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7KLY SDSHU H[DPLQHV WKH GRPHVWLF ER[ RI¢FH UHY
WKDW LQFOXGH D VHULHV RI VHTXHO ¢OPV WKDW FUHDWH
PRYLHY UHOHDVHG GXULQJ DV D SDUHQW RU VHT>
5HIUHVVLRQ UHVXOWY LQGLFDWH WKH SULPDU\ GHWHUP L
are part of a movie franchise are genre, numeric order in a series of movies, receiving
a restricted rating, critical acclaim, Oscar award nominations, and production budget.
2QH RI WKH PRUH LQWHUHVWLQJ UHVXOWY LQFOXGHVY WKHF
FRPHG\ DQG IDPLO\ PRYLH JHQUHY KDYH D SRVLWLYH DQ
RQ ER[ RI¢FH UHYHQXH EXW WKH KRUURU PRYLH JHQUH L
HPSLULFDO UHVXOWY LPSO\ D LQFUHDVH LQ SRVLWLYH
revenue by $11.89 million, while an Oscar nomination is worth approximately $35
PLOOLRQ LQ ER[ RI¢FH UHYHQXH +ROGLQJ RWKHU IDFWRU
26 cents per dollar of expenditure but the marginal return of continuing a franchise
GHFUHDVHVY ER[ RI¢FH UHYHQXH E\ PLOOLRQ SHU VXF|
of the more interesting observations is that the horror, action, and comedy genres have
QHIJDWLYH DQG VWDWLVWLFDOO\ VLIQL,{FDQW UHODWLRQ
PRYLHY DQG GRPHVWLF ER[ RI¢FH UHYHQXH LQGLFDWLQJ
in those genres to the point of satiation. In contrast, studios like Disney and Universal
appear to be strategic with a franchise brand as movies for children have a positive and
VWDWLVWLFDO VLIQL{FDQW UHODWLRQVKLS EHWZHHQ QX
-(/ &ODVVLJBIBWLRQ

(!&,%20!(,)

The sequel and movie franchise has evolved into an integral strategic endeavor
LQ WKH PRYLH LQGXVWU\ 7KH ¢QDQFLDO VXFFHVV RI WKF
evidence that audience interest in a continuing storyline could result in the creation of
a franchise with multi-faceted sources of income. Today, any hit movie is immediately
VXEMHFW WR VHTXHO VSHFXODWLRQ DQG VRPH PRYLHV DL
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of multiple releases in mind. In the extreme, Disney paid over $4 billion to Lucas
Films to take over the rights to Star Wars, Raiders of the Lost Ark, and other franchise
assets (Leonard, 2013). The movie franchise has not only arrived, in many ways it has
become the dominant force in the motion picture industry.

A successful movie franchise can be the difference between millions of dollars
of profits or losses for a studio and filmmaker (Simonoff & Sparrow, 2000; Obst,
2013; Valentini, 2014). Financial success creates an impetus for additional films but a
financial failure usually results in an abrupt end to the franchise. The purpose of this
research is to analyze the motion picture industry with a focus on the determinants of
domestic box office revenues of movie franchises that include one or more sequels.
This manuscript is divided into five sections. First, a survey of the related literature
on the movie industry is discussed. The second section offers background information
specific to movie franchises and sequels. The third section provides the model
specification. The next section puts forth an empirical evaluation of the determinants
of domestic box office revenues for the movie franchise with sequels released during
the years 1976-2014. The final section offers concluding remarks.

SURVEY OF THE LITERATURE

Although there is only limited research focusing exclusively on movie sequels,
many researchers have developed models that explore the potential determinants of
motion picture box office performance and related issues. Litman (1983) was the first
to develop a multiple regression model in an attempt to predict the financial success of
films. The independent variables in the landmark work include movie genre (science
fiction, drama, action-adventure, comedy, and musical), Motion Picture Association of
America rating (G, PG, R and X), presence of a superstar in the cast, production costs,
release company (major or independent), Academy Awards (nominations and winning
in a major category), and release date (Christmas, Memorial Day, summer). Litman’s
model provides evidence that the independent variables of production costs, reviews
from critics, genre, holiday release, Academy Award nomination, and winning an
Academy Award are all significant determinants of the success of a theatrical movie.
Litman and Kohl (1989), Litman and Ahn (1998), Terry, Butler, and De’Armond
(2004), Moon, Bergey, and Iacobucci (2010), and others have replicated and expanded
the initial work of Litman.

