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Executive Summary

The 2016 Top Markets Report for Media & Entertainment provides a review of seven global licensing and export
markets and two regions across four broad sectors: book publishing, filmed entertainment, music, and video
games. This report was compiled through consultations with key industry stakeholders, meticulous analysis of
known trade data and economic indicators, leading industry research, as well as trade and regulatory and policy
environments across more than 25 countries. The author devised a complex methodology to test the robustness of
each market, and then narrowed the list of markets down to the top seven.

Of the top seven markets, the UK ranked first, followed by China, Canada, India, Brazil, Mexico and Germany. As
the research was conducted prior to the “Brexit” decision, the report may need revisions as we learn more about
the impact of this major event. These seven markets can generally be segmented into two main groupings. One
segment would be described as established trading partners with a strong local M&E industry and with stable
economies which support growth prospects for these sectors. The second segment is composed of emerging
markets with extremely high growth rates in multiple sectors, yet the markets contain a good level of risk.

The report also includes an assessment of regional trading markets for the M&E sectors. The Nordic overview,
including Denmark, Finland, Norway and Sweden, shows a dynamic digital region with pockets of opportunities,
albeit smaller markets when compared to the top seven. In light of the Trans-Pacific Partnership (TPP)
negotiations, the report reviews prominent TPP markets, including Australia, Canada, Chile, Japan, Malaysia, New
Zealand, Mexico, Peru, Singapore, the United States, and Vietnam, and highlights opportunities in both the
emerging and more established economies. The regional overview also describes how U.S. exporters and licensors
in the creative industries can expand their global presence.

The media and entertainment sectors are simultaneously benefitting from and being challenged by digital tools
and platforms. On the one hand, it is easier than ever before to produce, distribute and consume content, and the
technology behind these sectors is truly revolutionizing how we live in the 21° Century. The policies and
regulations governing these sectors are struggling to keep pace and remain relevant, and many governments are
protecting their markets. Consumers want more content faster, easier and cheaper —and some are taking it for
free. Industry leaders are looking at ways to offer interesting and relevant content to different demographics,
while respecting copyrights, privacy and local laws. Producers are identifying platforms and revenue streams for
monetizing the demand to the maximum extent possible.

Most of the countries studied in this report, including the United States, are reviewing copyright and IP
(Intellectual Property) law as well as technology and telecommunications regulations that affect the Internet and
digital economy. In trade policy terms, The United States remains the most liberal audio-visual market, and
Americans are known for their entrepreneurial spirit and strengths in the creative sectors. Yet many U.S.
businesses are not taking advantage of opportunities for overseas expansion.

The M&E report aims to stimulate thinking and activity in the private sector about trade opportunities, job
creation, and the U.S.” unique contributions to culture. The report also expands awareness of how U.S. law makers
and government export promotion services can be a partner in identifying new or extended opportunities to
licensing and exporting creative content and related products. The report does not cover every single aspect of
trade for these sectors. In some instances, parts of a sector are only briefly discussed due to current expertise,
focus or bandwidth of ITA’s client services. As this is just a starting point for the discussion, the authors welcome
feedback on this report.
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Overview and Key Findings

This is the second
edition of the Media
and Entertainment Top
Markets Report that
projects export and
licensing opportunities
through 2019 in seven
countries — Brazil,
Canada, China,
Germany, India, Mexico and the United Kingdom —
and two additional trading regions. This edition
includes an assessment of the impact of the Trans-
Pacific Partnership (TPP) and opportunities in 10 of
the 11 markets for U.S. exports. Lastly, a snapshot
of four Nordic countries was included due to
interesting developments in those digital markets.
Twenty-seven markets were evaluated in order to
develop this report. This report highlights
opportunities for U.S. exporters and notes important
developments in digital licensing in the Media &
Entertainment (M&E) sector. The report also
identifies trends in the rapidly evolving digital media
and entertainment industry in the United States. It
analyzes the continued growth of the industry in
select global markets, the drivers of future export
competitiveness, and the impact of intellectual
property policies and piracy on growth. The report
focuses on four sub-sectors in the field of media and
entertainment: filmed entertainment (film, television
and video); music; publishing and video games, with
an emphasis on digital media and licensing; and to a
lesser degree, the physical marketplace and product
exports.

Demonstrating major contributions of uniquely
American culture, the United States boasts the
largest global share of M&E earnings for film, music,
book publishing and video games. In 2016, China will
become the second largest market, followed by
Japan, Germany and the United Kingdom. The U.S.
M&E market represents a third of the global industry
and will reach approximately $771 billion by 2019,
up from $632 billion in 2015, according to the 2015 -
2019 Entertainment & Media Outlook by
PriceWaterhouseCoopers (PwC).

This report discusses segments of the M&E sector of
businesses that produce and distribute motion
pictures, television programs and commercials along

with streaming content, music and audio recordings,
broadcast, radio, book publishing, and video games.

U.S. Media & Entertainment Landscape

As a marketplace, the United States is larger than
Asia, Europe, Latin America or the Middle East-North
Africa for media and entertainment.! The U.S. M&E
industry is concentrated on the two coasts: in the
greater Los Angeles community and in New York
City, with regional hubs for each of the four sub-
sectors in this report. Increasingly, there is
convergence between the entertainment, media and
communications, and high-tech industries, and
therefore, existing hubs are expanding, and new
hubs are evolving.

Filmed Entertainment

The U.S. filmed entertainment sector enjoyed a
trade surplus of $16.3 billion in 2014 (latest available
data) and is the most lucrative filmed entertainment
territory in both global production and consumption. As a
global leader, U.S. industry hubs are concentrated in
Hollywood and Los Angeles, California, and New York
City, with a cluster of smaller hubs across several
states that specialize in production facilities, filming
incentives (for both domestic and foreign firms), and
hubs for sub- sectors that produce film, TV or digital
streaming content. Many foreign industry
representatives also maintain offices in these cities.

The U.S. film industry posted $10.3 billion in
revenues in 2015, with box office receipts growing at
a steady rate of 7 percent over 2014 when the
industry experienced a decline, while streaming
grew 15 percent in 2015; by 2019 both sectors will
be valued at $12.6 billion, according to PwC.
Streaming of electronic home video grew over 13
percent in 2015 to $4.4 billion.

While Hollywood still produces impressive
blockbusters, major funding is more difficult to come
by, and the industry is simultaneously moving to
many different formats as consumers no longer rush
to the cinema to see a movie. Consumers can now
watch films on multiple devices any time they wish
to do so and practically anywhere in the world.
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Consumers want an experience, and they want to
take that experience with them to share and discuss
on social media.

Many of the leading motion picture studios are part
of larger media conglomerates that often include
television, video and streaming services, music
services, newspaper, cable, and magazine segments,
and many of these constitute online content. The
industry offers attractive possibilities for foreign
investors, both large and small, and provides film
production and related tax incentives.

Across all creative content sectors, there are
opportunities for investment and growth both in (1)
partnerships, production and tax discounts in many
U.S. states and (2) the creation of TV formats and
content for streaming. With the shift toward digital
production and distribution, foreign firms are
seeking out U.S. digital and animation expertise in all
new formats. Drawing on formidable strengths, the
U.S. film industry has a proven ability to produce
blockbuster movies that generate hundreds of
millions of dollars, including revenues from
distribution across strong domestic and international
networks. Success in the industry is based on
creativity and financing, and the industry is largely
self-regulated. For example, the Motion Picture
Association of America rates movies by age-
appropriate content according to a voluntary
system,i and the government does not generally
interfere in the film production and distribution
business in the United States.

Music

The U.S. recording industry (including concerts and
touring) will continue to experience slow growth
after decline or tenuous growth in the preceding
seven years - from $15 billion in 2015 to $15.8 billion
by 2019. The story about the music industry is
complicated. Live and digital streaming music are
growing by 4.5 percent to $8.7 billion and 11.2
percent to $1.9 billion, respectively, during the
research period. This is a reflection of consumer
interest in major festivals like Coachella and other
live performances where tickets are sold, as well as
streaming music on demand, anywhere, anytime.
The consumer continues to impact trends while
artists and businesses seek to monetize consumer
preference. Physical music sales will decline from $2

billion to $1.4 billion by 2019, and mobile music will
decline from $46 to $S16 million —a trend seen
elsewhere in the world. There are interesting
developments in the streaming market since (U.S.)
Apple Music joined the streaming music services
business last year and now has half the amount of
subscribers as (Swedish) Spotify. Although Spotify is
still the largest streaming service in the market, this
is generally good for competition.

While the United States is still the largest global
music market and it is essential for a company
interested in global operations to establish a
presence in the highly diverse U.S. music market,
competition is strong from European and Asian
markets. With the digital revolution in this sector,
winners and losers have emerged. The latest
conversation centers on the “value gap” created by
digital platforms and multichannel networks that
offer content for free while utilizing copyright
exemptions; some see this as an infringement and
loss of revenues for content creators who are unable
to monetize their legitimate content, while others
see it as free mass marketing online, which in turn
should yield significant income over the long haul. It
is a tension between tech giants and creative
industries. Major music hubs are concentrated in Los
Angeles, New York City, Nashville and Miami. While
NYC and LA represent the industry broadly,
Nashville’s music industry is centered on the country
genre, while Miami’s industry is centered on Latin,
electronic dance music and hip-hop.

Publishing

Book publishing reached $60 billion in 2015,
including professional, educational and consumer
segments. Consumer books cover the largest sector,
and while education books have the highest growth
in the United States, this varies by country.

The U.S. publishing sector is the largest in the world
and three times as large as Germany’s, for example.
By 2019, digital publishing will account for 45
percent of all publishing. Print publishing is declining
rapidly in the United States and in most parts of the
world, as indicated by the demise of the major book
store chains. Interestingly, Amazon has now opened
physical book stores (for both physical and e-books)
as the industry explores what consumers want most
-- a digital or physical experience.

2016 ITA Media and Entertainment Top Markets Report
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E-books and eReaders have not taken off at the
speed expected. Consumers like devices that have
multiple capabilities so that they can read, listen to
music or the news, and maybe even stream a
favorite show, while texting all at the same time.

Video Games

The global video game industry has evolved to
become a $100 billion industry that is constantly
innovating and bringing new applications to market.
The traditional gaming sector includes video games
on PCs and game consoles that can connect to TVs
and have portable hardware. Today’s consumer has
access to multiple devices, whether mobile or
tablets and more, to access and play video games.
The sector also comprises the physical (disc-based),
digital games, online games, various subscription
services and downloaded games, mobile games, and
virtual reality and augmented reality (VR/AR).

The industry has evolved quickly in the social and
casual gaming sector, where live competitions have
become massively popular and e-sports is a popular
trend. Electronic sports, also known as esports or e-
sports, includes competitive (video) gaming,
professional (video) gaming, and pro-gaming, where
the players play against each other like in a chess
game, with a live audience, whether in huge
stadiums or online. Esports has rapidly developed a
cult following and is expected to post earnings at
around $621 million in 2016.

The U.S. games sector is witnessing a high growth
period and constitutes a big industry on the West
Coast of the United States, with California and
Washington leading the way, followed by Texas and
New York, with major game developer hubs in
Massachusetts, lllinois, Florida, Oregon, Colorado
and Pennsylvania.

The international marketplace offers opportunities
to sell digital games across multiple platforms,
including digital console, digital PC, mobile and
online games, whereas physical PC games are in
decline worldwide (but still earn good money even

as demand shrinks from the heyday of physical
gaming).

Key Insights for 2016

e Consumer as Creator & Industry Driver
e Technology facilitates Development

e Industry is Surprisingly ‘Analogue’

e Devices as Industry Drivers

e Streaming & Video: OTT/VOD

e Augmented & Virtual Reality

e Multichannel Networks

e  Convergence of Industry

e Some Physical Markets Still Survive

e  Piracy Persists

In 2016, a few trends are standouts. Consumers are
increasingly creating content and concepts that
become popular on YouTube or other multichannel
networks, which have earned many a creative novice
global (online) fame overnight. Consumers also keep
an estimated five devices or media applications
running at any given time. Included in those five are
the following media sources, pages, apps and
devices described in this list of what consumers visit
either via desktops or on their mobile:
http://www.smartinsights.com/mobile-
marketing/mobile-marketing-analytics/mobile-
marketing-statistics/.

