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Southern California in the Information Age

Executive Summary

In the remaining years of the twentieth century, the most critical challenge
facing Southern California and other key metropolitan regions will be o
secure a major role in the emerging information-driven industries, These
sectors—which include high-technology manufacturing, software design,
professional services, entertainment, and multimedia-represent the
fast-growth, high-wage arenas that will define the nation’s economic
future.

In 1995, nationwide software companies alone boosted their employment
by an average of 34 percent.! Between 1994 and 2005, demand for
computer scientists is expected to grow 91 percent, creating 750,000 new
jobs.” Similarly, entertainment-related jobs are projecred to keep
expanding, and the ranks of producers, directors, actors, and entertainers
will likely increase 54 percent by the year 2005." These fields boast
among the highest professional wage rates in the nation.*

No region is better positioned to garner a larger portion of this surging,
high-wage employment than Southern California. Not only does the
five-county Los Angeles area possess one of the worlds largest
concentrations of scientists, engineers, and high-technology industries, bur it
has established a predominant presence in global culture-related industries
such as movies, television, multimedia, virtual realicy, and craft-based
lifestyle products.

Despite these impressive advantages, Southern California’s furure
leadership in the information age is severely threatened by external
competitors and internal weaknesses. The Los Angeles area is plagued by
an often dystopic image—frequently promoted by national and local media
as well as by much of the local academic establishment—that serves to
discourage both capital investmenr and the mavement of skilled labor
Additionally, as the natons most ethnically diverse region, Southern
California faces enormous challenges in maintaining the educational
standards essential to an efficient information-age economy.

Nevertheless, this region’s ability not only ro participate in but also to lead
the global information economy remains largely in the hands of its
cconomic, political, and media leadership. With a coordinared,
well-focused emphasis on economic development and regional marketing,
with better networking between the region’s diverse informartion-age
industries, and with greater stress on educational achievement, Southern
California could emerge as the preeminent, curting-edge economy of the
next century.
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The Onset of the Information Economy

he shift of the economies in advanced nations, paracalarly 1 the United States, 1o a new
epoch dominuted by science and engineering became evident by the carly 1960s.
Observing the ascendancy of grear American technology-based corporations such as IBM and
General Flecuic, economist John Kenneth Galbraith envisioned a big business-dominared
“rechnostructure” as the defining element ot contemporary capitalism. Declaring the

entreprenenrial ethos essentially passé, Galbraith foresaw an economy dominated by

complex organizations with vast rescarch and development capabilities.”

The specific tenm “post-industrial.” or informarion-based, sociery was popularized in the
writings of saciologist Damiel Bell. Like Galbraith, Bell deseribed the emergence of @ high-tech
sociery where information supplants energy and conventional manufacturing as the most
important sources ob wealth and narional advantage. “Atter the Sccond World War” Bell noted,
“the sciennfic cupaciy of 4 country became a determinane of frs potental and power, and
research and development (R and D) has replaced steel us o comparative measure of the

strengths of the world's leading| powers.”

Unlike Galbraith, who emphasized the primacy of the corporate bureaucricy, Bell believed rhat
the critical leadership would Gl largely to the most highly educated secrars of society. “ln the
post-industrial society, the chief problem is the organization of science,” he wrote, suggesting
thitt universities and think ranks, along with government bureadcracies, would assume the decisive
roles in the new politcal economy.”

Both Gatbraith and Bell idendified the post-industrial, information-age economy with the
prevailing dominant organizations of their times-mega-universities, governmental bureaucracics,
acrospace conglomerates. massive mainframe and minicomputer manufaciirers, and
pharmaceutical giants. This phase of “post-industrialism” focused Jargely on the rising influence
ol quandliable “hard sciences™ such as phvsies: chemistry, and electrical and mechanical
engineermy; consequently, in the realm of management and strategic issues. “scientific” merhods
of stadstical analysis seeured the preemiment role.

