those in other countries, 

as it is virtually dependent on new Hindi films for the lion's share (40 percent) of 

its revenues. Regional and old Hindi films add another 25 percent to the industry 

revenues. The film industry needs to look at the music industry as partners rather 

than buyers - the current risk-reward distribution among them is lopsided and 

needs to be made more equitable. 

The film's performance at the box office and the music company's cost of rights 

acquisition determine the profitability of a music album. However, the music 

creates the curiosity factor for a film. It is the first phase of promotion that 

initiates the entire brand building for a film. Music companies do not have any say 

in the way the music is conceived or produced, yet they are expected to market 

it. Here, a collaborative approach with the producer of the film, and a revenue 

sharing based understanding, could result in improved content and better risk 

sharing. In the future, there could be collective efforts where the music 

companies are involved at the content-creation stage and also in the marketing of 

the film.

Over the last three years, there has been a unified effort in the industry to correct 

the price paid for purchasing music rights. In the last few years, while the film 

industry went through a phase of rationalisation, the music industry made certain 

overvalued acquisitions. One fall-out of this market correction has been that the 

sale of music rights has dried up as a significant revenue stream for producers.  

Moreover, a new trend of producers setting up their own music companies has 

emerged. In the near future, there could be an increased number of alliances, and 

even acquisitions, with film production houses taking over music companies, to 

avail of their distribution network and operating expertise.

It is believed among certain sections of the music industry that the proliferation of 

FM radio stations across the country has led to a decline in the sale of audio 

cassettes and compact discs. Globally, FM stations help promote albums and 

labels by playing their songs. However, in India, FM is considered more of a threat 

than a promotional medium for the music industry  the reason once again being 

the unique genre-preference of the Indian listener, which is heavily skewed 

towards new film music.

Film industry as a partner 

The FM factor
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However, since FM radio is limited to a handful of large cities, its impact in 

accelerating the downfall of the music industry may be overstated.  In the future, 

though, there is a need for the music and radio industries to work together rather 

than at loggerheads, to work out a common growth path within the given 

environment. The possibilities and synergies of co-branding of music products and 

properties between radio stations and music companies can be explored. For 

example, Radio X could promote a collection of Y Music's songs or artists 

resulting in increasing the demand for these songs. On the other hand, Y could 

release a 'Radio X Top 10' album consisting of such songs and programmes 

promoted on air. 

Again, on several occasions, good quality, non-film albums produced by music 

companies do not get reasonable airtime.  Such experimental or offbeat music 

can be effectively promoted on radio and the channel can be incentivised to take 

certain risks through intelligent revenue-sharing arrangements. 

Music is not a necessary item on the consumer's shopping list. In the film-centric 

Indian music industry, there is virtually no loyalty for the label among the segment 

that buys only film music. However, the marketing models developed by FMCG  

companies to launch and sell lifestyle and aspirational products can be 

implemented by companies to boost the sale of non-film albums. This is possible 

by developing brands and charging premium prices once brand loyalty is built 

among the target audience. Once a strong brand recall is created through 

successful marketing of non-film albums, the same can be extended to film 

albums to create a differentiating factor over competing pirated products.

Interestingly, the growing sale of video remixes of old classics has actually 

opened up a window of opportunities for the music companies that hold the 

original rights. The future could see these (original) music companies themselves 

getting into the remix act in a big way. This same move could see them getting 

into the cassette segment of non-film devotional songs recorded by unknown 

artists, hitherto a stronghold of the lesser music companies.

With increasing PC penetration, the internet is expected to become a significant 

influencer in the purchase of music. Online sales involve lower distribution costs 

and eliminate the retail margin of 15-20 percent. Part of these savings can be 

utilised for innovative net-marketing that offers consumers detailed information 

and reviews, and also the flexibility of customised and unbundled offerings.