In the chart below, you can see the hours and
minutes U.S. consumers spend on various platforms
per day, according to the following age groups:
Millennials (18-34), Generation X (35-49) and Baby
Boomers (50-67)." For example, baby boomers still
enjoy listening to AM/FM radio, while millennials
spend much more time on game consoles than baby
boomers do. Millennials are arguably more
comfortable with multimedia devices than baby
boomers that grew up on traditional print and
analogue TV media. It is one illustration of the digital
era and how consumers in any age group are
adopting new technologies that enable them to
contribute to and affect trends in the media and
entertainment sectors.

2016 ITA Media and Entertainment Top Markets Report
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Chart: “Hours and Minutes spent by Consumers on Media and Entertainment”

Nielsen Insights 2016"

MONTHLY TIME SPENT BY MEDIUM AMONG USERS, (HH:MM)

MILLENNIALS GENERATION X BABY BOOMERS

Live+DVR/Time-shifted TV | 10353 95:39 ” 136:32 132:49 ” 182:14 184:01 |
DVR/Time-shifted TV 20:29 18:02 25:37 25:01 28:38 28:z0
AM/FM Radio 52:32 51:01 63:22 61:55 69:08 68:51
DVD/Blu-Ray Device 12:10 13:00 9:43 9:25 9:21 9:23
Game Console 31:49 37:36 13:34 17:02 10:36 12:07
Multimedia Device 26:19 30:33 ” 19114 22:13 ” 17:54 20:50
Internet on a PC 33:57 42:13 38:33 41:59 32116 39:32
Video on a PC 15:24 17:49 12:14 13:42 8:30 9:44
App/Web on a Smartphone 54:03 57:51 51:52 53:08 3817 39:34
Video on a Smartphone 2:30 3:09 1:36 1:54 1:01 1:22

Read as: In Q4 2015 Millennials spent 51 hours and 1 minute per month listening to AM/FM radio.

Source: Nielsen

Copyright © 2016 The Nielsen Company

Consumers also want quick access to media and
entertainment and the ability to share with ease.
While the content matters, the technology platform
matters equally, as does the software or networks
that enable the transfer. Consumers seek meaningful
content, so localization and keeping it locally
relevant is as critical as ever.” This is key for any
exporter or licensor. It is not enough to translate
your content in to a local language; the content has
to be culturally relevant as well.

Technology and digital expansion facilitates the
development and distribution of the various sectors,
although the industry is surprisingly ‘analogue.’ To
date, the media and entertainment sectors are not
as nimble as the platforms they operate on and their
technology counterparts, whether it be small or
large companies, like Google or Amazon.

The proliferation of devices to consume content on
and get access to subscription or streaming services
has caused a major disruption in the global M&E
market place —and in some or demographic groups,
consumers have completely cut the cord (i.e. no
phone landlines, no cable subscriptions, no physical
newspapers or books). This has had an impact on the
entire business model, from production to
distribution, to subscribership and viewership,
especially on certain traditional media, and has
boosted digital media channels and device sales.

Similarly, filmed entertainment and video content
have affected the offerings of streaming services,
which have disrupted traditional TV and film sectors.
Consumers can access and view content anytime and
anywhere. This practice has disrupted older business
models that rely on ticket sales at the box office or
subscriptions to TV services and have been replaced

2016 ITA Media and Entertainment Top Markets Report 8



by Internet TV streaming services, as is the case
worldwide, or pirated content in many markets.

Augmented and virtual reality has become the latest
trend not only within the videogame industry, but on
television, in movies, online, and in other non-
entertainment sectors, such as education and
healthcare. The boundaries of reality are being
tested. There is an unprecedented convergence of
M&E sectors leading to new channels and challenges
for business executives, creators and artists who
seek to monetize the use of M&E services and
content.

International Intellectual Property Alliance

Although the industry is strongly trending toward
digital production, distribution and consumption,
some countries still have a strong physical market.
This translates into excellent export opportunities
for the M&E sectors that still produce books, CDs,
consoles and DVDs, but the trends vary. Certain
markets have a short term demand for physical M&E
products in certain sectors, and while other markets
may see growth in physical, digital is growing much
faster. Some of these countries have more
traditional local market stalls where physical is
traded, but increasingly consumers seek out smart
phones and the content that comes with it. Piracy
continues to plague the industry.

The IIPA is a private sector coalition, formed in 1984, of trade associations representing U.S. copyright-based
industries working to improve international protection and enforcement of copyrighted materials and to open
foreign markets closed by piracy and other market access barriers.

IIPA’s five member associations appear below and represent over 3,200 U.S. companies producing and distributing
materials protected by copyright laws throughout the world—computer and video games for video game consoles,
personal computers, and the Internet; theatrical films, television programs, DVDs and home video and digital
representations of audiovisual works; music, records, CDs, and audiocassettes; and fiction and non-fiction books,
education instructional and assessment materials, and professional and scholarly journals, databases and software

in all formats.

Members of the IIPA include Associationof American Publishers, Entertainment Software Association, Independent
Film&Television Alliance, Motion Picture Association of America, and the Recording Industry Association of America.

The IIPA offers detailed explanation of M&E industry concerns in their 2016 Special 301 Report, available to the

public.
Visit: www.iipa.com

2016 ITA Media and Entertainment Top Markets Report

9


http://www.iipa.com/

A Glance at the Top Seven Media & Entertainment
Export & Licensing Markets

1) United Kingdom
The United Kingdom landed in the top export
spot in this report as it is one of the largest and
more robust M&E marketplaces with steady,
reliable growth; relatively fewer trade barriers;
and as an English speaking country, easy for
American exporters to navigate.

2) China
China came in second and may have come in
first due to the sheer size of the market and
market potential were it not for the fact there
are serious market access barriers due to
censorship rules on cultural content sectors,
including Internet, TV, film, music, radio, text
messaging, games, newspapers, books and print
media; significant import restrictions; joint
projects that have foreign direct investment
(FDI) caps; and co-production requirements for
Sino-foreign partnership, which renders the final
product or service (i.e. film) more than 50
percent Chinese.

3) Canada
Canada ranked as the third top market given the
size of the market, the long standing and
significant trade relationship, and the close
proximity to the United States, as well as a well-
developed professional sector that makes
trading easier and more efficient for U.S.
exporters. However, there are also trade
barriers for American businesses in Canada.

4) India
In the fourth slot, India offers a growing middle
class of high-tech savvy consumers and a new
president who has promised to grow innovation
sectors. This is also a very challenging
marketplace, with trade barriers and high piracy
threats and uncertain implementation of laws
that govern the M&E sectors.

5) Brazil
Ranked number five, Brazil is one of the most
desirable markets presently for U.S. M&E firms.
This is also a large and growing marketplace,
with remarkably difficult business practices. It
was chosen despite numerous trade barriers

and very high taxation on foreign M&E
providers, because Americans wish to trade in
this market and U.S. content and industry know-
how are in very high demand.

6) Mexico
The sixth top market is Mexico, which has a
booming M&E sector in addition to being
America’s immediate neighbor and the second
largest media market in Latin America. As a
developing economy, there are many challenges
for U.S. businesses, but for early adopters and
Spanish language content, there is a lot of
opportunity, especially on TV and streaming
sites.

7) Germany
As the last of the top seven markets in 2016,
Germany was added due to its sophisticated,
global market business place that is also highly
digitally enabled. While the regulatory
environment is onerous for U.S. businesses, it
has the potential for reliable and solid business
deals in a marketplace that values brands and
quality, which U.S. firms are known to deliver.

Introducing the Trans-Pacific Partnership (TPP)
Media & Entertainment Export & Licensing Markets

Excluding the United States and Brunei (the latter is
not discussed in this report due to insufficient data
available), there are 10 TPP partner countries
constituting a potential $308 billion M&E market in
2016. As a result of the Agreement, increased
intellectual property rights protections and more
open distribution channels as well as increased
access to smartphones and broadband will benefit
M&E sectors in all 12 TPP markets, including the
United States and Brunei.

Snapshot of Four Nordic Media & Entertainment
Export & Licensing Markets

The Nordic countries researched for this report are
Denmark, Finland, Norway and Sweden. These are
smaller but robust markets for certain segments of
M&E export and licensing opportunities. These
markets will be worth approximately $11.7 billion by
2019, up from $9.8 billion in 2014." ¥ There is growth
potential for multiple sectors within the
entertainment industries in each of the Nordic
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countries, yet these markets can be expensive to do
business in and are mature with high penetration
rates in each subsector.

The Four Sector Studies in the Top Markets Report

Filmed Entertainment

For the purpose of this report, filmed entertainment
refers broadly to film production, movie-going, video
on demand and traditional television. The transition
to digital production, distribution and consumption
is radically changing filmed entertainment
consumption behaviors, with varying results and
opportunities for U.S. businesses in each market.
Filmed entertainment is rapidly moving towards
digital streaming and satellite models, and movies or
movie-going as we knew it 10, 20 or 30 years ago will
soon be a case for the history books. There are good
growth trajectories in TV production and licensing,
especially for streaming content in all of seven top
markets.

Many of the top 25 markets offer film incentives,
such as tax credits, in an effort to lure U.S. film
production overseas. However, smaller studios are
advised to consider language, local players,
infrastructure, professional labor, and regulatory,
cultural and other matters when filming in some
emerging economies.

Movie-going is extremely popular in emerging
markets such as Brazil, China and India, and in the
more developed markets, there is a leveling off for
box office receipts as consumers also opt to view
movies on personal devices in addition to visiting
movie theaters. Depending on the source consulted,
all of the seven top markets are amongst the top 10
to 20 countries in spending on movies worldwide.

Music

The music industry is always challenged to monetize
and has good growth potential in several markets
but is persistently challenged by losses due to piracy,
which are difficult to quantify, and by consumers
who wish to listen to music on multiple devices for
free. The industry is asking itself how it can compete
with free.

Music intersects with technology, creating a tug and

pull in the industry between the Internet and social
media giants that promote and market music for
free and streaming services. Some criticize the tech
giants for not remunerating artists sufficiently, as
witnessed in the high profile case where Taylor Swift
withdrew her music from Spotify entirely. Many of
the top markets have regulatory environments that
protect local creative content in the name of
protecting culture and language but at the expense
of growth in the marketplace. There is a lot of
volatility in the music sector, and innovators are
seeking the next big trend that will once and for all
settle the issue of monetization and paying for
copyright content.

Mobile music has seen a spectacular fall in most
markets and no longer promises strong sales,
although ringtones and ring back tones are still
popular in some markets. Mobile music is on the
decline in every market studied for this report, with
the exception of China, the Netherlands, South
Korea and Turkey. It is hard to say if the mobile
growth trends will sustain other than in China and
the Netherlands, which reported very good growth
trajectories despite major growth in streaming or
downloading music. In the context of mobile
production, mobile film and video production and
the use of mobile in entertainment sectors are on
the rise worldwide.

Publishing

Between 2015 and 2019, publishing will grow at
about 1.3 percent to reach $128.3 billion and will be
led by India, which is emerging as the 10" largest
book market. Nigeria and Peru will see higher
growth in education publishing as their governments
invest in education, as will be the case for many
markets. Sales of educational books will outpace
consumer and professional books. Digital continues
to grow with less contraction in the print sector. In
any case, printed materials are still preferred for
sharing in classrooms and are still sold as used
books.

E-readers have not become as popular as analysts
predicted because many consumers and students
still prefer the physical book. Instead, tablets are
driving digital publishing, as the portability of tablets
has made them an instrumental tool in growing
digital publishing across consumer, educational and
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scientific books, so consumers can access a large
selection of content at any time.

The United States, the United Kingdom, Singapore
and South Korea will see e-books soar to 40 percent
of publishing revenues due to the high rates of tablet
access and ownership in those markets. As has been
the case for several years, print and audio book
revenues will continue to decline, but the physical
industry still enjoys 70 percent of total publishing
revenues.

Video Games

The game sector is growing dramatically in nearly
every market, and unless regulators decide to put
the brakes on, the industry is set to take a bite out of
global M&E revenues. Revenue growth for the video
game industry is growing faster than the filmed
entertainment and music sectors in North America,
Asia Pacific, Latin America, Western Europe and the
Middle East-North Africa, although there are some
variations by country. Only in Central and Eastern
Europe does filmed entertainment lead over games
and only by a small margin. The games sector is
expected to see very strong growth in the Eastern
European markets as well.