[n the lare 19705, futurists Alvin and Hedi Toffler offered o starlingly different analysis of
post-industrial ends,” Lo Fhe Third Wie, the Tolllers identified rechnology and science not as
agents of standardization and bureaucracy—which rhey identified with rhe industrial “sceond
wave ' —but with the emergence of 4 new economy characterized by customzed production and
organizational fexibility. The acceleration of informarion fHows. they surmised, worked
naturally o break down, rather than bolster, established oligacchies, whether cularal.
corporate, of technological:

This speed up of image processing in our culture means that images become more
and more temporary. Throwaway art, one-shot sit-coms, Polaroid snapshots. Xerox
copies, and disposable graphies pop up and vanish. ldeas. beliefs, and attitudes sky
rocket into consciousness, are challenged, defied and suddenly fade into nowhere-
ness. Scientific and psychological theories are overthrown and superseded daily.*

In contrast to Galbraieh and Bell, the lofflers examined the economic implications of the
“information age” not only in celation to i1 “hard” side. with 1ts rarionalistic and qu;!nriﬂ'.zhle
characteristics, bur also with respeat to s “solt” side—which includes such Jundamentally
subjective fields as enteraainment. fashion, media, and laisure industries. For the purposes ot
this paper, both the Soft™ and the more traditional "hard” industries wre considered integral
parcs of the emerging informartion-age cconomy, as are those increasingly critical areas where the
TWO COTVETEE,
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This convergence is very usetully idenrified by Japanese economist Taichi Sakaiya as “knowledge
value.” Sakaiva, who formerly worked for Japan’s Miniscry of International Trade and Industry,
predicred that furure economic growth would acerue o nations, regions, industries. or firms not
simply on the basis of superior “high technology.” but on the basis of their ability to adroitly
incorporate cultural “knowledge.” design distincriveness. and fashionability into products or
services. As dakaiva noted in his landmark book Fhe Kuowledge Vidlue Revolution:

The significant criteria for the people of the next epoch will not be simplistic, reductive
measurements of the quantity of goods or efficiency rates of services: they will be
subjective criteria that conform to the ethos of the groups to which particular
individuals sense they belong."

Southern California’s critical advantage in the "knowledge value” cconomy lics in its diverse and
highly creative population. In fhe Knowledge Value Revaherion, Sakaiva attributes America’s lead
over both Japan and Europe in the new economy largely 1o its “melting por sociery” and its
mulunational character. “Injecuons of overseas cnpi[a]. and human resources.” Sakaiva asserts.

have been critical o our socierv's ability ro use rechnological prowess in order to ereate

high-value. culture-based products.

As America’s most diverse society and leading progenitor of culuural trends, Southern Calitornia,
more than any region in the country, epitomizes these peculiarly American traits. As i result, the

region enjoys an unparalleled opportuniy 1o reap the grearest benefit from this epochal

economic chanpe—if it can overcome some daunting obsracles,

Southern California's Technological Heritage

rom its earliest development under American sovereignty, Southern California has been

deeply dependenr an science and technology. Located far from significant coal or iron
deposits, lacking a large nataral harbor and chronically short of water, the greater Los Angeles
area was forced to rely on vast engineering projects to create a modern industrial economy.

In the carly years of the twentieth cenrury. Los Angeles” leaders spurred rhe crearion of a new,
man-made harbor at San Pedro and the building of the famous Los Angeles Aqueduct. The key
figure in the creation of the aqueducr, Williara Mulholland, the city's self~educated, Irish chiel
engineer, exemplified a new kind ol regional hero: the rechnological problem-solver, Few figures,
and certainly no politician, have played a larger role in the creation of modern Los Angeles than
Mulholland.

The need for technical solutions o the region’s problems led prominent businesy leaders
such as Henry Huntington. who ereated the ciy’s Pacific Electric mansit line. 1o subsidize
the founding in 1891 of the California Institute of Technology in Pasadena. By the 1930s,
under the leadership of Robert Millikan, Caltech emerged as the nation’s premier center for
scientific and technical education.* To Millikan. Southern California had no choice but o
excel in these Helds:

Southern California faces a challenge. She has no coal. which in general has been
considered the basis of the great industrial developments. In her semi-arid climate
she has not the natural hinterland commonly considered essential for the support of
as large a population as wants to live here. In order to meet the challenge of these
handicaps she must of necessity use more resourcefulness, more intelligence, more
scientific and engineering brains than she would otherwise be called on to use.”