Strategic thrust on marketing non-film music

Online marketing
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Artist and repertoire

Royalty collections

One of the strategies adopted by the music industry for the growth of non-film 

music segment involves identifying new talent, nurturing it and creating strong 

brands around it. Such artist and repertoire (A&R) management will assume 

greater brand-building increases. One effective way to build brands with 

differentiated content is to create a talent pool of artists who are groomed, 

promoted and retained by the label. Notable experiments in recent years have 

been 'Band of Boys' and 'Viva', music groups promoted by Universal and 

Channel V respectively, which managed to generate significant awareness and 

popularity amongst their target segments. Sony Entertainment Television's 

'Indian Idol' is another similar exercise in which people vote for their favourite 

contestant. Through this show, Sony aims to identify talent which is popular with 

the audience and simultaneously connect with the audience, which is an effective 

way of pre-selling what would have otherwise been albums by unknown artists. 

Similar experiments have proven to be fairly successful in other countries like 

Australia and USA. The most successful example of such a strategy is the ‘Spice 

Girls’ band that enjoyed global popularity. Music companies could benefit from 

the Indian experiences in this arena and further refine this strategy. The benefit of 

such a strategy is that apart from generating music sales, the creation of brands 

can be leveraged for multiple sources of revenue like brand merchandise and 

memorabilia among other things. At the same time, the cost of such talent 

acquisition is also relatively low, compared to the fees and royalties that are paid 

out to leading singers.

Internationally, A&R forms a significant and steady revenue stream for music 

companies. Though in India, the film soundtrack is more important than the 

singer, there is no reason why A&R cannot prosper in a more transparent and 

artist-friendly environment. Currently, there is a certain lack of trust between the 

artists and the music companies. A fair and transparent business model could 

provide the platform for a healthy artist-recording company relationship. At the 

same time, a more serious effort needs to be put into the content that is churned 

out, to increase the shelf life of the artist and the music property, so as to create 

a sustainable long-term value proposition. This can be possible if the music 

companies consider allocating budgets and setting up dedicated divisions 

manned by experienced people.

Currently, Phonographic Performance Ltd. (PPL) and Indian Performing Rights 

Society (IPRS) are the two administering bodies for royalty collection for all music 

that is publicly played over radio, restaurants, clubs, discotheques, etc. The scope 

and the awareness for such royalty collections has increased manifold over the 

last few years. It is expected that in the near future, the music companies will be 

able to collect substantial revenues through royalties from a vast cachement of 

A&R in India can prosper

in an environment

that is more transparent 

and artist-friendly
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users. The increasing user base can also enable PPL and IPRS to reduce the per 

user royalties collectible from other industry stakeholders like radio. However, 

PPL and IPRS do not the have the manpower, funds and the infrastructure to 

monitor and collect royalties on a nation-wide scale.  

One solution to increase collections and bring more users into the royalty net 

could be to introduce a point of sale tax - an indirect tax collected from all 

customers of pubs, discos, etc. It could be coupled with a share of the revenues 

from the sales of these establishments. This collection can be allocated among 

various music companies depending on certain mutually agreed criteria. A part of 

the money collected could be retained towards a development fund that will, 

among other things, invest in piracy control. 

While existing laws have punishments for a term not less than six months and a 

fine not less than INR 50,000, offenders for copyright violation often get away 

with a single day imprisonment and fines between INR 500 and INR 1000. The 

fine too, goes to the government and not to the music company. Such lenient 

clauses do not serve any purpose as a deterrent to offenders.

Again, due to lenient copyright laws related to music [like Section 52 (1)(j)], and 

the opaqueness of the system, the original rights holders stand to lose every time 

a remix of a popular song is made by a second recording company. Smaller 

recording companies and new entrants without significant archival content have 

successfully exploited this clause to the detriment of the original rights holders.

Coupled with this, the lack of optical disc laws and ineffective implementation of 

controlling physical piracy, discussed earlier, have led to huge losses to the 

exchequer by way of non-payment of income tax, sales tax, excise duty and 

entertainment tax. A tighter regulatory regime and a more stringent enforcement 

of law is the need of the hour.

With the rapid rollout of enabling digital technologies and rising PC penetration, 

music companies will need to embrace new technologies. The future will mean 

making more sales to more people in more ways but at a lower average price. 

Music companies need to re-engage innovatively with the consumer. The future 

demands a new consumer-inspired business model that incorporates everything 

that modern technology can offer, which is balanced with enhanced retail delivery. 

Also, there is a need to monetise access to music on the Internet, a difficult but 

not impossible challenge, as Apple’s iTunes experiment has proved. This requires 

significant investments in time and money, and a buy-in of all major music labels 

Judicial leniency

Digital distribution
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to agree to come together and put up their repertoire on downloadable platforms. 