Figure 1 Projected TOP 25 MEDIA & ENTERTAINMENT MARKETS 2015 - 2019*

1. United Kingdom | 6. Mexico 11. Russia 16. Sweden 22. Israel

2. China 7. Germany 12. Italy 17. South Africa 23. Norway

3. Canada 8. France 13. Japan 18. Switzerland 24. South Korea
4. India 9. Australia 14. Spain 19. Argentina 25. Singapore
5. Brazil 10. Colombia 15. Turkey 20. Netherlands 25. Kenya

*U.S. Department of Commerce, International Trade Administration

2016 ITA Media and Entertainment Top Markets Report 12



Top Ten Entertainment Trends for the 21st Century*

New digital technologies will reshape the economics, production, distribution, and marketing of the
entertainment industry.

Traditional media enterprises must learn to adapt new Internet and computer technologies to
maintain competitiveness.

The convergence of the Internet with TVs, telephones, kiosks, autos, and wireless devices will
create many new media channels.

On-demand interactive entertainment content that is personalized for our preferences will be a
standard feature.

Advanced virtual reality bundled with digital agents and holographic entertainment worlds will
transform our experience of entertainment.

Movie theaters will receive digital broadcasts and satellite downloads of movies, video
conferencing, and other interactive programming.

Faster, smarter and more powerful multimedia communications devices will enhance our capacity
for producing and distributing entertainment.

Digital TV will provide new programs where we will experience real-time participation with the
media content, personalities, and shows.

Edutainment, the merger of entertainment and education, will offer a new genre of programming
that will be greatly in demand.

Nontraditional entertainment producers, will change the industry, offering new products, channels,
and innovations.

*Source: Institute of Global Futures
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Top Markets Methodology

The 2016 M&E top markets study explores seven
markets and analyzes growth projections over a five
year period from 2015 to 2019, utilizing data
principally from PwC’s Global Entertainment &
Media Outlook report of the same period, unless
otherwise stated in the endnotes. Additional
information sources in the report include trade
association reports, U.S. Department of Commerce
export data, management consulting industry
guides, information garnered from meetings, trade
negotiations, bilateral meetings with foreign
counterparts, export projects conducted directly with
industry partners and business leaders, financial
news sources, and other industry publications.

The ITA’s domestic and global offices were consulted
for industry, business and IP insights in each of the
seven countries, TPP and Nordic markets
researched, as well as trends in the United States.
The public report has been reviewed by business
partners who have experience with trade in M&E
sectors and work closely with ITA on export projects
and trade policy.

Please note: this report is not an assessment of how
foreign markets view their own cultural content
industries. Nor is it a report that analyzes trends
identified by foreign governments of their own
markets or a measure of how popular domestic
content is in each country. ITA respects each
market’s unique characteristics and analysis, which
may vary from research presented here.

Determining 27 Top Markets

The report methodology includes an in-depth
analysis of revenue growth and trends across four
subsectors: filmed entertainment (which includes
film, television streaming and Internet TV), music,
book publishing and video games, with an emphasis
on digital expansion. Absent robust export data for
each subsector, the 27 countries were ranked on
growth, known or expected trade barriers, overall
market conditions and the size of the population
(with an eye towards consumer purchasing power),
the size of the M&E marketplace, piracy rates and
the ability of governments to stem piracy, and

regional comparisons to derive the robustness of a
particular country against another in a given region.
The list of 27 countries began with an early
assessment of 40 markets, and from this research,
the seven top markets were identified. In addition,
due to the conclusion of TPP negotiations in 2015,
the ITA wishes to present opportunities in select
M&E sectors in this market research. The author also
highlights opportunities in four of the Nordic
countries as the research indicates that there are
pockets of growth in those highly digital markets
that also have stable economies and strong
consumer purchasing parity.

The country case studies and rankings of the seven

top markets are based on the following criteria:

e  Export flows to the extent data is available and
comparable across the top markets, including
the historic trade relationship with the United
States

e Copyright infringement and intellectual property
rights readiness in each market

e Internet access, broadband penetration and
their reliability as distribution channels

e Digital licensing and distribution growth
potential

e Trade or market entry barriers including import
guotas, cultural and content restrictions,
withholding of box office receipt payouts and
other payment matters, tax structures, foreign
investment limits, unfair customs valuation,
other protectionist measures, camcording,
illegal file sharing, and piracy

e  Other aspects of doing business in global
markets, such as joint ventures, co-production,
monetization and licensing requirements

e The overall trading environment, as well as
infrastructure readiness and economic
development

e Consolidation or convergence across M&E
sectors

e Consumer behaviors and trends and the digital
revolution, including growth of the middle class
with purchasing power (especially in emerging
markets)

e  Ways in which the USG can support global
licensing for creative content sectors.

2016 ITA Media and Entertainment Top Markets Report 14



2015 - 2019 Ranking of 27 Top Markets for Media & Entertainment

Small Markets,
Strong growth in
Certain Sectors

21

22
23
24
25
26
27

Israel

Norway
South Korea
Singapore
Kenya
Nigeria
Vietnam

. . Rank Country Market
Export & Licensing
Prospects
1 UK Larger Market, Large Share
2 China Larger Market, Growing Share
3 Canada Larger Market, Large Share
Strong Prospects 4 India Emerging Market, Growing Share
5 Brazil Emerging Market, Growing Share
6 Mexico Emerging Market, Growing Share
7 Germany Larger Market, Growing Share
8 France Larger Market, Smaller Share
9 Australia Larger Market, Less Certain Growth
Moderate Export .
Growth 10 Colombia Moderate Market, Smaller Share
11 Russia Moderate Market, Growing Share
12 Italy Moderate Market, Growing Share

Emerging Market, Growing Share
Smaller Market, Growing Share
Smaller Market, Growing Share
Emerging Market, Smaller Share
Smaller Market, Less Certain Growth
Emerging Market, Less Certain Growth
Emerging Market, Less Certain Growth
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Determining Seven Top Markets

U.S. media and entertainment content, know-how,
and business acumen are in high demand worldwide.
This is partially witnessed by the desire of many
foreign companies and artists to enter the U.S.
marketplace and is demonstrated by large scale joint
ventures in foreign markets with U.S. M&E players in
a leading role. U.S. products and services are known
for high-quality productions and the American
brand.

Hollywood, for example, is a place, a brand, a
business center and the creative hub of the global
filmed entertainment industry, which evokes images
of glamour, red carpets and world class
entertainment — both for American and foreign
consumers and businesses.

The United States also has the most open content
market worldwide, or the least restricted from a
trade perspective, although it is not always easy for
foreign entrants to comprehend the varying state
regulations in addition to federal laws that govern
licensing and business practices. On the other hand,
U.S. content is sometimes shunned by markets that
wish to protect or build their own robust M&E
marketplace. The U.S. M&E industry faces significant
barriers in foreign markets, some of which are
discussed under each country case study.

To identify the top 27 export markets, a list of 36
countries were reviewed, and an assessment was
made of the following factors: the digital media
landscape; growth in broadband or Internet access;
box office revenues; TV and electronic home video
subscriptions; over the top streaming services;
digital music streaming and downloads; physical
music; video games on digital consoles, PCs, online,
mobile, alternate and virtual reality; as well as
known trade barriers, piracy rates and economic
development factors across the 36 countries.

The list of 40 was then narrowed to 27, based on
growth in one sub-sector but losses in others, and
considering the current political environment making
growth prospects more tenuous in an otherwise
robust M&E market, such as in Russia. In other
cases, the country’s entertainment sector and
imports of M&E to said market were found to be
either too small or too nascent to warrant robust

returns at this time for U.S. exporters who enjoy the
largest and most relatively sophisticated domestic
M&E marketplace in the world.

While arguably the last 10 countries on the list of 27
are largely considered sophisticated global players,
the overall market is too small, too protected or too
young to yield returns in at least one significant
subsector or more in comparison to others on the
list.

The seven top markets are found in Europe, North
America and Asia. Four of the seven top markets in
this report are considered emerging economies with
tremendous growth potential (in alphabetic order):
Brazil, China, India and Mexico; three are more
established economies with proven and, arguably,
more stable growth opportunities: Canada, Germany
and the United Kingdom. While sales or export
revenues may be higher in the developed markets,
the growth rates may be exponentially higher in the
emerging markets selected as top markets in this
report.

Middle East/North African (MENA) markets were
eliminated in the early analysis regardless of possible
strong trade in other sectors, primarily due to the
small size of the markets, challenges with doing
business in certain markets and the fact that they
are just now developing their M&E sectors
domestically. Yet, there are promising
developments in South Africa, Kenya, Nigeria, the
United Arab Emirates and other markets that will
likely be explored in future Top Markets reports.
Some of the MENA countries restrict creative
content and free speech, are governed by sharia
law, and have other market access restrictions on
investment and trade that make it less attractive
compared to other markets at this time for U.S.
content providers. That said, many of these markets
are eager to collaborate with U.S. M&E companies,
and it is possible there will be good opportunities to
bring U.S. technology transfer, know-how and skills
to said markets in the near term. Such deals could
present another measure of M&E exporting as these
markets continue to evolve.

Argentina is experiencing good growth in M&E
sectors but has one of the most protectionist
markets of U.S. trading partners, making it virtually
impossible for U.S. exporters to rely on deals in that
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country at this time. Japan is also seeing solid growth
and is a large M&E marketplace, but it is expensive
to do business there, and American exporters,
especially small companies, may opt for less
expensive markets, such as Mexico.

France has a rich cultural history and interesting
M&E trends along with a large M&E sector, yet the
strong cultural values may create challenges for U.S.
entrants. Language and copyright issues further
complicate trade between U.S. and French M&E
sectors. However, there is very strong desire for U.S.
content and know-how in France, as there is in much
of the world.

Australia is also a solid M&E marketplace, albeit a bit
fragmented due to the size of the country. It is far
from global distribution centers and from the United
States, making it more challenging and possibly more
costly for U.S. distributors and exporters to travel
and ship M&E content and merchandise than to
certain other countries.

Israel, Italy, Netherlands and Spain are experienced
trade partners but smaller markets, each with
various trade barriers, but all very much interested
in U.S. content and thereby more likely export
targets of the very large corporations or small firms
with a unique genre or content particularly popular
in those countries.

The more established markets in Europe, North
America and Asia have larger markets but slower
percentage growth compared to many developing
economies; nonetheless, many represent billion
dollar exports and M&E revenue growth markets.
Even where physical product is declining, there is still
a large market, such as the music industry in Japan
or publishing in India.

Observations on Intellectual Property & Copyrights
for the Creative Content Sectors

All 27 markets are affected by serious content piracy,
and many are rife with illegal music file sharing and
camcording (i.e., illegal recording) in theaters, as
well as a proliferation of set-top boxes with pirated
content, especially, but not limited to, Asian
markets.

Most of the markets reviewed here with the highest
M&E revenues are also markets with extremely high
piracy rates and are listed in the submissions by the
International Intellectual Property Alliance, which
represents more than 3,200 M&E industry
companies, in connection with the Special 301 report
by USTR. There appears to be a correlation between
piracy and growth, contrary to what one might
imagine, as can be seen from the data used in this
research provided by PwC and market analysis by
the IIPA and other industry analysis. If there is in fact
a direct correlation, the reasons could be that the
more companies and content enter a market, the
more it is pirated or copied and dispersed and the
more the companies fight to maintain a legitimate
market place.

Another theory is that the more established, larger
markets have historically enjoyed very robust
physical sales, and while they are transitioning to
digital market places, they still lead in M&E
revenues, despite high piracy rates. The gap between
high physical sales and the increasing revenues from
digital trade is expected to narrow over the next 10
years. Further information on the three subsectors
and more in-depth industry analysis is offered
elsewhere in this report.
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Country Case Studies

To illustrate the breadth of opportunities in foreign markets, ITA selected seven countries for detailed
case studies (in alphabetic order): Brazil (5), Canada (3), China (2), Germany (7), India (4), Mexico (6) and
the United Kingdom (1).

Since each M&E subsector is different, ITA also included in the report sector snapshots that highlight
particular challenges and opportunities in each subsector as well as sector specific rankings.

New in the 2016 report is an assessment of opportunities in 10 of the 12 Trans-Pacific Partnership (TPP)
markets (excluding the U.S. and Brunei) and a snap shot of four of the Nordic markets.