Caltech, as well as other research centers such as the University of Southern California and the
University of California ar Los Angeles, played a crucial role in the early growth of the aireraft
industry, which in many ways served as the basis for the region’s information economy. As early
as the 1920s and 1930s, industry ploneers such as John K. Northrup, Donald Douglas, and
Howard Hughes migrated to the region, largely because of the nearly ideal climatic condirions.

G ————— e
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Figure 1 LA Basin Economic Base in

Transition

Saurce: Centel for Continuing Study of the California Econoiny,

“California Economic Growth," 19988/97
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Figure 2 Number of Scientists and Engineers
‘Technical Brainpower"

Source: Buresw of Census. U.S Department of Commerce,
Los Angeles Regional Techpology Milancs, 1897

Area/Category Engineers 'éﬂg:\t:p Sci | Combined
Nat Sei

| Caiifornia 280,465 194,990 475,455
Massachusetts 60,707 52,788 113,495
New York 102,971 94,882 197,853
Texas 122,289 83,305 211,594
Los Angeles 75,934 45,784 122,718
QOrange 36,997 18,308 55,305
Riverside . 5421 3.392 9,813
San Bernardino B.672 4.084 12,766
Ventura 9,515 4,739 14,254
San Diego 23.557 19,327 42,924
LA 5-County 138,539 76,317 | 214,858
So. California 182,136 95,644 257,780

But with the onser of the Secand Warld War, the industry expanded deamatically, transtorming
the region’s cconomy—formerly bused on agriculture, oil, and the movie business—into one
deeply reliant on science and wehnology-based mdustry.

Atter the war ended, many cvnics—both on the Fast Coast and localli—believed thar grass would
soon grow on the streers around the esting felds and Facrores of Culver Ciry, Bur in realin, the
aireraft industry in grearer Los Angeles

had only begun it decades-lang expansion. The role of
entreprencurs in this post-war growth was crucial. At a time when most East Coast compunics
were content to return o the traditonal production of eonsumer goods. visionaries like Hughes
and Deuglas focused instead on emerging high-tech ficlds such as avionics. Eseablishing one of
the worlds firse think ranks, Hughes pushed the envelope of technalogy and was instrumental
in the carly development of the first air-to-air guided mussile and operational laser. By 1948,
Southern California accounted for 33 percent of all Pentagon aireralt and avionies contracrs;
between 1947 and 1957, this single industry accounted for roughly hall of the region's entire
orowth.

Imparrantly. many of the wehnologies inttally developed for defense proved usetul within the
civilian secror, ¥ lechnologies exploded,” vecalled Charles " Tex” Tharmton, a former rop Hughes
lieurenant who i 1953 founded Litton Tndustries. " Technalogies thar first went o the military
would then spill over into new products like compurers, caleulators, and other devices.”

Over the ensuing decades, this rechnological carryover fram aircraft, acrospace, and other
indusrics was often overlooked amidst the mussive expansion of military-based production, first
for the Korean conflicr. then for the Vietnam War, and finally tor the Carter-Reagan defense
buildup, Yer cach expansion was succeeded by a nearly carastrophic decline in military-related
production, In the last downturmn ar the end of the Cold War, the Los Angeles region lost
nearly hall ies 330,000 jobs in acrospace. shipbuilding, and other defense-relared fields" (sce
figure #1}.

Withour the simulus provided by military expenditures, many economises and academic
observers in the early 1990s predicted the region would spiral downward into a sinklole ot slow
growth and low-wage employment. One long-term journalistic observer, writing in the Jos
Angeles Times, saw the fading of the defense era as heralding the end of the region’s “golden way
of life."  Agencies such as the Southern California Association of Governments predicted the
region’s unemployment rate would remain near double digits until the end of the decade.

These grim predictions. forrunately, were badly mistaken, Unemployment rates dropped
well below 10 percent by 1995, fell w0 7 percent by early 1997 in Los Angeles Counry, and
descended [urther sdll in surrounding counties. Yer the devastation wrought by the defense
huild-down did leave a lasting impression in many minds—both outside and inside the

region—that Southern Californta had become 2 rechnological laggard, not only when measured

against Northern Californias Silicon Valley, but even when compared to such smaller regions as
Austin, Raleigh-Durhant, and Urah. “When you think of LA, you don't tend 1o think of high
tech.” Neal Bradshear of Campbell Advisors Ine.. a New York invesument consulrancy. 1old the

Los Angeles Business fournal last November."