However, the music companies alone do not have the wherewithal to make the 

necessary upfront investment, and they may therefore need to work together 

with a digital access provider to home  through cable, fibre or satellite  on a 

revenue sharing basis. Collaborative efforts between access providers and music 

companies in this regard are reported to be underway.

Aided by enabling technology and a reasonable subscriber take-up, the music 

industry also has the potential of participating in convergent distribution, at least 

in the major metros when such services are rolled out. It means simultaneous 

availability of content to the public (via radio, television, internet, retail), real-time 

marketing, promotion and distribution. Convergent distribution will also enhance 

the value proposition of the access providers and improve subscriber take-up.

Globally, bundled offerings like books, music and coffee in stores located near 

hypermarkets, multiplexes and other entertainment destinations have significantly 

increased footfalls. Though hypermarkets alone account for 40 percent of sales in 

developed countries like France, Japan, etc., organised retail accounts for less 

than 2 percent of the total sale of music in India. With the growing acceptance 

and availability of large format retail stores, this ratio is expected to increase to 

around 5-6 percent in the next 4-5 years, which will still be rather low by 

international standards.

Since the purchase of most media products is instinctive and preference based, 

their points of sale have to be spread across the various options available in the 

retail arena. Such outlets include supermarkets to service stations to specialised 

electronics shops to record shops. If this were to happen, it could help in curbing 

physical piracy too, since such pirated products are mostly sold through small 

neighbourhood music stores.

Such campaigns against piracy and free downloads have been quite effective in 

the US. The need for the Indian music industry to invest in public relation cannot 

be understated. The formation of a development fund, discussed earlier, could be 

thought of, for channelising investments in this area.

Emerging home entertainment technologies, the growth of high-end mobile 

handsets and music's growing role in games, advertising, films, television and 

corporations will result in music companies re-inventing their traditional business 

models significantly to be able to fully capture these emerging streams. Every 

Convergent distribution

Organised retail

Public awareness campaigns

New business models

Convergent distribution

will enhance the 
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access providers
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new technological innovation will also give rise to a new form of piracy, so 

continuous investments in digital security will need to be made.

The Indian music industry needs to undertake several strategic shifts going 

forward in order to retain its lost glory. It needs to revamp its operating model 

with support from key stakeholders and evolve new revenue streams for various 

delivery platforms. 

The last decade saw a spurt in the number of players who were attracted by the 

profits seen during the boom years. The next few years could see a consolidation 

and shake-out. The corporatisation in the film industry would have a beneficial 

effect on the music industry, as they jointly move towards a more equitable 

revenue and risk sharing model.

Music is a creative industry, which needs support in trying times. How willingly 

and effectively the various stakeholders come together to adopt a partnering 

approach will determine the pace at which the industry re-invents itself to stay 

competitive.

Conclusion
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Radio
Tuning in



Radio is a mass medium and therefore ideally suited for India - leveraging its twin 

advantages of wide coverage and cost effectiveness. It is dominated by the state-

owned All India Radio (AIR), which covers 91 percent of India's area and reaches 

99 percent of the population, through a wide network of broadcasting centres and 

transmitters. Apart from AIR, there are 21 privately-owned FM stations in 12 

major cities, all of whom have been granted licences over the past 3-4 years.

Advertising is the sole source of revenue for radio in India. Currently, the sector 

generates annual revenues of INR 2.2 billion and is growing at around 20 percent 

annually. This implies a marginal rise in radio's share in the advertising pie to 

around 1.9 percent. Given that commercialisation of radio is still in a nascent 

stage in India, this growth rate is far from flattering. 

As a result of unsustainably high licence fees, the sector has been reeling under 

heavy losses. A few FM stations have been forced to shut down, as they could 

not afford to pay the annual license fees, set at levels significantly above their 

earning capacity.

If one considers the private sector FM market in Mumbai, four players 

cumulatively generate annual revenues around INR 250-300 million, against total 

operating costs of around INR 550-600 million.  Given that a significant portion of 

the operating costs is the licence fee, which is set to increase at 15 percent per 

annum, revenues would need to grow at over 40 percent annually to break even 

in the next three years.