ITA’s recommendations are meant to provide suggestions for exporting and licensing to these markets,
and U.S. businesses are advised to consult with their local U.S. Export Assistance Center and consider
current political and economic events when planning to export, license or expand into global markets.

2016 ITA Media and Entertainment Top Markets Report
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Brazil

Brazil is the wealthiest nation in Latin America, although this year Mexico and

Argentina have registered higher GDP per capita, and the current recession is curbing

Overall Rank

the economic growth among the Brazilian middle class. In 2015, Brazil boasted a

$48.4 billion M&E industry, which is expected to grow to $71 billion in 2019. It is

twice as large as Mexico’s M&E industry. The August 2016 Olympics (and the 2014

World Cup) spurred growth for entertainment venues and companies providing live 5
music, animation and media tools, but the current political and economic situation

will curb growth.

Ranking of the Brazilian M&E Sectors 2016
1. Filmed Entertainment

2. Music

3. Publishing

4. Video Games

Brazil ranks fifth on ITA’s list of top M&E export
markets in 2016. U.S. exporters are expected to be
particularly competitive in filmed entertainment and
music but will have to remain vigilant to protect
copyrights and market share. Brazil is still developing
its international licensing system, and while
opportunities abound as Brazilians are just as eager
to share their creative talent as they are to learn
about U.S. M&E trends, trade barriers make market
entry a challenge.

Exporters are advised to have a local attorney who
speaks Portuguese to provide tax and licensing law
expertise and to help navigate the copyright laws,
which have been in flux in recent years. Fraudulent
payment systems and scams are other concerns for
U.S. businesses in this marketplace.

Nonetheless, it is a vibrant entertainment
marketplace. The film industry is well developed,
while television is more localized, and games are
growing both for digital consoles and online. Music is
a vital cultural force in Brazil, and there is demand
for American jazz and electronic/trance, among
other genres, in the Brazilian marketplace.

Overview of the M&E Market

Brazil is Latin America’s largest media market and
the only Portuguese-speaking country on the
continent. Brazil has thousands of radio stations and
hundreds of TV channels, both very influential media
with highly concentrated ownership that are tightly
regulated by the government.®®

The government is implementing its digital TV
transition and was slotted to switch off analog in
2016, but the government has decided to hold off
until 2018, after the Olympics has concluded”.
Presently, more than 30 percent of Brazilian
households subscribe to pay-TV. Globo, Brazil’s cable
giant, counts almost half of the country’s population
as its viewership and offers pay-TV stations,
magazines, radio, film production and newspapers,
although the bulk of Globo’s $6.3 billion (2013)
fortune comes from its broadcast network, which
airs telenovelas (soap operas) that are popular
throughout the continent. Globo is not only the
largest Brazilian media company but also the largest
in Latin America.®

Steve Solot, President of Rio Film Commission,
confirms that despite the country’s general
economic deceleration, the film and, especially, TV
industries are surging, boosting demand for content
in all audiovisual segments. The Brazilian
government has announced its support for the film
industry, and box office receipts are growing rapidly
but could be at risk due to weak economic
development and the major sporting events that
take place during the time of year typically
associated with high movie attendance in Brazil.
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Value of Brazil Media & Entertainment Market

$2,700,000,000

by Sector

$2,400,000,000

2,200,000,000
¥ $2,100,000,000
$1,000,000,000
$547,000,000
$682,000,000 $506,000,000
Publishing Video Games Music Filmed Entertainment
2015 2019

The Brazilian music industry is very diverse and
localized, and certain genres of foreign music are
more popular than others for export purposes, such
as jazz, trance and lounge, rock, and folk, especially
as many Brazilians begin to listen to and purchase
music in foreign languages. American music is
popular in Brazil, but Brazilian music is the most
popular, as many still prefer to listen to music in
Portuguese. Brazilians are digitally savvy, with 91
million people online. Consumers are easy to reach
via online marketing campaigns. Among social media
trends, YouTube is extremely popular.

Challenges Facing U.S. M&E Exporters

Copyright industries doing business in Brazil face
significant Internet piracy, as do products in the
entertainment sector, such as CDs; DVDs; and other
media carrying pirated music, movies, TV
programming and video games. Circumvention
devices that allow access to video game consoles are
a problem for all copyright sectors.

That said, the industry faces roughly the same
amount of Internet piracy as is found in any other
middle income country, and Brazilians consume
pirated DVDs and engage in illegal downloading. The
activity is driven by high costs and taxes on

entertainment and lack of a full catalogue offering to
the public, some of which is a governmental
problem, and some of which is caused by the
industry. Problems with enforcement for illegal
downloads are being addressed this year in a
pending and long-awaited new copyright law. Brazil
has significantly improved enforcement against hard
goods piracy over the past five years, which includes
DVDs/CDs. The new copyright bill will likely also
contain express “fair use” exceptions and limitations.

Opportunities for U.S. Companies

U.S. companies willing to invest in the Brazilian
market and build personal relationships with
businesses in Brazil stand a fair chance at doing
repeat business in this relationship-driven economy.
The creative industry has always been vibrant in
Brazil, and now the country is focused on building a
world class M&E sector, a process that was
intensified by the FIFA World Cup 2014 and in
anticipation of the 2016 Rio Olympics. The 2016
Olympics offer opportunities for M&E companies
with entertainment and event services, theme parks
and related entertainment, live music acts, apps, and
filmed entertainment.
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Filmed Entertainment

The Brazilian filmed entertainment sector is slated to
reach $2.7 billion by 2019, up from $2.2 billion in
2015, at a robust 6.1 percent growth rate.”" Box
office revenues will reach $1.16 billion, growing 8.5
percent during the same five-year period.Viii The
Brazilian government reports box office revenue
grew for the ninth consecutive year in 2015 to reach
$773 million (8.5 percent) while admissions will
increase to 195.4 million in 2019, a significant rise
from 152.0 million in 2014.

It may be challenging to translate English content
into Portuguese, although many movies are also
dubbed. The fastest growth will be in electronic
home video, which will rise at an impressive 15.4
percent to $676 million in 2019 (from $330 million in
2014), which will represent 24 percent of total
filmed entertainment revenues.™ Over-the-top (OTT)
streaming will experience a large increase in
revenues to $191 million in 2019, a marked revision
downward from last year’s prediction of $363 million
in 2018 but still strong.* Through-TV-subscription
revenues will almost double to reach $485 million by
2019 (up from $250 million in 2014).%° Content for
TV and DVD, along with digital streaming and
subscription services, still offers good growth
opportunities in Brazil, especially for content that is
localized or offers new genres.

The Brazilian government has dedicated many
resources to grow the domestic filmed
entertainment sector. In 2014, then President
Rousseff announced $470 million in film and TV
incentives aimed at cinema expansion under a
project titled “A Cinema Near You.” This project is
funded by the federal government and managed by
the National Film Agency, Ancine, and its Audiovisual
Sector Fund (FSA) in cooperation with the National
Development Bank (BNDES). Both Rio and Sao Paolo
governments also offer film funding and marketing
for the domestic industry, via RioFilme and SPcine.
While this bodes well for the local economy, it can
also open doors for U.S. producers to partner with
Brazilian producers of television series and films for
TV, who will have access to additional production
funds, which in turn could be beneficial in terms of
translation of subtitles on content and generally for
contractual interpretation.

Brazil’s audiovisual regulatory environment is
complex and favors national content and production.
Although there is a vast array of production
incentives for national content in every format, there
is no specific foreign production incentive. However,
U.S. producers can partner with a Brazilian company
to access local production funds. Federal regulations
for audiovisual projects overseen by Ancine have
been criticized by local producers as overly
bureaucratic and slow, hindering the production
process.

Despite rapid growth of transactional and, especially,
subscription-based video-on-demand (VOD) services
(both foreign and national), the federal government
has issued a levy on VOD services that may restrict
expansion of services catalogs to mostly highly
commercial films which can cover the cost of the
levy. The Ancine Regulatory Agenda 2015-16,
published March 13, includes this item.?°

Television

Subscription TV offers excellent growth
opportunities for companies that are willing to
navigate the quota and taxation requirements levied
on foreign providers.?! In 2012, the Brazilian
government implemented a domestic quota for pay-
TV (Law 12.485), which mandated new local content
quotas for pay-TV channels and thereby created
enormous demand for independently produced
national content to be acquired or co-produced by
channels in order to fulfill the quotas. While U.S.
producers can partner with local companies to
produce series and TV movies, this represents a
serious trade barrier.

Pay-TV penetration was only 29.5 percent in 2014 in
approximately 19 million homes, according to The
National Telecommunications Agency (Anatel,) and
is expected to grow 36.7 percent through 2019,
dominated by Net Servigos (cable) and Via Embratel
(satellite).Xi Both are backed by Telmex, a dominant
Mexican telecommunications provider with a strong
presence across Latin America. PwC analysts suggest
the satellite TV sector will see robust growth from
16.5 percent to 20.7 percent of television
households, and IPTV is expected to expand beyond
approximately 600,000 households in 2013 to 2.3
million in 2018, representing excellent opportunities
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for U.S. exporters. It is worth noting the latter will
represent about 3.1 percent of TV households.

Music

When working with the music business in Brazil, it is
important to understand the local culture and how
the industry is represented in two distinct
communities. One represents the traditional music
industry, including the major labels, music publishers
and radio. The other represents the independent
sector, which is strongly influencing the direction of
the emerging and new Brazilian music industry,
represented by young managers, do-it-yourself (DIY)
artists, indie labels, indie music festivals and social
media.

Exporters will need to know which segment they are
targeting when entering the market and plan on
meeting with buyers in person to build the
relationship. For Brazilians, this is very much a
relationship industry. Fortunately for U.S. exporters,
most people working in the music industry speak
English and often Spanish in addition to their native
Portuguese. Radio is still the most powerful medium
to expose new music and gain attention for new
releases in Brazil, and television is also a very
important medium, with social media and online
tools following closely behind TV.

Music sales across Latin America grew by only 1.4
percent in 2013, and digital sales accounted for 35
percent of revenues. Brazil and Mexico dominate the
market and together account for 70 percent of
recorded music income in the region, although 2013
brought declines in both Brazil’s and Mexico’s music
markets.?? By 2014, Brazil recorded $500 million in
revenue, with a 1.8 percent forecasted growth rate
to reach $547 million in 2019, signhaling better times
in the future. Recorded digital music sales peaked in
2014 at $295 million and could fall by as much as 1.9
percent through 2019 to $267.”" Digital streaming
music will be an important part of the industry’s
future over the forecasted period with the launch of
Spotify in 2014 joining other companies in the
streaming music business.™ In 2014, the digital
streaming market was $62 million, which had risen
30 percent from 2013 and is forecasted to grow to
$83 million at a rate of 6.2 percent through 2019."

These developments signal strong opportunities for
U.S. labels across a broad swath of genres.
Subscription services are on the rise. While mobile
music (with ring and ring-back tones in particular)
sets the tone for early digital music development, it
is now in decline with competition from new music
services and wider broadband penetration,
especially in urban centers. lllegal file sharing
remains problematic as Brazil’s copyright law is
being revised but may not gain significant ground,
possibly for years to come, due to changing political
players and multiple agencies involved with law
making.?

The Ministry of Culture has publically announced the
Copyright Bill will be released this year. As
mentioned previously, Spotify and similar services
are flourishing (and for perspective, so is Netflix,
representing another creative content sector), and
experts believe Brazilians are likely to halt illegal
downloads and file sharing once costs become more
reasonable. Licensing of digital music and
participation in music festivals hold the highest
potential for music exporters in the short run, until
the industry is better protected by more robust anti-
piracy laws.

Video Games

Brazil has the second largest game market in Latin
America after Mexico, worth $484 million (2015),
and is expected to grow 11.9 percent over the
coming years to $746 million by 2019. It will then
boast 38.9 percent of the region’s total video games
consumers, surpassing Mexico’s video game market
by a small margin.xvi Sales of game consoles will
increase at a rate of 11.6 percent to reach $324
million in 2019 (from $188 million in2014) despite
the almost 90 percent import taxation on consoles,
which encourages illegal trade and stifles growth in
legitimate video games and consoles.?* In addition to
taxes, there are high tariffs, and given the downturn
in the Brazilian economy, no improvements are
expected in the immediate future to reduce the fiscal
and regulatory burdens across many sectors.