Yet in reality. Southern California remains one of the world's premier technology centers. Today,
even alter the defense downsizing, the five-county region boasts more technically trained
personnel than anywhere else in the country, and far more than in such key comperitor states as
New York and Texas, despite their much larger populations (see figure #2). Los Angeles County
alone, according to estimates by RFA Associates, ranks among the twp five metro arcas-along
with San Jose, Chicago, Boston, and Washingron, D.C.providing one-fourth of the nation’s
high-rech employment. Moreover, adjacent Orange County offers far more high-tech
employment than some of the much hallvhooed "new Silicon Valleys™ such as Raleigh-Durham.
Austin, and Denver® Although on a per capita basis, the huge. highly diverse, Los Angeles-area
economy may not be as technology intensive as the one in Silicon Valley or on Route 128, i
aggregate high-tech base appears far larger than is commonly assumed by the media. investment
community, or most academics.
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Figure 3 Employment at Emerging
Technology Firms

Source: Corp. Tech. Informetion Services. 1997

Employment at Emerging Companies

New England 260,895
New York Metro 206.340
New Jersey & Delaware Valley 219,223
Mid-Atlantic 157.753
Southeast U.S. 275,835
Mid-West U.5. 200,113
Great Lakes 309,839
Eastern Lakes 177.205
Central U.S. 221,114
Northwest U.S. 86,927
Morthern California 208,079
Southern California 262,222
Southwest U.S. 286,352
TOTAL 2,871,897

The Rise of the “Soft" Side: The

Figure 4 LA Basin Economic Base
in Transition

Sowree Canter for Continuing Study of the California Economy.

"Califarnia Econamic Growth,” 199687
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Nor can Southern Californias large rechnology base be ascribed merely w inertia rom the
aerospace defense era. Corprech, a Massachuserts-based consulting lirm, estimates thae Southern
California has more people working in emerging technology firms than do such prime
competitors as Northern California, New England, the New York metopolitan area, and the
enrire Pacific Northwest! (see fgure #3). Much of this employment comes from nondefense
scetors such as biotechnology, where employment in public companies more than doubled
between 1994 and 1996.

At the same time, the region’s still large aeraspace indusery appears ro have stopped contracting”
and may experience a modest upturn inthe remaining vears of this decade. largely on the back
of inereased commerdial aircraft orders and some new defense projecrs. Significantlyv, rhis

expansion has locused incrc:mingh' on advanced Icc]m{:nl:}g}' dcvulopment—as cpit'omiz.cd by the

Lockheed Skunk Works-rather than simply the basic “mertal bending” invalved i routine
atrcratt producion.™

As has occurred repearedly since the Second World War, defense-developed rechnology is
seeping into other portions of the région’s economy as well, Many companies with acrospace
legacies, including gtans such as Hughes and enteeprencurial Girms like Research and
Development Labs in Culver City, have employed defense technologies to become global leaders
in felds such as telecommunicarions.® Others such as Modacad, a West Los Angeles firm
specializing in design-related sofrware, buse their products on technology originally developed ar
NASA,

Increasingly, this aerospace-bred technology is finding application in such unlikely fields as
multimedia and enterrainment. " The aerospace industry, in my opinion, has been doing hotter
graphic design work than anything that has come out of Norchern Califorma.” observes Scote
Moody. former chief operaung ofticer for Time Warner Interactive. “and thev've been doing it
for cwenry-five vears.™

Firms such as Westluke Village-based llusion Inc. and Perceprronics in Woodland 11ills, for
example. have taken “virtual reality” imaging technology initially developed for the military and
employed it in fields such as entertainment, theme park development, and worker training,
“Whart vou are seeing now is the emergence of 1 defense-enterinment establishment,” jokes
Hlusion's execurive vice-president, Marr Walton, whose firm is completing a line of "virtual”

Iy cars tor the Sabara casino in Las Vegas. "It's o classic Southern California martinge.”