Globally, radio is enjoying a renaissance based on the support of the youth. They 

seem to prefer it since, unlike television, it is more compatible with their lifestyle.

Research trends in Australia indicate that radio enjoys a higher level of popularity 

among the 15-29 age group.  Today's busy teenagers love radio because it 

complements a faster-paced lifestyle - they can listen to music and get 

information on the move.  Younger audiences, particularly those below the age of 

25, also have access to new technology like mobile phones. They have taken very 

quickly to interacting with their favourite radio stations and RJs via email and SMS 

for song requests and competitions.

The global scenario

Radio
Tuning in

Globally radio is enjoying a 

renaissance based on the 

support of the youth.
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The Indian potential  

India has an estimated 180 million radio sets, reaching over 99 percent of its one 

billion inhabitants - a clear indication of the vast commercial potential in India for 

this medium. Plainly, the radio sector cannot and should not be satisfied with a 

growth rate in the low 20s. 

In India too, it is the younger generation that is the key target audience vis-à-vis 

radio. While consumption in India is still largely at home, 'the radio on the move' 

trend is catching on in urban and semi-urban areas. The easy availability of FM 

radio sets at affordable price points (ranging from INR 40-INR 150) is fuelling its 

mass penetration. 

According to market research, in Mumbai and Delhi, FM penetration is the 

highest in the SEC A segment and least in SEC D. Further, 70 percent of radio 

listeners in these cities listen to FM radio all seven days of the week. However, 

this sector has not been able to monetise its hold on the listener’s eardrums. In 

spite of such attractive statistics, in terms of its advertising spend, radio remains a 

FM listeners across age groups
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laggard. It has less than 2 percent share of the total advertising pie in India, 

compared to a global average of 8 percent. In the US, radio has a 13 percent 

share, in Spain 9 percent and closer to home, in Sri Lanka, radio has a 21 percent 

share of the advertising spend. 

Universally, media categories in the growth stage have a share of around 5 per 

cent and mature categories average around 10-12 percent of the total advertising 

expenditure across various media. We estimate that if its real potential is unlocked 

in India, commercial radio could account for approximately 8 percent of media 

spends in the short to medium term and up to 10-12 percent in the long term.

Source: - KPMG Research
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Bridging the gap
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Due to the public-broadcaster nature of AIR and its socio-economic rather than a 

commercial focus, its ad revenues are expected to grow at a moderate pace. 

Since the private FM channels need to survive in a commercial and competitive 

environment, they have focussed on mass entertainment to gather listeners. 

Hence, it is expected that the private FM channels will drive the future growth of 

the sector. 

To exploit the true potential of this sector, FM radio needs to grow from the 

current 21 stations in 12 cities to at least 300 stations in 100 cities.  At an 

investment of INR 40 million per radio station frequency, the total additional 

investment required will be INR 11 billion.  In its current form and structure, the 

radio industry will not be able to attract the necessary funding. 

TRAI, the designated regulatory body for radio, has proposed a transition from the 

existing license fee regime to a revenue sharing one, to help the radio industry 

curb it losses.  It is hoped that clarity on revenue-sharing emerges, soon.

Apart from rationalising the licence fees, the government will need to promote 

and facilitate the growth of private FM radio by:

Relaxing the entry barriers on foreign investment

Providing a level playing field in programming for private players 

- For example, opening up news and current affairs 

Enabling multi-city broadcasting of common programming content for radio 

companies

Fostering the growth of niche channels by:

- Lifting restrictions on the same player owning multiple stations in the 

same city

- Relaxing licence fees for niche channels

- Incentivising existing players to set up additional channels with niche 

content 

The industry, on its part, needs to develop strategies to expand across the 

country and enhance business performance, thereby turning India's promise into 

reality. In other words, the challenge confronting radio is to bridge the gap 

between the current growth trend and potential growth expectations.