One strong area of interest in the movies literature has been the role of the critic
(Weiman, 1991). The majority of studies find that critics play a significant role on the
success or failure of a film. Eliashberg and Shugan (1997) divide the critic into two
roles, the influencer and the predictor. The influencer is a role where the critic will
influence the box office results of a movie based on his or her review of the movie.
Eliashberg and Shugan’s results suggest that critics have the ability to manipulate
box office revenues based on their review of a movie. The predictor is a role where
the critic, based on the review, predicts the success of a movie but the review will
not necessarily have an impact on how well the movie performs at the box office.
Eliashberg and Shugan show that the predictor role is possible but does not have the
same level of statistical evidence as the influencer role.

King (2007) explores the theoretical power and weakness of critics on the box
office performance of movies. The substantial market power of critics is derived
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results based on a limited sample size of 62 films and an inability to explore possible
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THE ROLE OF THE SEQUEL

The release of the first sequel was in 1916 with the film Fall of a Nation, which
followed the 1915 release of The Birth of a Nation (Williams, 2011). The sequel
franchise started with a silent film but the reasoning behind producing a sequel is
the same; to capitalize on the success of the parent film. Several generations watched
5 F<&=$*#%&), 1&#P%0&;%:%,8&><)6.3&*,&#$%&I+:*%0&#$%)# %67 & ?*63#&6%4%)3%1&*,& @/
first animated feature film, Snow White and the Seven Dwarfs was re-released at least
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with the Wind (1940), The Wizard of Oz (1939), and Dumbo (1941) followed a similar
path of multiple releases of the same film. Studios were slow to capitalize on the
possible success of a franchise when the original parent film often produced income
V#&#$%& #$%)#%6& .+6& 9),D& D%)637& G%.+6%& /)04%E& 9+:*%& /$),,%043& ),1& #$%& 6*3%
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might have challenged multiple releases of an original film, it did create an avenue
beyond the box office for individuals to access a film and facilitate an audience for a
.6),/$*3%7&&
James Bond films and a few other movies established preliminary formal
franchises but the pioneer of the modern franchise came from the box office success of
the original Star Wars franchise. The Star Wars phenomenon hit historical box office
highs that included a boom in merchandise revenue from action figures, fast food
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reduce risk and to help ensure financial success. The perception is that sequels are a
vehicle to reduce the risk of failure: If the initial film demonstrated audience appeal,
its loyal fan base likely will want to see more of what they enjoyed initially (Craig,
Greene & Versaci, 2015). The importance role sequels play in the modern film industry
is highlighted by the observation that in 2010 four of the top-five movies were sequels
(Toy Story 3, Iron Man 2, Twilight: Eclipse, and Harry Potter and the Deathly Hallows
Part 1), 2011 all five of the top five movies were sequels (Transformers: The Dark
M++,-&8<*4*2$#N& G6%)O*,2& >)<,& P)6#& @-& Q)66 D& P+##%6& ), 1& #$%& >%)#$4D& Q)44+
2, The Hangover Part II, and Pirates of the Caribbean: On Stranger Tides), 2012 four
of the top five were sequels (The Dark Knight Rises, Skyfall, The Avengers, and The
Hobbit: An Unexpected Journey), 2013 four of the top five were sequels (The Hunger
Games: Catching Fire, Despicable Me 2, Man of Steel, and Iron Man 3), and 2014
three of the top five were sequels (The Hunger Games: Mockingjay Part I, Captain
America: The Winter Soldier, and Transformers: Age of Extinction). Note that the
movies in the top five that were not a sequel in the 2010-2014 window have already
been converted to franchise status (Hunger Games is already a franchise and sequels
are in development for Frozen and Guardians of the Galaxy) or are candidates to be a
franchise (Alice in Wonderland and The LEGO Movie).
?)9*4*)6*#D&<*#$&)&56+1(/#&*956+:%3&/+,3(9%63I&)0*4*#*%3&#+8&4%)6,&)0+(H&H#$%
product (Johnson & Russo, 1984) and consumers’ knowledge in turn influences their
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relates to studios often trying to push the number of films in a franchise past the point
of satiation in order to extract all of the economic rent available. Sequels exhibiting
increasing marginal returns are likely to result in subsequent films until the return is
negative. The Table 4 genre results replicate the satiation approach to sequels via
negative and statistically significant coefficients for movies that are in the horror,
action, and comedy classifications. The positive and statistically significant coefficient
on the NUMBER variable for moves in the children genre is the exception. Disney,
Universal, DreamWorks, and other studios that produce movies for youth appear to
focus on building a franchise instead of pushing films to the point of diminishing
marginal returns. Disney and Universal might be more protective of their brand given
both have significant theme park and merchandise operations that generate revenue
beyond the box office. In addition, it is usually easy to generate comedies and horror
movies with relatively simple set designs or locations but creating animated movies
is often a time consuming and expensive process for studios. A studio might only
greenlight an animated movie in the children’s genre when the script has been approved
and the release has a reasonable chance of augmenting the franchise.