Hollywood Edge

lthough Southern California’s prominence on the “hard side” of the informarion-age

equarion has been underappreciated, its preeminent role on the "soft,” cultrally-oriented
side is undeniable. Today, for the first rime since the end of the Second World War. the regions
enterrainment industries employ more people than the aerospace complex (see figure 24).

Southern Californias preeminence in entertainment, as with the early evolution of acrospace,
resulted Targely from the activiues of visionary entreprenenrs, Even more than the acrospace
pioneers, the early creators of the mass entertamment industry came to Southern California as
entreprencurial parvenus, many of them Jewish immigrants who were less than (ully welcome
among the heavily Protestang, Middle Wesrern elite of early twenrieth century Los Angeles.

Those who worked for the early moguls—acrors, workers on rthe sers, writers—generally had it
worse, and were often Torced 1o live in tents and on improvised sets in the middle of fields,
"Over no decent threshold were they allowed to step,” wrote one observer av the time. " They were
unfit to mingle with respecrable ciizens. On some boarding houses a sign was hung: "No dogs or
actors allowed. ™



Millions of Dollars

SOUTHEBN CALIFORNIA IN THE INFORMATION AGE.

Figure 5 Total Film & Television
Employees (Change Over 10 Years)

Source: City Film Commissioners, prepared by the
Entertainment Industry Davelopment Corporation. 1997

Total Film and Television Employees

CITY Year 1936
Toronto 28,800
Chicago 25,000
l.os Angeles 224,300
Mew York 43,900

Figure 6 Motion Picture Production and
Services: Payroll
Source: .8, Cansus Bursau, 1996,
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Yer within rwo decades, entertainment emerged along with agribusiness and the 1:1L!‘gmning oil
industry as one of the primary engines powering the Los Angeles econamy. By the 1930s movie
box office receipry were already more than a halbbillion dellars, and production budgets
reached the $80 million mark. Neither the Depression nor war did much o slow Hollywood's

advance as the preeminent mythmaker, not only for America, but for the world

By the 1940s, Hollvwood's elite had dsen from marginal players to a new kind of celluloid
aristocracy, mare compelling and real o the mass public than the far more powerful Ease Coast
industrial and social elites. As author Leo Rosten noted:

Men have always loved the Cinderella story and have always dreamed of magical
success. Hollywood is the very embodiment of these . . . . The public never sees
Morgan making money or Ford making cars. but it does see Robert Taylor making
faces. The visual evidence of the films offers the waitress a chance to compare her-
self to a movie queen; it gives the shoe clerk a chance to match himself against the
movie idols. It provokes the thought, "Hey. | couid do that . . ."*

By the 19505, however, Los Angeles’ supremacy in mass culture was being chreatened by new
competitive forces, including the New York-based relevision industry. Bur the Los Angeles-
based studios responded by packaging what once would have been considered “B-movies” into
tefevision series such as “Cheyenne,” “Gunsmoke,” and “Wagon Train.”

At the core of Hollywaood's success lay rwo factors: its uncompromising willingness to pander to
mass tistes and its sheer capacity to create vast quantities of product, “When television cante
out here in the 1950s, everyone had a TV. You had to put out a lot of garbage.” recalled vne
vereran Hollywood observer. "You went from the excellent drama of the New York days o
cranking out B-movies for welevision, That’s what television really is. a bunch of B-movies,
something only the studios can make in large quantidies,”

By 1980, Hollywood had reestablished its toral dominance, not only of television and movies,
burt of the music business as well, with nearly 63 percent of all entertainmentindustry personnel
in the nation residing in Los Angeles County.” Since then. there have been challenges 1o the
regions national and international dominance from places as diverse as North Carolina, Florida,
and New York Ciry, Yet the region conrinues ro house the lion’s share of entertainment-relared
employment and payroll (see ligures #5 and £6).

Indeed. throughour the carly 1990s recession. the industry contnued to expand by an average
of 10 to 12 percent annually,” with maore than 40,000 jobs added since 1992, and with 1997
expecred 1o see the addition of 14,000 new positions.” Despite etforts by numerous states,
Canadian provinces, and countries overseas o caprure more of the production dollars, Las
Angeles remains home to more than 82 percent of all prime television shows on the four major
networks (CBS, NBC, ABC. and Fox). New York, which often promores itsell” as a serious

campetitor, ranks i distant second, with Jess than 9 percent.’