It is expected that increasingly, FM radio stations will concentrate on:

Focussing on local and smaller advertisers

Exploiting future value of programming content

Making niche and differentiated programming a viable option

Managing costs of operation in line with its business model

Managing brand association

Selling radio as part of the multi-media strategy

FM radio needs to grow 

from the current 21 stations 

in 12 cities to atleast 300 

stations in 100 cities
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Local mantra

The sales and marketing efforts of the major FM radio stations have focussed on 

the large advertising clients. This may be partly attributed to the FMCG-marketing 

background of some of the managers and partly due to the sales strategy of the 

multi-media groups that own most radio stations.

However, radio is a unique medium and the focus on large advertisers seems to 

be at the cost of its largest potential benefactor - the local retailer. The retail 

segment globally constitutes a large part of radio's clients and sales, but currently 

in India accounts for a small portion of the radio revenue pie. For example, in USA, 

70 percent of all radio revenues come from local retailers, and only 30 percent 

comes from either national or international advertisers or from the network of 

advertisers. In contrast, in India, retail comprises only 8 percent of radio 

advertising. 

Radio, by its very nature, is a localised medium, due to it’s ability to transmit a 

particular message over a small geographical area. The retailer, with city/ locality-

specific target groups, can be a major beneficiary of radio advertising. Clearly, 

there is a need to unlock the advertising potential in the retail segment.

Radio stations offer high frequency ‘opportunity to hear’ for the advertiser. 

International research indicates that radio has 60 percent of television’s 

effectiveness at increasing campaign awareness amongst an audience of 16-44 

year old radio listeners.  However, advertising on radio costs just 15 percent that 

of television. While the price relativity for other audiences will vary, the 

achievement of 60 percent of the result at 15 percent of the cost makes radio 

significantly more cost effective than television.

Source: Industry
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The price differential between radio and television will vary depending on the area 

and the audience.  In India, where the cost of television advertising is more than 

seven times that of radio advertising, the cost effectiveness of radio advertising 

will be even more acute, which can be a great proposition for local retailers. A 

high frequency combined with a moderate card rate (effective rates average 

between INR 500 to INR 900 per 10 seconds) provides an opportunity for retail 

players to promote their products and services cost effectively without 

fragmentation as in the case of national or even regional media.   

Presently, the advertiser base of FM radio is highly skewed, with around 11 

percent of advertisers contributing 60 percent of their revenues. This should not 

be the case in a localised, mass-medium like radio. Ideally, the advertiser base 

should be broad-based with a large number of local advertisers promoting their 

products. 

While some radio stations are waking up to this reality, this potential is largely 

untapped. It is important for the radio stations to highlight the effectiveness of 

using radio for local level promotions and region-specific ad campaigns. Moreover, 

since many FM players are associated with larger, vertically integrated media 

corporations, cross media promotions could be an added incentive for the 

potential advertiser.

Source: KPMG Research
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FM licensing - The story so far
In 1999, the government decided to allow fully owned Indian companies to set up 

private FM stations on a licence fee basis. Bids were called for allotting licences 

for 108 FM frequencies in 40 cities for a ten-year period. However, the 

government imposed a few conditions like:

Broadcasts will be for education/entertainment only, with a ban on news and 

public affairs programming

No foreign equity was allowed, although foreign institutional investors may 

have portfolio investments of up to 30 percent 

Licence fee will be determined by auction for each market. Subsequent 

annual license fee renewals will be based on bid price plus a fixed 

percentage.

In May 2000, as part of Phase I of radio broadcast licensing, the auction was 

conducted and 37 licenses were issued, out of which 21 are operational in 14 

cities. The results were not very encouraging, given that only 25 percent of the 

available licences were operational. Even the existing licensees claimed to be 

making heavy losses in their operations. The main reason for this was that the 

licence fees were based on highly optimistic projections. 

A committee was established under the chairmanship of Dr. Amit Mitra to make 

recommendations for Phase II of radio broadcast licensing. This committee found 

that the industry appeared unviable under the existing licensing regime and 

suggested a shift towards a one-time entry fee coupled with a revenue-sharing 

agreement. In February 2004, as the designated regulatory authority, TRAI was 

asked to give its recommendations for the Phase II licensing of FM radio.

In April 2004, TRAI came up with a consultation paper that listed the following 

issues:

Service area: Should it be city-wise or regional or national?

Duration of licenses: Is there a need to change the present license period?

Fund for rural roll out and niche programming: Should it be created? What 

should be its quantum?