Social media is accredited with being a major driver
for this sector, and online games are tremendously
popular. The apparently sudden growth in traditional
gaming, when other markets are witnessing a
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decline, especially in console gaming, has to do with
the import tax situation. Consoles and console
games are significantly more expensive in Brazil than
in other territories and could retail for $60 in the
United States but over $100 in Brazil, and they arrive
in the store long after their release date. The
increase in digital formats bypasses the traditional
tariff and taxation channels altogether. This has led
to a sudden opening up of the market, meaning
earlier availability of more affordable, comparably
priced games and services for Brazilian consumers.
Free-to-play mobile and online games will grow,
thanks to the high cost of video games, which will
also lead to high advertisement revenues in the
market place.

New technologies will help stem piracy in the
console sector, such as consoles with improved
methods for detection and blocking that prevent
play of pirated games on consoles, along with next-
generation consoles equipped with anti-piracy
software and newer games that offer in-game
downloads and multiplayer gameplay, which must
connect to official servers to verify legitimacy before
allowing access to the games.

Lastly, the Brasil Game Show (BGS) will take place in
Sao Paolo from September 1 to 5, 2016. More
information is available at:
http://www.brasilgameshow.com.br/.

Publishing

In 2015, total book publishing revenue was worth
$2.2 billion and will experience a modest growth
trajectory to reach $2.4 billion by 2019." While e-
books will expand during the forecasted period, print
books will remain the most popular way to read a
book. The Brazilian government is promoting reading
through programs such as the National Reading
Incentive, which will help drive the popularity of
both print and e-books.™"

As with most top markets, the e-book markets will
witness the most impressive growth with consumer
e-books at 35 percent, more than quadrupling in size
from $44 million in 2014 to $197 in 2019.*
Educational e-books will grow at a rate of 23.2
percent from $2 million to $4 million but will
represent only 0.6 percent of the total revenues for
educational books due to a low tablet penetration

rate of the market.” Professional e-books will grow
11.5 percent through 2019 to reach $63 million.™

Major international publishers like Penguin Random
House recognize the important growth potential of
Brazil as an emerging economy and have invested in
local publishers. For the time being, brick-and-
mortar stores will continue to play the most
important role in the Brazilian publishing sector. One
important consequence of the reliance on brick-and-
mortar stores is that small and medium sized
publishers are afraid of putting themselves out of
business by pricing their digital books much lower
than their print books and undercut themselves.
Therefore, the Brazilian market is unique in that it is
seeing publishers price their digital books at a similar
price to their print books, which is not necessarily
the best way to encourage growth in e-books.™

Guidance and Resources for Exporters

The following information is intended to provide
guidance and resources for U.S. exporters looking to
sell their services in Brazil.

e Typical buyers, licensors and distributors of M&E
in Brazil might include state and federal
government, small and medium sized private
companies, and large domestic or multinational
corporations.

e Preferred business strategies to enter/expand in
the market might include finding a distribution
partner and setting up an office in country with
local partners to comply with local import
regulations.

e Common trade barriers to enter/expand in the
market might include that most businesses have
set up their own regional or local office in
country. It is a cost of doing business in the local
market and required by law. There are high
taxes on FDI and complex licensing procedures
in Brazil.

e U.S. Department of Commerce Country
Commercial Guide:
http://www.export.gov/ccg/brazil090732.asp
Other Market Research:
http://www.mpaa.org/the-brazilian-film-
industry-thoughts-on-innovation-and-
regulation/#.VzCD8sv2blU

e American Chamber of Commerce in Brazil:
http://www.amcham.com.br/en
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e  Government Agency: Ministry of Culture,
Fundagdo Biblioteca Nacional —
http://bn.br;enwww.cultura.gov.br

Industry Trade Associations

Film/TV

e  Brazilian TV Producers Association
http://braziliantvproducers.com/en/

e Rio Film Commission
http://www.riofilmcommission.com/

Music
e Brazilian Association of Independent Music
http://abmi.com.br/website/index.php

Publishing

e  Brazilian Book Chamber - http://www.cbl.org.br

e National Union of Book Publishers (SNEL) —
http://www.snel.org.br

e  Brazilian ISBN Agency - http://www.isbn.bn.br

Video Games

e Brazilian Association of Video Game and
Autdiovisual - http://ubveg.orqg.br/

e ACI Games - http.//www.acigames.com.br/

e  ABRAGAMES - Brazilian Association of Electronic
Game Developers - http://www.abragames.org/

Trade Shows

Film/TV

e  Rio Film Festival
http://www.festivaldorio.com.br/en/

e Rio Content Market
http://riocontentmarket.com/

Music

e  Rio Music Buzz
http://www.abmi.com.br/circulares/RELATORIO
%20Ri0%20Music%20Buzz%202015.pdf

Publishing

o 14" Paraty International Literary Festival (FLIP),
Date: June 29 — July 3, 2016, Paraty, RJ, Brazil
http://www.flip.org.br/?idioma_new=I

e Bienal Internacional do Livro de S3o Paulo 2016,
August 26 — September 4, 2016, Sao Paulo, SP,
Brazil
http://www.bienaldolivrosp.com.br/en/Home/

e Bienal Internacional do Livro Rio 2017, August
31— September 10, 2017, Rio de Janeiro, RJ,
Brazil http://www.bienaldolivro.com.br/en/

e Bienal do Livro de Minas 2018 Juiz de Fora /
Belo Horizonte MG, Brazil
http://www.bienaldolivrominas.com.br/

Video Games
e Brasil Game Show (BGS) -
http://www.brasilgameshow.com.br/
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Canada

The Canadian M&E industry will grow at a respectable 5.2 percent CAGR during 2015
to 2019, from $47.8 billion to $58.5 billion." Canada is well positioned as an M&E
leader with extra value added offerings in filming and co-production incentives for
foreign investors, a vibrant game developer’s marketplace, and a strong focus on
copyrights to build the foundation for a robust music sector. Canada’s switch to a
digital M&E sector is driven by an increase in broadband penetration at 86.8 percent
in 2015 - below full capacity but second among the G8 countries. Canada invests 3
heavily in its domestic creative economy, and besides implementing content

restrictions to protect the domestic market, large subsidies are provided to startups

and artists, representing competition for U.S. entrants.

Overall Rank

Ranking of the Canadian M&E Sectors 2016
1. Video

2. Filmed Entertainment

3. Publishing

4. Music

Canada ranks third on ITA’s list of top M&E export
markets. There is strong demand for U.S. M&E
content in Canada, while at the same time the
government is serious about protecting local creative
heritage, skills and languages. Canada and the
United States are each other’s main trading partner
with strong commercial ties.

The United States has groomed many a famous
Canadian entertainer as their own as far back as

silent film star Mary Pickford, through the golden
years of film and music with Christopher Plummer,
Donald Sutherland, Glenn Ford, Norma Shearer and
Robert Goulet to Alanis Morissette, Anne Murray,
Assassin’s Creed, Bryan Adams, Dan Aykroyd, Eugene
Levy, Howie Mandel, Jason Priestley, Jim Carrey, Justin
Bieber, Keanu Reeves, Matthew Perry, Michael J. Fox,
Nia Vardalos, Ryan Gosling, Ryan Reynolds, Sarah
McLachlan, Seth Rogan, Shania Twain, Pamela
Anderson, Paul Anka, Peter Jennings, William Shatner
and many other Canadian M&E exports; Americans
also enjoy notable acts like Cirque de Soleil, Celine
Deon and Michael Buble - just to mention a few.

With a large economy, highly educated population,
and strong high-tech and media sectors, it is no

Canada Media & Entertainment Market 2015 - 2019
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surprise that Canada ranks third on the top markets
list. U.S. exporters will do well in filmed
entertainment, including filming, co-production and
distribution of movies, as well as licensing television
content for OTT/streaming. Digital music downloads
and streaming music are growing at a steady pace,
although taxation and cost of business can be
prohibitive vis-a-vis the U.S. dollar. The games sector is
flourishing, and Canada is known as second in the
world for gaming development. U.S. exporters may
easily find collaborative or new opportunities in the
Canadian market to match the high-tech expertise and
R&D found in the U.S. marketplace.

Overview of the Market

The strong services trade with Canada sets the stage
for robust M&E exports to flourish, although it is also
a relatively heavily regulated market. Canada
provides some of the most impressive subsidies to
its creative sectors, which in turn create a slew of
barriers to foreign investors and, in an effort to
protect culture, also create barriers to M&E
entrants.

The Canadian Radio and Telecommunications
Commission (CRTC) regulates radio, television,
broadcast distribution undertakings (cable, satellite
and IPTV television services), most
telecommunication services, wireless services and
Internet Service Providers (ISPs). The CRTC reports to
Parliament through the Minister of Canadian Heritage
(the federal agency responsible for culture, media,
sports and the arts in Canada and that also regulates
Canadian content requirements for media).
Innovation, Science and Economic Development
Canada (formerly Industry Canada) also plays a role
from the technical side.

On April 22, 2016, Canadian Heritage announced that
they will begin a major review of Canada’s cultural
industries involving everything from regulations
including the Broadcasting Act to the CRTC, Canadian
content regulations and funding for cultural
industries.

Filmed entertainment is geared towards North
American consumers, and there are many
cooperative arrangements and opportunities
between the two countries in the film industry. The
CRTC regulates music broadcasting. The Canadian

Academy of Recording Arts and Sciences administers
Canada's music industry awards, the Juno Awards,
which is similar to the U.S. Grammys.

Opportunities for U.S. Companies

Filmed Entertainment

Canada’s filmed entertainment market will grow at a
modest 1.9 percent from 2015 and 2019, from $3.1
to $3.4 billion, and by 2019, box office revenues will
constitute 42 percent of film earnings.®™ The U.S.
filmed entertainment industry enjoys a robust
relationship with Canada. While Canada holds co-
production treaties with over 50 countries, the
United States conducts joint projects without such
an official agreement, and both tax and filming
incentives are available. OTT and streaming content
will grow at 17.4 percent during this period.™ While
physical home video will continue to decline, it will
still constitute a $976 million market in 2019, TV
subscriptions will experience a slow and stagnant
growth, staying close to $7.6 billion from 2015 to
2019.%"

Netflix is expanding rapidly and faces competition
from Canadian cable company competitors like
Shomi and CraveTVVideo. Rental kiosk company
Digiboo is establishing itself in the Canadian market,
signaling growth opportunities both for digital
content and physical rentals. Cineplex is operating
successfully in the market as well, offering digital
rentals. Canadians are increasingly choosing TV
series over feature films, and movies are more often
viewed on TV rather than at the theaters.

Consumers are accessing content on-demand across
multiple platforms. There is also a disparity between
demand for French versus English language content,
which warrants further exploration and could signal
good growth opportunities for U.S. content creators
of English filmed entertainment if they target the
right market segment. The Canadian government
requires 60 percent of televised content to be
Canadian, and Canadian broadcasters have to spend
30 percent of their revenues on Canadian programs.

Music

The Canadian music industry will experience nominal
growth at just over 1 percent during the period from
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2015 to 2019 from $1.1115 billion to $1.1159
billion.”™"' Modest growth opportunities can be
found in digital music, as streaming is expected to
grow by 18.9 percent as Canadians adopt on-
demand or web radio streaming services and online
music video services. Digital downloads, in a marked
revision from last year’s report, will decrease by 8.8
percent, aligning the market with a trend
experienced in many other top market countries.
Digital revenues shrank 5.7 percent from 2014 to
2015, to reach $207 million or 17 percent of
Canada’s music revenues, and falls behind physical
revenues, which declined by 5.6 percent.”" Content
restrictions are in place for radio play; 35 percent of
radio content must be Canadian, and 30 percent of
radio play between 6am and 6pm Monday through
Friday must be Canadian content. Further
regulations concerning music play can be found on
the Canadian Radio-TV and CRTC's website.