Similarly, the region dominates fearure film production stares, beating second-place New York
by a margin of seven to one, and the torl of all the other states” production by better than three
to one.” The wend 15 particularly marked in big budger films grossimg more than 3100
million. Of the 14 films in this category released in 1996, 12 were, at Jeast in part, produced in
Los Angeles.” In fact, despite extensive reporting in the New York media about a massive thespian
hegira 1o Gotham, Hollywood's share of Screen Actor's Guild carnings actually increased from
55 percentin 1985 ro more than 59 percent a decade larer.”

Far from declining, overall spending on film, TV, and commercial production in Los Angeles
Counry has continued o grow rapidly, from $15.9 billion in 1992 to $21.48 billion last vear.
when production days rose 29 percent.™ Much of this expansion has been fueled by a rapid
growth in overseas markers. Barely 30 percent of film revenues in 1980, foreign sales now
account for roughly half of Hollywood's business.”
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Indeed, despite probable reducrions in the number of new releases by major studios,” 4
continued expansion of pew entertainment-related businesses is expected o last ineo the nex
century, with growth rates averaging roughly 7 percent, well above the probable rire of GDP
groweh.*' To meer this growing demand, new construerion js being planned, with maore than $1
billion tn new facllities slared by the large studios alone.” In addition, other nmew
expansions—including Roy Disney's new production Facilites in Manhartan Beach and the
proposed Dreamworks comiplex—are also i development. all bur insuring that Southern

California’s huge eneertainment infrascrucrture will inerease ies sizab
(see Rgure #7).

¢ lead on all competitors

The Evolution of Southern California's Cultural-Industrial Complex

Figure 7 Sound Stage Space

Source; Entertaimnmment Industry Developmant
Corporatiarn, 998
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Figure 8 Motion Picture

Production/Services: Establishments

Source; Entertanmint Industry Development
Carporation, 1996
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SULLLhcm Calitornia has rerained its preeminent position in entertainment largely by adapring,
to “information-age” industral patterns. As the Tolllers envisioned in Zhe Third Wie,
successtul companies in the new economy reduce “the scale of operation” while maintnning the
highest production values. “Today,” the Tofflers observe. "we are beginning ro realize thar neicher big
nor sl is beautiful, bue thar appropriate meshing of hoth big awed small is most beaudiful of all. ™

This new ¢conomic paradigm has been deseribed by MIT economists Michael Priore and
Charles Sabel as “flexible specializadion.” In this system, various players within an industry cooperate
across sive and areas of competency in order o produce highly specialized. even customized

goods, usually at the upper end of the marker." “Flexible specialization™ has been used o explain
intra-industrial patterns in much of Silicon Valley and may have much o do with thar areas

preeminence in many technology-based industries.”

In Hollywood, “flexible specialization” involves the increasing collaboration berween the major
studios and a host of smaller. often quite specialized, independent enrertamment companies.
The stuchos provide the necessary marketing, along with the financial and rechnical infrastructure,

while helping to coordinate the varied inputs of the smaller companies. Most of the creative
input—the direction, look, design, and conceptualization—comes trom smaller independent firms

and freelancers.

This represents a massive change from the rradidonal studio system—where virtually everything
was developed within a vast vertical structure—that ongimarted in the 19205 and continued. largely
unchanged, lor decades. In 1960, for example, only 28 percent of all LLS, films were
independenty produced; by 1991 thar number had risen 1o well over 60 percent. In addidon.
since the late 1970s, the number of new entertainmenc-telated specialty firms—with unique
competencies in such things a¢ lighting, set production, special effects, post-producrion. model-
making, even accounting and catering—has more than tripled.” Today there are more than 4,400
motion picture-related service establishments in Los Angeles County, which is three times more
than the combined totals of New York, Chicago. and Miami* (see figure #8). In addivion. nearly
100,000 freelancers now labor in the locul indusery.®

This flexible and decenrralized strucrure provides enormeous benelits for the regional industry,
Ofren working with tght deadlines, crews of specialists can transform the varied locales of Los
Angeles into a set thar can duplicare a New York City subway. " a small town in Towa, 3 Chicage
suburb, or a rwenty-third century dystopta.™ “Most people in the film business are organized on

ande or Chicago.” observes Jonathan Kaw, founder
of Cinnabar., one of Hollywood's premier prop makers. *We start a film on Friday and have a

specific projects and vou can't do that in Or
team on Monday. You have to have the resources available.”