Licensing process: What approach should be adopted to award the FM radio 

licenses? 

Quantum of entry and license fees: How should entry and licence fees be 

set? Should it be a revenue-sharing model?

Multiple licenses: Should multiple licences at the same centre be 

restricted? If yes, then to what extent?

Networking: Should it be allowed between broadcasters in the same city?

News and current affairs: Should the restriction on news and current affairs 

be maintained?

FDI limit: Should FDI be permitted in this sector and what should be the limit 

of FDI?
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Non commercial licenses: Should certain frequencies be reserved for niche 

channels?

Migration related issues: Should migration of existing licensees to revenue 

share regime be permitted? If yes, under what terms and conditions?

In August 2004, TRAI presented its recommendations on the regulatory 

framework for private FM stations. The main recommendations are:

Licences should continue to be allotted on a city-by-city basis.

The licence period should be ten years, extendable for additional five years.

A portion of the revenue received by the government to create a fund for 

public service broadcasting.

Change the licensing process from open bid auction to tendering, without 

any reserve entry fee. 

Bids for the next phase of licensing should be based on entry fee plus 

revenue sharing model (4 percent of gross revenues).

The winners should be selected in descending order of their entry fees. The 

entry fee for a player should be equal to the amount bid by him.

Multiple licences to the same player in the same city should be permitted, 

subject to monopoly restrictions.

Networking should be permitted across broadcast stations of the same entity 

in different cities.

FM channels should be allowed to broadcast news and current affairs 

programs, subject to AIR code of conduct.

26 percent FDI should be permitted in FM broadcasting (news and 

entertainment) subject to some safeguards.

Existing players should be allowed to migrate from a licence fee regime to 

the model adopted for new FM licence bidders.

Co-location of transmission towers should be encouraged by suitable 

incentives.

The Information and Broadcasting Ministry disagreed with some of TRAI 

recommendations. The objections and TRAI's rejoinders to them are listed below:

The government's stand was that adopting a closed bid tender system 

without a reserve entry fee would leave the process vulnerable to 

cartelisation. According to TRAI, a reserve price has meaning only when 

there is a particular value to an asset, which won't be sold below reserve 

price. Here, it is just a mechanism of selection among the bidders. The 

government also thought that withdrawal penalties to deter non-serious 

bidders were not stringent enough. TRAI suggested a modified proposal to 

deter speculative bidders, while protecting smaller players. 

The government opposed TRAI's recommendation to move to a revenue 

sharing model because it would be difficult to monitor, cumbersome to 

implement and would cause revenue loss to the government. TRAI reiterated 
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the fact that the current fees were too high and would kill the industry 

prematurely. Instead, it suggested some accounting safeguards to ensure 

ease of monitoring. It also indicated that administrative convenience cannot 

be a major factor in deciding the licence fee model and that the government 

undertakes much more complex tasks like scrutinising over 30 million 

assesses annually for income tax. It also pointed out that the current 

revenues received by the central government were unsustainable. Shifting to 

a revenue sharing model would ensure that the industry is able to thrive and 

could even lead to higher government revenues in the future, as in the case 

of cellular telecom industry.

The government opposed the TRAI suggestion on allotting multiple licences 

to the same player in the same city, saying that it would create a monopoly. It 

cited a Supreme Court (SC) case in defence of its stand. TRAI explained that 

the SC judgement sought to prevent the monopolies in the broadcasting 

arena under the garb of the right to free speech. TRAI is of the opinion that it 

has built in enough safeguards to prevent monopolisation.  

The government was of the viewpoint that the networking permitted by TRAI 

in its recommendations was unfettered and would lead to minimisation of 

local content and emergence of virtual national networks. TRAI mentioned 

that networking is permitted in a restricted manner. Competition and 

monopoly restrictions would also limit the extent of networking.

!

!

101
A C I I - K P M G R e p o r t



Creation of value packs

Niche programming 

Most of the programming currently being aired, whether music or not, has little or 

no library value. Very little programming is developed to create any strategic 

intellectual property. Creating specific IP whether in the form of RJs, programme 

formats or around content areas could have the dual advantage of being re-usable 

in the future and being syndicated across other channels. 

Interactivity is a major content driver within the radio programming strategy. 