XXvii

Games

Video games are set to reach $1.5 billion in 2019 (4.6
percent growth) from $1.2 billion in 2015.” Growth
has been spurred by mobile gaming and game
consoles as well as in related advertising revenues.
While computer games are declining (digital PC
games will grow 7.0 percent, but physical PC games
will decline 6.4 percent during the same time),
console sales constituted 57 percent of the 2014
market and, unlike in other developed economies,
will remain robust, growing 3.1 percent by 2019.%*
Digital console games will outgrow physical games at
14 percent between 2015 and 2019, demonstrating
the shift from physical to digital distribution and
consumer demand for digital.” App-based games
continue to grow and “84 % of Canadian video game
companies are actively working on products or
services for mobile platforms,” signaling intense
focus and opportunities in the mobile sector.™"

Publishing

In 2015, the publishing sector reached $1.95 billion
and is set to increase to $2.12 billion by 2019 at a
growth rate of 1.7 percent.®™" Canadians are avid
readers and purchase both electronic and print
books, and the decline in the print books purchases
signals the movement toward to e-books.”™" In
2015, consumer e-books constituted $266 million in

revenues for the publishing industry with a growth

of 8.5 percent by 2019, increasing the market size to
$401 million.” Over the same period, professional
e-books will grow 10.5 percent and increase from
$85 million to $135 million.*"

Education e-books will grow at an explosive 21.1
percent from 2015 to 2019 with revenues increasing
from $143 million in 2015 to $372 million in
2019.”" The significant growth in the e-books
subsector of Canada’s book publishing industry
indicates that it has reached maturity and
consumers will continue to make the switch over
from more expensive print books to lower cost e-
books. Nevertheless, the print books/audio remains
popular and, in 2015, consisted of nearly 75 percent
of the total publishing sector in Canada. ™"

Challenges Facing U.S. M&E Exporters

There is significant demand for U.S. content in
Canada, and U.S. exporters have a lot of
opportunities in the market. However, online
infringement is high and enforcement action weaker
than expected considering the advanced
marketplace. There have been complaints of illegal
and uncompensated retransmission of TV content
and unfair discrimination against music public
performance, which are both presently being
discussed by the two governments and industry
representatives.

Guidance and Resources for Exporters

The following information is intended to provide
guidance and resources for U.S. exporters looking to
sell their services in Canada.

e Typical buyers, licensors and distributors of M&E
in Canada might include state and federal
government, small and medium sized private
companies, and large private companies.

e Preferred business strategies to enter/expand in
the market might include agreeing on
distribution and setting up an office in country
with local data centers.

e Common trade barriers to enter/expand in the
market might include that as we move closer to a
digital media based economy, it is important to note
that while the privately held companies will host data
on overseas servers, public sector organizations are
still wary about doing so. In fact, the provincial
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governments of British Columbia and Nova Scotia
have legislation that prohibits the storage of data
outside of Canada. Many U.S. multinational vendors
have set up their own regional or local office(s) in
country. It is a cost of doing business in the local
market. Companies should expect some significant
competition from local vendors.

U.S. Department of Commerce Country

Commercial Guide

American Chamber of Commerce in Canada

Industry Trade Associations:

Entertainment Software Association of Canada
Canadian Association of Broadcasters

Alliance of Canadian Cinema, Television and
Radio Artists (ACTRA)

Canadian Country Music Association

Canadian Independent Music Association
Canadian Media Producers Association
Motion Pictures Association Canada

Music Canada

Society of Composers, Authors and Music

Publishers of Canada (SOCAN)

Government Agencies:

Canadian Heritage

Canadian Radio-Television and
Telecommunications Commission (CRTC)
Innovation, Science and Economic Development
Canada

Ontario Media Development Corporation

(OMDC)

Telefilm Canada

Trade Shows:

Banff World Media Festival

Canadian Music Week

Giant Screen Cinema Association (GSCA)
International Conference & Trade Show
Montreal International Game Summit
Show Canada

Toronto International Film Festival (TIFF)
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China
S

China’s M&E industry is on track to reach $242.2 billion by 2019." China has the
second largest economy in the world, powered by state-owned enterprises (67 are
listed on the Fortune Global 500). The population of 1.3 billion has more than 600
million Internet users and 500 million mobile Internet users. Wi-Fi is widespread and
free, but free speech is curtailed and Internet sites are monitored and blocked for
offensive content. China’s growing affluent middle class is seeking quality and 2
diversity of entertainment products and services. The government has put its weight

behind promoting culture and is building movie theaters at a furious pace, now

standing at 23,600 screens (compared to 40,000 in the United States) and more than

3,700 theaters and growing and with an estimated 60 million movie goers, there are

excellent M&E growth opportunities in the world’s most populous country.

Overall Rank

Ranking of the Chinese M&E Sectors 2016 and distributors can enter coproduction agreements
1. Filmed Entertainment or other entrusted production agreements to bring
2. Video Games U.S. content to film and TV viewers, both in theaters
3. Publishing and online.

4. Music

The music industry is growing and is equally
challenging to enter due to regulatory restrictions
and state mandated censorship approval. Demand
for Western music, while popular (especially
American music), has not developed to the same
degree as K-pop (Korean pop music), and Chinese
opera and other local content is still very dominant

China ranks second on ITA’s list of top M&E export
markets by sheer size. China offers a powerful, large
market place and the government is making sure the
entertainment industry is rising to the challenge to
match global markets and offerings for its vast

consumer base. However, trade barriers such as in the Chinese marketplace.
content restrictions and rules for Chinese ownership
limit how U.S. exporters can access and trade in this The games sector is also booming, and both digital

market, hence it ranks second. U.S. film producers console and online games are facing robust growth

China Media & Entertainment Market 2015 - 2019
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in the next five years, presenting excellent
opportunities for U.S. exporters who would like to
enter the marketplace with a Chinese partner. With
13 percent of the world’s global mobile revenues, a
new trend has emerged with games spreading due
to the popularity of mobile chat apps.3° Piracy
plagues China, and the government is working to
improve copyright and IP protections.

Overview of M&E Market

China’s M&E market is growing faster than the
overall economy as the government has strategically
invested in M&E and the growing middle class
consumer base can afford to spend on
entertainment. The Chinese government has
emphasized training in the Chinese M&E industry
and has increasingly made capital available to the
cultural and entertainment sectors, while cautiously
allowing foreigners to invest, such as creating an
M&E investment fund in collaboration with
Singapore and a media project with U.S. media
conglomerate Time Warner.

In addition, both the U.S. and China view this
industry focus as a “soft power” tool in a five-year
plan to grow the domestic industry and increase
China’s global influence as well as their image
abroad.”® There is high demand and consumption
of mobile games and filmed entertainment, and
some experts advise new exporters to start investing
in second or third-tier cities that have established
international business ties and active ports before
venturing to the capital, Beijing, and so-called first-
tier cities, like Shanghai, that are more competitive.

Opportunities for U.S. Companies

Filmed Entertainment

China’s filmed entertainment sector is expected to
grow 14.5 percent by 2019 to reach just under $10
billion, nearly doubling from $5.8 billion in 2015.°
This growth is due to China’s policies to stimulate
the sector, build its domestic movie production and
digital theaters, and expand the role of co-
productions, as well as addressing their quota
system and increasing revenue sharing imports.
According to the Los Angeles Times and Artisan
Gateway (a leading film and cinema consulting firm in
Asia), box office receipts increased 48.3 percent to

$6.8 billion by year end of 2015. This enormous
growth is the largest jump in the past five years, and
61 percent of it was generated by Chinese films, as
American share of the market has continued to
decline." Chinese screens increased by more than
9,000 in 2015, bringing the total amount of movie
theaters to 32,000.™

China boasts the second largest theatrical market
worldwide after the United States, and box office
revenues are on a meteoric rise and are expected to
reach $8.8 billion (15.5 percent) by 2019. Filmed
entertainment is a main driver for the entertainment
sector in China, and the government has invested a
tremendous amount in new mega theaters and
entertainment complexes, collaboration with U.S.
media and entertainment conglomerates, and co-
productions with foreign entities and domestic film
production.

In 2014, 67 foreign films were released in China; 33
of those were released on a flat-fee basis and 34 on
revenue-sharing basis, meeting the full quota of
films.33 The U.S.—China film deal of 2012 allows for
14 additional movie imports of new format films in
3D or animation on a revenue sharing basis. China’s
overall import quota on a revenue sharing basis now
stands at 34 films annually for all countries. Co-
production is gaining in popularity, and several major
Hollywood studios as well as indie film makers
engage in these deals with China. In 2015, foreign
films held 45.5 percent market share, in large part
due to the success of the U.S. blockbuster
Transformers: Age of Extinction.

Whether importing or co-producing, foreign firms
interested in working with China will have to
understand how to address State Administration of
Press, Publication, Radio, Film and Television of the
People's Republic of China (SAPPRFT), regulations for
the industry, including cultural and content
restrictions, a quota system for foreign films, and
garnering data and earnings from unclear box office
reporting. There are two major modes of co-
production in China: joint production (collaboration)
and assisted production (entrusted production).
Joint production, or “co-pro,” is considered a
domestic film and not subject to the quota and will
also be at least 51 percent Chinese-owned. In an
entrusted production agreement, the foreign party
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puts up 100 percent of the capital; the Chinese side
produces the film, but it counts as a foreign film
under the import quota.

U.S. exporters and licensors also face a marketplace
with widespread piracy of creative content and are
advised to conduct a cost-benefit assessment prior
to entering the market. The Department of
Commerce offers IPR resources specific to the
Chinese market, which is available on
www.stopfakes.com. In addition, the China Film
Group (CFG) controls distribution of imported
movies, and investors will have to either use a joint
partnership or hire U.S. or local experts to help
maneuver the bureaucracy. Either way, a Chinese
entity must be approved for “film distribution” in
order to distribute foreign movies. While CFG has
such an approval, other Chinese entities may also be
approved.

It is @ must to speak Chinese or have a local
representative who is fluent in Chinese (Mandarin
on the mainland) when doing business in China. U.S.
producers and exporters will compete for the online
generation in China with the “BATs,” namely the
three Internet giants in China: Baidu, Alibaba and

Tencent, which have all moved into film

production.34

Dalian Wanda Group, China’s largest cinema owner
and commercial real estate developer, which
acquired the U.S. company AMC in 2012, is building
a movie studio to rival Hollywood studios in
Qingdao, a major port city in eastern China, with a
$160 million fund to attract producers.3®> Qingdao
Oriental Movie Metropolis, an enormous film studio
development owned by the Dalian Wanda Group, is
set to open in April 2017. The complex will include a
theme park and entertainment center, a 4,000-room
resort-hotel complex, a shopping mall, a 300-berth
yacht club, a celebrity wax museum, and a hospital.
Wanda Studios Qingdao is going to be one of the
largest and most technologically advanced feature-
film-production facilities in the world, encompassing
30 sound stages; an enormous, temperature-
controlled underwater stage; a green-screen-
equipped outdoor stage that is still larger at 56,000
square feet; a permanent facsimile of a New York
City street; and much more.

China has the largest cable TV market in the world
with 216 million subscribers. Via the media giants
Tencent, Baidu, LeTV and Youku Tudou, Through-TV-
subscription revenues are projected to reach $462
million in revenues by 2019, up from $314 million in
2015 (13.4 percent)."" Electronic home video is
expected to reach $480 million (16.6 percent),
driven by smartphone and mobile expansion. OTT
and streaming will grow at a fast clip of 16.6 percent
from $166 million to $291 million during 2015 to
2019, a significant revision downward from the 2013
to 2018 predictions. Nevertheless, China is the
largest IPTV market in the world, yet this sector is
also under siege from piracy.

Effective April 1, 2016, SAPPRFT requires foreign
films and TV series to register for a “publication
license” in order to show content and stream
online.™ Imported TV series also have to be
reviewed by China’s censorship authority in their
entirety before streaming on the Internet. This has a
huge impact on weekly shows. Programs that were
not registered by March 31 will be removed from
VOD platforms. Finally, a recent 30 percent limit on
foreign TV shows and films has been implemented,
creating challenges for U.S. industry and raising
guestions in the context of the

2012 film agreement, which promised to make the
process of importing films easier and more
transparent.

Music

China’s $860 million (2015) music market is
dominated by local content and is expected to reach
$1 billion in 2019 (5.9 percent). Of this, recorded
music will grow 5.3 percent to reach $759 million,
led by digital revenues and mobile devices. By 2009,
digital had substantially surpassed physical recorded
music, and in 2015, the ratio was $625 million digital
to $16 million in physical revenues.™" This is
expected to expand to approximately a ratio of 75:1,
or $750 million digital and only $9 million physical
recorded music revenues, by 2019.""