As independent units, firms such as Cinnabar also have been free wo ke their Hollvwood -honed
skills inro a whole series of other endeavors. Tuday. the Los Angeles enterrainment complex sprawls
well beyond movies and television to a host of other disciplines, such as theme park development
and commercial production. As in the case of film or video enterrainment, chese “knowledge
value” fndustries depend greatly on the array of specialized skills that exists in depth only in the
Southern California region.
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Oine key growth areu has been the making of commercials for relevision. In a “knowledge value”
cconomy, notes Taichi Sakatya, advertising must serve the changing demands of more sophisticared
and fragmented consumer markers. Advertising. he argues. must now do more than increase
volume sales; it must also “make the inhabitants of a certain social serting value more highly
{hoth socially and financially) the produet in question.”

As advertisers focus on such
qualitative concerns, they narurally seek ways to improve the tmages that convey their message.
This has helped tuen the Los Angeles area—the worldwide specialist in image creation—lrom a
relively muaeginal player in che television commercial business ino the dominant force, Today.
Southern California is home 1o roughly 60 percent of television commercial production.
compared o 35 percent for the waditional commercial-making capiral, New York. In 1996
alone, production days for commercials in Los Angeles grew [rom 4,800 (0 more than 5,600,

LA appeal to the commercial indusery stems largely from the region's superior producrion
tacilitics. ivs cadre of skilled craftspeople, and its varied locales and weather—all of which allow
advernisers to create products as breathraking and technically Hawless as those scen in cinemas
and primetime television. Observes Melert Avis, co-tounder of Windmill Productions, a Sanu
Monica production company that has made ads for, among others, Buick. MCL and Coca-
Cola; "The definition beeween a film and a commetcial is gerting increasingly blurred.™

A similar "blurring” can also be seen in the links berween rradinonal movie and relevision work
and “themed enterminment,” a burgeoning fleld thar employs everything from Hollywood
scenery makers to the creators of virwual reality, Onee dominated by « handful of firms, themed
entertainment has become a full-scale industry, with a 360-member trade association, up from
180 mambers just two years ago. Sixty pereent of these are locaed close o Hollywood in
Southern California, with another 20 percent in Florida.

Peter Chernack, president of the Themed Enterrainment Association and co-founder ol
Metavision, a Burbank-based developer of high-tech filmed amusements, traces the shift
towards themed entertainment to the opening of Disneyland in the 1950s. Prior o that, there
were hundreds of amusement parks—wich rides. cottan candy, cven freak shows—but they offered
similar generic experiences.

Walt Disney: Chernack believes, chunged everything by “theming” his Anahcim facility with
mythologies barrowed largely from the Furopean past as wel

as from rhe experience of the
American Frontier. Since then this method has been duplicated by others-including Universal.
MGM, and Warner Bros—thercby generating a theme pak industry with revenues in excess of $8
billion annually™ The local concentration of these theme parks has also been eritical in rthe
revival of the Los Angeles areas $9 billion towrsm industry, which itselt employs some 250,000
peeple in the region.™

Today, themed enterrainment includes not only rraditional. family-oriented entertainment but
also gambling meceas such as Las Vegas. Locked in an ever-escalaring compettion to lure
gamblers, many of the major casinos—such as the Sahara and the Las Vegas Hilron-have invested
heavily in the latest theming rechnology. "Las Vegas has become the ultimate Disneyland for
adulrs,” notes Metavision's Cernak, now working on the new “Starbase” casino at the Las Vegas
Hiltan. “Evervone there is upping the ante.”