However, if the topics discussed are not affected by the 'recency' factor, there is 

enough potential to create a library of recordings that can be used beyond a 

single show. Such content, when re-broadcast, saves the cost of producing new 

content and generates newer revenues by offering brand association with such a 

property at reasonably low rates. Besides, such content can be exported for 

broadcast in other countries where the demand for Indian content is considerable. 

Creation of a good software library can become a source of competitive 

advantage for a radio player.

Internationally, content specialisation has been a distinct trend in the evolution of 

radio, especially FM radio. Radio stations have traditionally grown by attracting 

specialised audiences. These stations address specific audiences based on 

geographic, socio-economic or ethnic or combination of factors, like a radio 

station that caters to the African-American population of New York or a Malayalam 

channel with Indian content for expatriate Indians in the Middle-East. Being 

localised, these channels also meet the demands of local advertisers.

Initially, most radio stations in India started off with a defined niche as well. 

Between them, they provided the listener with a choice of English, Hindi and 

mixed content. However, the pressure to sell airtime forced them to resort to the 

lowest common denominator - Hindi film music. Very few have held on to the 

English format or even non-film content. Channels that started out with English 

programming as a key differentiator have drastically reduced the total airtime 

dedicated to it. Since there is very little to differentiate between the various 

channels, the resultant effect is constant channel swapping by listeners. Radio 

stations have not been able to generate any significant channel loyalty. In fact, a 

closer look reveals that even programme loyalty does not exist, with listeners 

simply switching from song to song. 

This me-too approach towards content has a direct implication on the marketing 

of the radio channels as any message or campaign carried by it runs the risk of 

being lost in the clutter. Hence, there is an urgent need to evolve programming 

towards differentiated content. It may also require a shift from mass marketing of 

the radio channels to marketing programmes targeted at specific market 

Radio stations need to start

establishing their own 

identity through 

differentiated content
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segments. Validation of niche audiences would enable differentiated client 

targeting with unique value propositions.

With limited sponsored market research done in this area, radio stations find it 

difficult to market their USP. However, these radio stations need not look beyond 

their walls to get valuable listener data. The innumerable contests and interactive 

sessions on air bring in close to 30,000 callers every day for a single channel in a 

city like Mumbai - a valuable database that is currently under leveraged. 

Radio stations will need to start finding their own niche. Channels that address 

specialist listener groups need to emerge.

Most radio stations in the country are offshoots of larger, vertically integrated 

media organisations. The other media units of such organisations work on a much 

larger scale. Being a part of such large media houses, radio too seems to have 

expense items not necessarily justified by its scale of operations.

 

The most conspicuous item on the expense list is 'salaries'.  The salary structure 

in radio is comparable to  that of other larger media units. This is driven by the fact 

that radio stations hire people from high wage industries like television, FMCG 

marketing or advertising. This has led to the creation of a people-cost structure 

that is incompatible with the current size and revenue earning capacity of the 

radio industry. While it is necessary to incur reasonable manpower costs in order 

to stay competitive and attract the best talent, innovative cost management 

solutions such as the right mix between live and recorded music could reduce 

production and salary costs. 

Branding plays an important role in establishing a strong channel and programme 

association amongst listeners. The key word is 'association'.  What the listener 

associates with is the quality of content. Brands that have spent more on 

marketing have a higher recall, but that does not necessarily translate into higher 

listenership, particularly in a market where lack of niche programming has 

resulted in constant surfing for songs of choice.

Some private FM stations have incurred large costs on building merely 'Top of 

Mind Recall' for all listeners, irrespective of their preference or affinity to the 

station. But as the market matures and niche channels develop with defined 

target groups and unique value propositions, branding exercises will become 

more meaningful. Channel brands and programmes will be associated with niche 

content and specific listener profiles that can be sold to potential advertisers. 

Correction in the cost structures

Manpower

Branding
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There is no doubt about the effectiveness of radio when it comes to building 

brands for its clients. For example, brands like Binaca / Cibaca and Bournvita were 

built on radio. These programmes rode on extremely successful content formats.

Branding is expensive and therefore, radio stations with limited budgets need to 

make a choice between channel branding and programme branding. What could 

work better for them would be a combination of two. Programmes that are 

aligned to channel positioning can ride on the channel branding, while other 

programmes should develop their individual brands, without diluting the channel 

positioning.