Another element that can affect the financial performance of a film is the rating
assigned by the Motion Picture Association of America. The motion picture industry
established the code as a means of giving advance information to parents and others
about the theme and treatment of films. The adoption of the voluntary code was a
proactive effort to prevent stringent forms of governmental controls. There are four
possible ratings given to films in the research sample—G (general audiences), PG
(parental guidance suggested), PG-13 (possibly unsuitable for children less than 13
years of age), and R (restricted; children not admitted unless accompanied by an
adult). The conventional wisdom is that family product sells, while an adult theme or
treatment has a limited customer base because of age restrictions limiting access to
the lucrative teenage market (Terry & De’Armond, 2008). This hypothesis appears to
hold for movies that are part of a franchise. Empirical results from the Table 3 OLS
and semi-log models reveal a RESTRICTED variable that is negative and statistically
significant. The domestic box office penalty associated with restricted movies is
approximately $77 million in the OLS specification. Table 4 results further verify the
results with negative and statistically coefficient on the box office revenue of horror
and action movies with a restricted rating, although restricted is not statistically
significant for the SCIFI and COMEDY genres.

The variables CRITIC and OSCAR explore the impact of critical acclaim from
both a micro and macro perspective. Good reviews and award recognition are expected
to stir curiosity and identify quality. The CRITIC variable is positive and statistically
significant in both Table 3 regression specifications. The empirical results imply a 10%
increase in positive critical ratings augments box office revenue by almost $12 million.
Fifty-nine percent of the movies in the sample earning a 95% or higher critical approval
are original movies in a franchise but original films are only twenty-seven percent of
the sample. In general, the critics tend to favor the originality of the first movie in a
franchise but are often less enthusiastic with subsequent offerings. Critical acclaim is
an important determinant of the box office success of films, regardless to if it is the
original parent movie or sequel. Table 4 results add the observation that critics play an
important role in predicting the box office success of horror, action, and the science
fiction genres but is not a statistically significant determinate for comedies or movies
targeting children. Critical acclaim in the form of Academy Award nominations also
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has a positive and statistically significant impact on box office revenue in both Table
3 specifications. Holding other model variables constant, the OLS empirical results
imply the OSCAR variable has an associated regression coefficient of approximately
$35 million. The perceived quality associated with an Academy Award combined with
the curiosity from the publicity creates an important financial boom for recognized
films. The Table 4 results imply that Academy Award nomination impact the box office
success of all genres except horror movies. In general, horror movies are rarely in
the running for Academy Awards beyond possible consideration in makeup or special
effect categories.

Table 3 results indicate the BUDGET variable is a positive and statistically
significant determinant of domestic box office revenue for movies that are part of
a franchise in both the OLS and semi-log specifications. Big budget movies with
high profile movie stars, brand name directors, expensive special effects, and large
advertising budgets have an obvious advantage drawing crowds at the box office.
Holding other variables constant, production budget returns 26 cents per dollar of
expenditure. Big budget movies do not guarantee profits but production budget is a
significant positive determinant of box office revenue. Table 4 results indicate budget
has a positive and statistically significant impact on action and science fiction movies.
Table 4 specifications for HORROR, COMEDY, and CHILDREN all have positive
coefficients with respect to the impact of budget on domestic box office revenue but
none are statistically significant.