In contrast to most music markets globally, including
any of the top markets in this report, mobile is king
at $482 million, dwarfing both streaming services
($95 million in 2015, expected to reach $138 million
by 2019) and digital downloads, which will remain
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steady at $15 million during 2015 to 2019.”" The live
music market is growing, reached $219 million in
2015 and should expand to $290 million by 2019,
presenting performance and touring opportunities
for bands that are able to connect with state and
festival organizers for a slot for foreign entertainers.

Piracy of creative content is a very significant
problem. The USTR reports that 99 percent of music
downloads constituted illegal file sharing in its
annual Special Report, where China remains on the
Priority Watch List of countries with the most
rampant piracy rates.?’

Video Games

China has the third largest video game market in the
world after the United States, with Japan coming in
second and the UK fourth.' The Chinese games sector
posted $9.1 billion in revenues in 2015 and should
grow to $12.2 billion by 2019." Recently, China
ended the ban on the sale of game consoles, such as
Xbox and PlayStation, but circumvention devices are
proliferating, presenting challenges for new and
existing entrants to that market segment. Roughly
345 million Chinese play online games (close to the
size of the entire U.S. population), which accounts
for the bulk of the industry revenues and has
spurred growth in Internet services revenues.
Approximately 65 percent of gamers play online
games, versus 16 percent on browsers and four
percent on PCs. The sector will also generate game-
related ad revenues of $399 million by 2019, up
from $244 million in 2015.

Publishing

China has the third largest publishing sector for
exporters after the United States and Germany."
However, publishing companies are state-controlled
and censored by the Chinese government. While
censorship may be seen as a major trade barrier to
Western publishers, some authors choose
censorship of their works in order to target one of
the largest markets in the world." Total publishing
revenue was $12.4 billion in 2015 and is slated to .
increase slowly but surely to $13.1 billion by 2019."
The most important subindustry in China’s
publishing sector is educational e-books, which,
while a small part of the total publishing market, are

set to explode in growth at 39.6 percent annually
from 2015 to 2019, to reach $57 million — up from
$10 million in 2014 and $20 million in 2015."
However, traditional print textbooks still dominate
the publishing market with a whopping $5.5 billion
in revenues in 2015 and a slight decline percentage
wise to remain at roughly $5.5 billion by 2019." The
Chinese government is the principle buyer of
educational books as the penetration rate of tablets
and e-readers in schools are low given the cost for
students.""

Consumer and professional e-books comprise the
remainder of the publishing market with similar
characteristics to the educational subsector. The
print book market is significantly larger than the e-
book versions, with professional print books in 2015
totaling nearly $2 billion and consumer print books
totaling $4.2 billion in 2015. The consumer and
professional e-book publishing segments are primed
to grow over the 2015 to 2019 period at a rate of
27.6 percent and 11.7 percent respectively, so there
are opportunities for U.S. exporters in these two
subsectors."™ While tablets are not yet prolific, the
movement towards e-readers is best demonstrated
by the expected decline in consumer print books by
1.4 percent through 2019, from $4.2 billion to $4.0
billion during the same period as popularity in
tablets continues to rise.™

Challenges Facing U.S. M&E Exporters

China remains on the U.S. Special 301 Priority Watch
List for IPR due to heavy piracy, especially online, on
mobile devices, and from the proliferation of media
or set-top box piracy. Rogue manufacturers can
access, pre-load and store unauthorized content,
including pay TV, movies, music, books and games,
and sell them cheaply to users who seek access to
premium content without paying subscription or
market prices. Consumers can also download
content from a multitude of illegal sites, onto set-top
boxes or other devices. The set-top boxes are sold all
over Asia, including markets where much of the
content is not even legally licensed, creating deep
losses to rights owners and M&E firms. Pay-TV and
signal theft is also on the rise, and illegal camcording
of movies in theaters is widespread.
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Guidance and Resources for Exporters

The following information is intended to provide
guidance and resources for U.S. exporters looking to
sell their services in China.

e Typical buyers, licensors and distributors of M&E
in China might include state and federal
government and select private companies
depending on the sector.

e Preferred business strategies to enter/expand in
the market might include identifying local
partners and co-production companies for
distribution and to assist with content and other
requirements.

e Common trade barriers to enter/expand in the
market might include that most multinational
vendors have either a regional or local presence
in country. Companies should expect some
significant challenges with content restriction
and State government overview of M&E sectors.

e U.S. Department of Commerce Country
Commercial Guide:
http://www.export.gov/ccg/china090765.asp

Industry Trade Associations:

e The Publishers Association of China
http://www.pac.org.cn/

e China Audio-video and Digital Publishing
Association http://www.chinaav.org/

e American Chamber of Commerce in China:
http://www.amchamchina.org/

Government Agencies:
e State Administration of Press, Publication, Radio,
Film and Television (SAPPRFT)

http://www.sapprft.gov.cn

Trade Shows:

Filmed Entertainment

e Beijing International Film Festival April 16 — 23,
2016 http://www.bjiff.com/enHome/

e Shanghai International Film Festival June 17 —
23, 2016 http://www.siff.net/festival-2016

e Taipei Film Festival June 30 - July 16 2016
http://eng.taipeiff.org.tw/Content.aspx?FwebID
=113eab9d-8fae-4e6e-9ed9-06b9dd2f0648

e Qingdao International Film Festival Launching
Fall 2017 (Dates TBD)

e Hong Kong Filmart March 13 — 16 2017
http://www.hktdc.com/fair/hkfilmart-
en/s/4121-General Information/Hong-Kong-
International-Film---TV-Market--FILMART-/Fair-
Details.html

Music
e YinYang Music Festival September 15 — 17, 2016
http://www.yinyangmusicfestival.com/

Publishing

e Beijing International Book Fair, Aug 24 - 28, 2016,
Beijing, China: http://bibf.net/EN

e China Shanghai International Children’s Book
Fair, Nov 18 — 20, 2016, Shanghai, China:
http://www.ccbookfair.com/en/

Video Games
e ChinalJoy July 28 — 31, 2016, Shanghai, China:
http://en2016.chinajoy.net/
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Germany

Germany’s M&E industry will grow from $113.2 billion in 2015 to $121.9 billion by

2016 and is the third largest entertainment market in the world after the United

Overall Rank

States and China. It is a digitally-forward and media rich market place with a love

of culture and books. Germany’s real GDP is set to grow 1.5 percent between

2014 and 2019; the World Bank ranked Germany 14™ in its ease of doing business

survey for 2015. It has the second largest trade show market worldwide, including 7
Gamescom and Frankfurt Book Fair, which are the largest globally in each sector.

TV is the largest of the M&E sectors discussed in this report, followed by books,

film, video games and music’.

Ranking of the German M&E Sectors 2016
1. Video Games

2. Filmed Entertainment

3. Publishing

4. Music

Germany ranks seventh on the Top Markets list.
Positive factors such as a strong economy and strong
growth across the digital content sectors are offset
by the relative slower growth trajectories projected
for individual M&E sectors, including an almost
universal decline in sales of physical entertainment
and the high cost of doing business in general.
Germany is supported in the top markets group due
to its stronger economic forecast compared to other
markets in this research. Germany is the largest B2B
market in Europe and the second-largest worldwide

after the United States.
Overview of M&E Market

Amongst the four broad M&E sectors researched,
book publishing and TV subscriptions are the largest
media market segments in Germany at $12.7 and
$12.4 billion respectively. TV is growing more than
twice as fast as publishing and is expected to be the
strongest segment by 2019, but the real story is
about the digital sectors and new platforms, such as
video on demand and video games and eSports.

With electronic professional books growing at 11.5
percent, e-education at 14.2 percent and e-
consumer at 19.5 percent, a whole new industry is
emerging to support a highly digitally enabled

Germany Media & Entertainment Market 2015 - 2019

$13,200,000,000

$3,100,000,000
512’7 sz,gfl,l $4I4 i 54’1I’

Publishing Video Games

$4,500,000,000 $4,400,000,000
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* Data Sourced from PwC Global Media & Entertainment Outlook 2014-2018
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society that has the resources and the education and
knowledge to take full advantage of new technology
developments and modes of accessing and viewing
content. This does not mean Germans are turning
away from hard copy books; the country boasts
3,500 book stores, more book stores per capita than
in the United States.

The one digital sector which is not fully developed
and holds huge potential for U.S. content and
licensing providers for is video on demand and
electronic home video. As Europe’s largest music
market, physical sales still prevail and are expected
to hover around $1 billion by 2019 despite the
worldwide move to digital and streaming music
services, which has a 28 percent growth trajectory
from 2015 to 2019. Digital PC games and
microtransactional games online are leading the way
as popular video games, and by 2019,
microtransactional online console games will
account for half of PC game revenues. However, five
years from now, the physical console game sector,
declining as it is, will still hold a much higher value at
over $1 billion, while microtransactionional online
consoles will nearly double to $202 million.

Opportunities for U.S. Companies

Filmed Entertainment

The filmed entertainment sector, which includes
movies and box office revenues, film production,
video distribution, electronic home video and more,
will grow at a sluggish pace between 2015 and 2019
to reach $4.4 billion, up from $4 billion in 2014. It is
symbolic for Germans to have exceeded the €1
billion mark and remain there. Filmed entertainment
took a double hit in 2014 as Germany’s iconic soccer
(i.e. football) fans tuned in to see Germany win the
Cup and from a shortage of blockbusters on the
market.

Both U.S. and German films are highly successful in
theatres, demonstrating appetite for both
Hollywood blockbusters and European indie flicks
with arguably more Continental themes that tend
towards a more serious script than some of the
commercial blockbusters. Box office revenues will
reach $1.6 billion by 2019 (3 percent CAGR), but in a
trend seen across mature, Western markets where
the physical sectors are experiencing serious

declines, this will still be less than the total physical
home video market at $1.8 billion in 2019.

Over the top streaming (OTT) is making serious
inroads, including via TV subscriptions, growing at up
to 20 percent during the years researched.
Specifically, the market measured $398 million in
2015 (from $319 million in 2014) and will reach $682
million by 2019.

Given the erstwhile digitally forward marketplace,
electronic home video is lagging behind physical and
will reach $853 million in 2019, under half of the
physical home video revenues that year. The
majority of these revenues will come from
OTT/streaming to reach $682 million by 2019,
significantly up from $319 million in 2014. Of those
earnings, TV on demand will rise 20.6 percent from
$126 million in 2014 to $321 million in 2019, and
SVOD will reach $360 million by 2019, up from $193
million in 2014, a CAGR of 13.3 percent.

In 2013, only 25 percent of German homes had
video on demand (VOD) — compared with 80 percent
of U.S. homes — which explains the data and
highlights excellent opportunities for U.S. licensors,
producers and distributors to enter the German
market. Netflix launched in 2014. With 29.4 million
broadband homes and an under-developed pay-TV
market, this could be a very lucrative market for
subsidiary service providers and other content
providers. German pay-TV platform Sky Deutschland
is a direct competitor to Netflix, however, and is
creating its own original content. So, the jury is out
on exactly how successful other entrants will be. In
addition, Sky Europe reaches 20 million viewers on
the continent and is growing, presenting additional
competition to U.S. entrants. Another pan-European
distributor in the German market is French-owned
Wild Bunch.

Germany is also a prolific film co-production market,
and the German government subsidizes the industry.
In addition, Germany has seven film funds investing
in film production. The upside is the market is flush
with professional workers and local talent to support
international partners and projects.

Music

Germany’s music market was valued at $4.4 billion in
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2014, with a relatively small increase expected at
roughly half a percentage point to reach $4.5 billion
in 2019. This is Europe’s largest music market,
although the UK is considered among industry
experts to be the most influential market in Europe
for musicians —as is the U.S. market for new artist
discovery. Germany has a resilient physical music
retail sector, something that has largely disappeared
in the United States. Physical recorded music
accounted for about a third of the German market at
$1.4 billion in 2014, and this segment is declining
and is expected to post at $1 billion in 2019, thanks
to the devoted consumers of CDs and vinyl.

Music Licensing in Germany

The way Germany handles music licensing and music
publishing rights is sometimes seen as an obstacle
for further market growth and a hindrance to market
entry. As a trustee accredited by the government,
the “Gesellschaft fiir musikalische Aufflihrungs- und
mechanische Vervielféltigungsrechte” (Association
for musical performance and copyrights — GEMA;
www.gema.de) claims that it attempts to ensure
that anyone who composes music, writes music
lyrics or publishes works of music receives
reasonable payment whenever such works are
performed in public, broadcast, reproduced or used
in any other way. While GEMA recognizes that this
right to receive adequate payment is regulated
worldwide by national copyright laws and
international agreements, it sees itself as a member-
driven association ensuring the right for adequate
payment for its members.