Although most radio stations in India are part of larger media outfits, they do not 

necessarily leverage their strengths across multiple media. Business units within 

media groups tend to have their own sales teams working in isolation, not fully 

selling their integrated media story to prospective clients. While it is necessary to 

maintain and operate separate profit centres, going forward, radio stations could 

look at a greater degree of integration of sales efforts to fully exploit the multi-

media strategies. This way, the media groups, rather than just being owners of 

media assets, will be able to offer an integrated value proposition to the 

advertiser. 

India's radio industry has a strong growth potential if mechanisms and policies are 

put in place to provide it with appropriate support. 

India, with its diverse regional influences, is in a prime position to take advantage 

of the growth potential of this segment. With privatisation gathering momentum, 

the increased number of private radio channels across the country is likely to 

transform commercial radio from an urban phenomenon to a national one, as has 

been the case with satellite television. 

The multi - media story

Conclusion
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Digital radio broadcasting
Two digital radio distribution technologies have emerged recently - Internet radio 
and digital radio broadcasting (DRB). Internet radio streams audio through the 
Internet. DRB involves the broadcast of digitally encoded audio and data to a 
receiver through either terrestrial radio frequencies or through satellite 
transmission.

DRB offers a number of advantages over the existing analog system:

Better quality reception compared to analog AM and FM broadcasts to fixed, 

portable and mobile receivers

Ability to carry a range of additional data, usually programme associated data, 

including graphics and text, such as station name, song title, artist's name 

and record label, news, weather, time, traffic and promotional information

Dynamic reconfiguration enabling services to easily change from, say, a high 

quality music programme in one time slot to two talk programmes of lesser 

technical quality in another 

Internet radio and DRB have different modes of transmission, one via cables and 

the other terrestrial transmitters and satellite; however, they share some similar 

digital concerns. DRB technology comes at a cost - consumers need new 

reception equipment and broadcasters require new infrastructure.  As with the 

conversion to digital television, the speed with which audiences adopt new 

technology will depend on the cost of the new equipment. 

Different technologies are being developed to deliver DRB services.  Those 

expected to achieve some success in the next 5-10 years include:

Eureka 147

Worldspace

The USA's IBOC systems

The USA's S-Band satellite services

Japan's ISDB system

Digital AM, both medium and shortwave

Various cable and satellite technologies (to fixed receivers).

A consortium of broadcasters in Europe developed the Eureka 147 system. The 

system converts an audio signal to a digital signal, which is then compressed. A 

multiplex can bring together several audio channels and encode them into a single 

data stream. Data and other services can then be added to form an ensemble. 

Digital receivers separate and decode the ensemble for the listener. Each 

multiplex is able to carry five 'compact disc quality' programmes: around six 'FM 

quality' services; around 12 'AM quality' services; almost 30 voice channels; or 

any combination of these. The signal can be dynamically reconfigured so that a 
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high quality service can be readily switched to a number of lesser quality services 

or vice versa.

To date, UK has the most advanced use of DRB technology. DRB has 

commenced there using Eureka 147. A legislative framework is in place, in which 

broadcasters and multiplex managers are licensed separately. The government 

has allocated the spectrum to allow seven digital 'ensembles'. The BBC National 

Radio and Independent National Radio were each allocated an 'ensemble'. The 

remaining five 'ensembles' will carry BBC along with independent local and 

regional radio. The BBC launched its national service in 1995. The first commercial 

digital radio network was launched in November 1999.

Over the past few years, Internet radio has been making inroads into the Indian 

broadcast scenario. It can easily incorporate text, images, even video clips into 

the broadcast, which makes it attractive for certain sectors like training, etc.  

However, while conventional radio is heavily regulated, there is no regulation at all 

for the Internet version. Like the cable television industry, this lack of regulation 

can prove to be a double edged sword. On one hand, it makes the process of 

starting a radio station easier, thus driving growth. On the other hand, it raises a 

number of issues such as content regulation and copyright violations, format 

rights, revenue models, etc. Currently, internet radio stations such as 

www.indiafm.com and AIR's own www.allindiaradio.com are available to Indian 

audiences at no cost.
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