Finally, the Table 3 model includes five genre variables and Table 4 offers
the reduced model regression results with the data separated by genre. The genre
variables ACTION SCIFI, COMEDY and CHILDREN all have positive coefficients
and are statisticall}} significant in both the OLS and semi-log specification in Table
3. The associated coefficient on action and science fiction movies lead the way at
over $100,000 million. The comedy regression coefficient is $66 million in the full
OLS model, while the coefficient for family movies is approximately $45 million. The
HORROR movie genre yields approximately $62 million in marginal domestic box
office revenue but the coefficient is not statistically significant in the OLS or semi-log
specifications based on the high standard deviation in revenue. Action and science
fiction movies are most likely to release a film with prospect of creating a franchise in
mind. The notion of a space opera or following the continuing adventures of favorite
action stars are fundamental principles of an ideal franchise. Studios do not usually
have a series of sequels in mind when developing original films for the comedy and
children’s genres but that can quickly change upon initial signs of success at the box
office. The horror movie genre is most likely to move to franchise status. Given that
most horror movies have modest production budgets, a small financial success can
be an impetus for the creation of a franchise. Freddy, Jason, Michael Myers, Jigsaw,
Chucky, and Ghostface are characters from horror movies that launched franchises
with four to eleven movies in the series. Although the Table 4 reduced form models
of box office revenue by genre does not offer the specification depth of Table 3, the
results offer an interesting perspective as discussed in the preceding paragraphs. An
obvious observation is the Table 4 reduced model of NUMBER, RESTRICTED,
OSCAR,CRITIC, and BUDGET is a great parsimonious model for the action movie
genre given the .742 R-square and statistical significance of all five variables. In
contrast, movies for children do not fit the reduced model with the same degree of
efficiency given the R-square falls to .457 and only two model variables (NUMBER
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and OSCAR) are statistically significant.

CONCLUSION

#$%&" (%%)&*$+,-.($)/01'2.%($'01$3($4,/52$3.%*.,1%$,)$6,**0/%7$8,5.,1$9.5&/($
)01%$20-($0$301:03*($6(6.'05.,1$5,$52($5/.0*%$016$5/.3&*05.,1%%$,)$3(*,-(6$'20/0'5(/%$016$
continuing narratives. This study examines the determinants of domestic box office
1(-(1&($,)$ +,-.(%$5205%$0/($90/5%,)$0$)/01'2.9%($),/$52($;(0/%$ <=>1? @A<B7$C2.%$ %5&6;
9/,-.6(%$ (-.6(1'($ 5205%$ '/.5.'0*$ 0"*0.+D$ E(1/(D$ 3&6E(5D$ +,5.,1$ 9.'5&/($ 0%%,'.05.,1$
rating, and numeric order or release within a series of films are significant determinants
of domestic box office revenue. The most significant contribution to the literature is
52($,3%(/-05.,1$5205%+,-.($%5&6.,%$5(16$5,$9&%2$%(F&(*%6$.1$0$)/01'2.%($5,$6.+.1.%2.
+0/E.10*$/(5&/1%$016$3(;,16$%05.05.,17$G,//,/D$0'5.,1D$016$',+(6;$+,-.(%$0/(SE(1/(%$
where the number of movies released has a negative and statistically significant
coefficient. Movies for children are an exception to the satiation observation, as a
%5&6.,$+010E(%$0$%&"(%0%)&*$)/01'2.%($+,/($0/()&**;$5201$,52 (/$E(1/(%$4.52$52($E,0*$,)$
achieving increasing returns per subsequent film release in order to manage box office,
0+&%(+(15$90/:D$016$+(/'2016.%($%,&/'(%$,)$/(-(1&(7$H/.5.'0*$0"*0.+$'095&/(6$3;$0$
/05.1E$605030%($%&'2$0%$52($1,55(1$C,+05,(%$4(3%.5($016$J%'0/$1,+.105.,1%$0/($3,52
positive and statistically significant determinants of box office revenue. The genre
-0/.03*(%$#HCKIMHKNKD$HIBQRIBSHGKRPIOkre statistically significant with
positive coefficients ranging from $45 to $106 million from the OLS specification. The
basic OLS model specification results indicate a $77 million penalty at the domestic
box office for motion pictures in the research cohort with a restricted rating, which
is a statistically significant determinant. Finally, production budget is a positive and
statistically significant determinant of box office revenue for movies in a franchise,
especially action and science fiction movies.