As of this date, the dispute between GEMA and
YouTube, which centers around the question of
whether YouTube is a streaming provider of music
and as such would have to pay license fees to
authors of music via GEMA, is still ongoing and will
be decided in German courts.

Digital recorded music revenues reached $511
million in 2014, compared with $934 million in the
UK. It is expected to rise to $904 million by 2019 and
is a very strong growth trajectory that will
correspond to 47.3 percent of total recorded music
revenue in Germany. Streaming revenues were at
$165 million in 2014, expected to reach $573 million
in 2019, when it will account for 63.3 percent of
Germany’s digital recorded music revenues.

Streaming data from paid-subscription services were
integrated into the Federal Music Industry
Association (BVMI) official singles charts at the
beginning of 2014. The live music market posted
roughly $2.5 billion in revenues and is growing
exponentially. By 2019, this segment of the industry
should reach $2.65 billion. “Initiative Musik” is
funded by the government to assist the German
industry with domestic and overseas export projects.

Publishing

Germany is the second largest book market in the
world after the United States and is the second
largest market in Europe after the UK for English
language books. Culturally, printed books are a
deep-rooted part of German life. The German
publishing sector offers a high degree of quality and
diversity, and market performance is stable overall.
In fact, more books are published worldwide in the
German language each year than in any other
language with the exception of English and Chinese.
According to the German Publishers and Booksellers
Association (Borsenverein des Deutschen
Buchhandels, www.boersenverein.de), Germany
published 87,314 new titles and translations into
more than 40 languages in 2014.

The book market in Germany is evolving. Publishers
are grounded in the print sector while also
developing digital publishing strategies, and physical
bookstores are still performing consistently better
than online trade. In Germany, 49.2 percent of books
are sold through traditional book stores that do not
have an e-commerce presence. Publishers selling
directly are the second-largest distribution channel
at 20.4 percent of the market, followed by online
sales at 16.2 percent, other sales outlets at 9.9
percent, mail order at 1.7 percent, and department
stores and book clubs at 1.3 percent each.

Market segments include fiction (32.4 percent),
children’s and young adult books (15.8 percent),
advice/guide books (14.9 percent), science books
(11.2 percent), non-fiction (10.1 percent),
educational books (9.2 percent), and travel books
(6.5 percent). German-language books imported
from Germany also dominate book sales in
Switzerland and Austria, where more than 80
percent of publications sold are imported. By 2019,
total consumer book revenues are expected to grow
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to $7.11 billion in Germany (compared to $6.55
billion in 2014), and consumers are expected to read
more books on smartphones, tablets and e-readers.

E-Books

The German e-book market is one of the most
profitable in the world. In 2014, e-books accounted
for 8 percent of all book sales and are expected to
increase to 15.7 percent by 2019, according to PwC.
A quarter of the German population reads e-books
on a daily basis. Overall, the industry appears
positive and confident, despite a 2.2 percent dip in
sales in 2014. The decline is attributed to the lack of
bestsellers. In 2014, the top 10 bestsellers on the
book market generated 20.2 percent less than in
2013. Germans use more varieties of hardware than
North Americans for reading e-books: statistically, 41
percent of Germans use laptops to read, followed by
38 percent smartphones usage, compared to typical
e-readers usage such as the Kindle, Kobo or Tolino.
The private user market for e-books is dominated by
fiction, which accounted for 84 percent of all e-book
sales in 2014.

One deterrent to buying e-books in Germany is that
they cost just a few euros less than the print version.
In Germany, publishers decide the price of all books,
including e-books. The book market is governed by
the “Buchpreisbindung” (the fixed book price
agreement), which means that every book has a
fixed price and that there are no discounts for big
chains or online sales.

Print books are predicted to remain the format of
choice for German educators. E-books have gained
little traction in the German educational book
market with just 2.6 percent of total educational
book revenues. Print books are likely to remain the
format of choice for German educators. Some 87
percent of German students learn English as a
second language in school, according to 2013
Eurostat data. Approximately eight million school
children are enrolled in English language courses,
and all primary schools in Germany are now required
to provide foreign language courses as part of their
main curriculum starting in third grade. English is the
most widely spoken foreign language in Germany.
According to a study by the European Commission,
over half of Germans age 15 and older are able to
converse in English. This puts Germany well ahead of

the European average for this age group and creates
a robust English-language book market place.

Publishing export and licensing guidance:

The number of rights and licenses sold remained
stable in 2014 with 6,443 licenses sold worldwide,
compared to 6,466 in 2013. China licensed the most
German books with 983 licenses, followed far behind
by English-language titles in second place with 450
licenses. Children’s and young adult titles were the
most popular with 2,362 licenses sold (36.7 percent),
followed by fiction with 1,197 licenses (18.6
percent).

Sales of U.S. books in Germany fall behind those of
UK books by a relatively wide margin. Several factors
contribute to this: the UK is an English-speaking
market in close proximity to Germany and partially
as a result of the creation of the EU’s single market
in 1993 and the resulting trade advantages for the
UK. British materials are used in German classrooms
consistently at the elementary and intermediate
level, and only at the advanced levels are teachers
and students free to choose their reading material.
Another contributing factor may be the gradual and
ongoing reduction of an American military presence
in Germany.

Literary agents in Germany, as in the United States,
are often the most successful way to source a
buyer/distributor/licensor in the German market.
There is a special section at the Frankfurt Book Fair
just for agents, where licensing and translation rights
are bought and sold (LitAg Center/Rights Center).
The Fair is the largest for the publishing industry
worldwide, and the Commercial Service of ITA offers
international partner search, B2B matchmaking, and
Gold and Platinum Key Services at the fair every
October.

Video Games

Germany has a robust and dynamic video game
sector with revenues expected to reach $3.2 billion
by 2019, up from $2.85 billion in 2014. Unlike many
other markets, German gamers seem willing to pay
relatively high prices for their video game products,
with price comparison sites suggesting that console
games cost as much as 20 percent more in Germany
than elsewhere in the region, while PC titles cost up
to 33 percent more. Germany is active in game
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development and publishing with companies such as
Crytek, Bigpoint Games, Travian Games, Gameforge,
Ubisoft Blue Byte and Nintendo of Europe based in
the country.

In addition to traditional platforms, Germany has a
number of social and casual game developers.
German game developer Innogames earned over
$100 million in 2014 after switching from developing
browser-based games to app-based mobile games.

Germany’s PC market is the second largest in Europe
after the UK. PC games revenue will reach $1.08
billion by 2019, up from $968 million in 2014 as
digital distribution and online/microtransaction
games become more popular. With the rise of Steam
and Origin and fewer PC games sold in stores, sell-
through revenues have declined substantially. In
addition, the free-to-play model is very attractive to
consumers — such as World of Tanks and League of
Legends. As a result of these developments, the
digital PC games sector will jump from $460 million
in 2014 to $603 million by 2019, when this revenue
will account for 56 percent of total PC gaming
revenues. This trend is not unique to Germany; it is
very similar in the United States and worldwide.

The free-to-play model is driving revenue increases
in social/casual gaming. App-based social/casual
gaming brings in the largest revenue share ($84
million in 2014) in this category, and free-to-play is
clearly very popular. These games are primarily
enabled by high smartphone and tablet ownership
rates and have attracted different demographics
than gamers on traditional platforms. App
developers have tapped in to monetization models,
which will support growth at a rate of 8.4 percent up
to $126 million by 2019.

Browser-based gaming is on the decline in Germany
as social gaming, in particular, transfers to app-
based iterations and social networking increasingly
takes place on mobile devices. Browser-based
social/casual gaming revenue reached a peak in
2013, at $28 million, and declined in 2014. By 2019,
it will have decreased further to $26 million as the
migration to app-based gaming continues.
Nonetheless, that number still translates into an
impressive market.

Total social/casual gaming revenue will increase

from $112 million in 2014 to $152 million in 2019, a
CAGR of 6.3 percent over the forecast period.
Revenue for these kinds of games largely depends
on the size of the audience playing them since very
few players will purchase items in-game. Despite
developers becoming more sophisticated in their
monetization models, conversion rates will remain
low, and games will rely on reducing churn and
recruiting new players to grow revenues. Across the
entire market, revenue increases will be gained by
drawing in players who have not tried social/casual
gaming before, such as those buying their first
smartphone or tablet, as well as convincing those
existing paying players to spend more money on
social/casual, either in one game or in smaller
amounts across larger numbers of games.

Germany hosts one of the world’s largest video
game trade shows, Gamescom, which takes place
every August in Cologne. In 2015, Gamescom
organizer Koelnmesse reported that more than
345,000 visitors attended from 96 countries. Among
the group were 35,200 trade visitors, while more
than 700,800 exhibitors showcased their products.

Challenges Facing U.S. M&E Exporters

Challenges in this market lie within copyright law
and rights management. Also, there is a high cost of
doing business in Germany with its famously high
standards and emphasis on brands and top quality.

Guidance and Resources for Exporters

The following information is intended to provide
guidance and resources for U.S. exporters looking to
sell their services in Germany.

e Typical buyers, licensors and distributors of M&E
in Germany might include state and federal
government, small and medium sized private
companies, and large private companies.

e Preferred business strategies to enter/expand in
the market might include agreeing on
distribution and setting up an office in country
with local data centers.

e Common trade barriers to enter/expand in the
market might include that most multinational
German vendors have set up their own regional
or local office in country. It is a cost of doing
business in the local market as many potential
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clients, especially federal government agencies,
insist on their data remaining in Germany.
Companies should expect some significant
competition from local vendors.

e U.S. Department of Commerce Country
Commercial Guide:
www.export.gov/ccg/germany090798.asp

Industry Associations

e American Chamber of Commerce in Germany
www.amcham.de

e  FFA-Filmférderungsanstalt — German Federal
Film Board www.ffa.de/ffa-overview-1.html

e  Organization for the Voluntary Self-regulation /
Film Classification Board of the German Film
Industry www.spio-fsk.de/?seitid=1&tid=1

e Bundesverband Musikindustrie
www.musikindustrie.de/

e Industry Association Bérsenverein des deutschen
Buchhandels www.boersenverein.de/de/394814

e Industry Association: GAME Bundesverband e.V.
http://game-bundesverband.de/

e Bundesverband Interaktive
Unterhaltunsgssoftware www.biu-
online.de/en/start.html

e German Trade Association of Interactive
Entertainment Software (BIU):

e The Federal Government Commissioner for
Culture and the Media of the German Federal
Government
www.bundesregierung.de/Content/DE/ Anlagen

/BKM/2014-11-06-english-
summary.pdf;jsessionid=9DA39E7BOE91F328185
C66F6F8343299.57t2?  blob=publicationFile&v=
1

Trade Shows

Filmed Entertainment

e Berlinale, February 9-19, 2017
www.berlinale.de/en

e  Cinec Minich, September 17-19, 2016
www.cinec.de/en/

Music

e Musikmesse Frankfurt, April 5-8 2017
http.//musik.messefrankfurt.com/frankfurt/en/b
esucher/willkommen.html

Publishing
e  Frankfurt Book Fair, October 19-23, 2016
www.bookfair.com

e Leipzig Book Fair, March 23-26, 2017
www.leipziger-buchmesse.com/?language=en

Video Games

e  Gamescom Koln, August 17-21, 2016
www.gamescom.de/gamescom/index-8.php

e Dreambhack Leipzig, January 13-15, 2017
http://dreamhack-leipzig.de
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India

India’s vibrant M&E industry, known as Bollywood (which technically refers to the

North Indian film industry but is used universally to describe India’s entertainment Overall Rank
industry), is expected to grow to $41.4 billion (10.5 percent CAGR) by 2019, led by

digital sectors. The country will outpace M&E spending across the Asia Pacific as well

as globally through 2018, due to Internet advertising, video games and Internet access

growth (but surprisingly not as much from content spending) — as well as a robust 4
book publishing sector. Nominal GDP in India will grow at 14 percent during the same

period, thanks to a growing economy and middle class, with rapid urbanization (35

percent of the populati