One avenue for future research into financial success of movies that are part
,)$0$)/01'2.%($.%%$5,$(S5(16$52($/(%(0/'2$),'&%$5,$.1*&6($0*5(/105.-($) /+%$,)$/(-(1&($
streams such as the foreign box office and various home video markets. A second
0-(1&($ )./$ )&5&/($ /(%(0/'2% .%$ 5, .1*&6($ -0/.03*(%$ /(*05.1E$ 5,$ ,9(1.1ES$ 4((:(16$
9(/),/+01'(D$5.+(*.1($3(54((1$)/01'2.%($/(*(0%(%D$016$.+90'5%$,)$'201E(%$.1$6./('5,/$
$%50/$.1$%&3%(F&(15%/(*(0%(% 7$#$52./6 $(S5(1%.,1$.%6$5,$(+9*,;$4,/63$,)$+,&52$016$%,".C
+(6.0%$.19&5%$0%$01$0*5(/105($5,$5/06.5.,10*$'/.5.'$016$040/6$-0/.03*(%7
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0"+ &(1"-(1-.(8/0+&*01-%&(%2)%$(83'456 789";

MH$"%& ') G 4 '$)$+,+ -""#101(23
BOXOFFICE 226,659,713 1,166,136,900 6,223,200 165,129,062
NUMBER 2.90 11 1 2.02
HORROR 0.183 1 0 0.304
ACTION 0.192 1 0 0.310
SCIFI 0.188 1 0 0.307
COMEDY 0.179 1 0 0.300
CHILDERN 0.188 1 0 0.307
RESTRICTED 0.323 1 0 0.469
OSCAR 0.832 13 0 1.973
CRITIC 60.09 100 4 26.134
BUDGET 94,502,831 356,000,000 483,090 74,994,390
n=225
"#$%&8
0++9%3$"-0<&*"1+-=
"#$"%& 4 5 6 7 8 9 < 4= |44
BOXOFFICE (1) |1
NUMBER (2) -281 |1
HORROR (3) -476 | .319 1
ACTION (4) 288 -.077 |-.263 1
SCIFI (5) 279 .149 -259 | -.266 1
COMEDY (6) -133 |-213 |-252 |-259 |-.256 1
CHILDERN (7) 156 =159 |-241 |-.186 |[-.048 |-200 |1
RESTRICTED (8) | -.487 |.156 731 -389 |-244 |.011 =354 |1
OSCAR (9) .621 =206 |-.213 .082 232 -.154 |.033 -.244 1
CRITIC (10) .540 -285 |-.400 |.206 .190 -.142 | .222 -.303 417 |1
BUDGET (11) 383 409 .013 248 289 .0328 |.142 -.114 126 | .01 1
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TABLE 4

DETERMINANTS OF DOMESTIC BOX OFFICE REVENUE FOR MOVIE

SEQUEL BY GENRE
(1976-2014)

HORROR | ACTION SCIFI COMEDY | CHILDREN
Variable Coefficient | Coefficient Coefficient Coefficient | Coefficient
(t-stat) (t-stat) (t-stat) (t-stat) (t-stat)
108,947,049 | 194,076,983 | -186,867,890 | 116,971362 | 147,536,009
Intercept (3.00) (3.89) (-0.41) (2.03) (1.57)
-12,208524 | -22,330,449 | 25,688,785 | -15,397,578 | 31,811,771
NUMBER (-2.06%) (-2.80%) (0.87) (-2.11%) (1.93%)
-70,955,463 | -113,936,803 | -95,463 -6,185,264 | Not
RESTRICTED | (-2.24%) (-3.37%) (-0.24) (-0.21) Applicable
7,443,561 38,161,200 25,115,293 106,519,176 | 57,289,790
OSCAR (0.18) (6.10%) (2.18%) (5.21%) (3.07%)
869,587 1,158,864 5,738,757 832,491 639,824
CRITIC (4.28%) (2.17%) (2.09%) (1.40) (0.53)
0.0463 0.3974 0.3801 0.5805 0.4491
BUDGET (0.13) (2.45%) (2.28%) (1.45) (0.99)
R-square .588 742 672 .559 457
F-Value 10.69* 31.77* 3.59% 9.89* 4.62*

Notes: *p<.05
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