[ncreasingly, theming “technologies” are also finding applications cven in Main Streets restaurants,
shopping malls, and arcades. The intensifving comperition for customers among retailers and
cities has forced consumer-oriented businesses to look for new ways to lure people mto their
stores, observes Roberta Perry, vice president for New Business Development ar Edwards
Technologies, Tne.. which develops kiosks for restaurants, bars, and arcades as well as more
traditional theme parks. "Competition 1s doing this to evervone. 1 get calls from reratlers every
day,” Perry explains from her modest office in El Segundo, near the Los Angeles Airport.
“Shopping has hoiled down o choice or chore-and most rewailers would prefer make it a choice,
Even for i sandwich shop, just having a good sandwich doesnt do it anymore.”
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Figure 9 Selected Industrial Districts

Source: Annals of the Association of American
Demographers. 1996
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Figure 10 Los Angeles Basin Share of U.S.
Diversified Manufacturing

Source. Center for Continuing Study of the California Econoimy.
“California Econamic Growth.” 1896/97
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Perry's :lir]_!:)rt location is a fartuitous one, since her a.‘0|np:1n_v"ﬁ cxpertise in crr:ming kiosks and
other interactive systems hus created enormous worldwide demand for it product. Over the las
fosw years, her firm has worked on major projects insuch diverse locales as Las Vegas, New Yok,
Australia, Spain, Korea, and Japan. The rapidly growing cconamies of Last Asia increasingly
represent the most lucrative new marker for the theme indostev: annual investment in
enterfaininent assets in Asia, now estimated ar §1 billion, reports Forbes should reach $5
billion—53 billion for theme parks alone-by the beginning of the next century,

The eritical importance of style and craftsmanship in LAY cultural-induserial complex also
extends to ¢ host of other induseries, such as rextiles, garments. and household furnishings.
whicl have tradicionally been considered “low tech.” The “information” conrent of such
products—its fashionability or uniqueness—has become ever more imporrant in determining both
price and profir margin. Observes Sakatya:

In the coming epoch. people, rather than buying a lot of goods and replacing them in
rapid succession in the disposable mode of material consumption, will purchase
high-priced items possessing preferred designs. high-gloss brand images, high-level
technologies, or specific functions and will commit themselves to consumption
patterns in which the items purchased are possessed for a much longer period.®

Such new “consumprion parterns,” Sakaiya adds quickly, do not suggest a “renunciation of
marerial goods” but a shift in astes towards produces with greater “knowledge value”™ imbedded
in them. In Souchern Californiy, this shift is rransforming traditional “low-tech” industries, such
as lurniture, pottery, garments, rextiles, and toys. Faced with lower-cost foreign rivals, most
recently from Mexico, local companies in such industries must accentuare the design elentent o
remain competitive, These companies employ tens of thousands of people in Southern
California. paviicularly Hispanics.” and, as highly copcentrared conglomerations, provide
economic sustenance o many of the poorer sections of Loy Angeles and Orange Counties

[see l"lgun’. 20).

This shift woward "knowledge value™ can be seen. for example, in the evolution of the arca’s
furniture industey, which Jose 11,000 jobs during rhe 1980s, due largely o regulatory pressures
and the severe recession of the carly 19905 Bur more recently, notes UCLA researcher Sreve
Herman, this downrorn has been reversed. largelv due o the growth in more design-intensive
manufacturers who identify their product with the Seuthern California “lifestyle,” which they
then market both ar home and abroad, norably in Japan,”

“We're fina

indusery for RLA, a Los Angeles-based nonprofit economic development organization. “The end

ly beginning to see increases,” says Herman, who has studied the local furniture

that's gerting betier is the design end. The companies thar have more innovarive, erearive styles

are pushing the design edee along.”

Similar patterns of growth can be seen in other fields nor usually associared with the “information
age.” such as wextiles, apparel, and toys. This may explain why Los Angeles, in sharp contrast to other
large ciries such as New York, has actually begun tm see a significant uptick in its manufacturing
ecanamy, with the additon of nearly 20,000 new jobs since the region’s industrial economy hit
bottom in 1994.% As a result, there has been a widely unexpecred increase in LAs share of the
nation’s diversilied manufacturing production (see figure £10). Particularly notable has been the
growtlt of the higher-end “fashion” side of the sportswear market. including companies such as
BUM, Rampage, and Carole Lirtle.!

Although seemingly far distant from the bright lights of movie sound stages, the growth of Los
Angeles craft-based “knowledge value” industries=as well as services such as architecture and
automotive design—cannot be separated from the largely Hollvwood-derived image ol the
Southiern Califorma litestyle. As UCLAS Alan Scott has noted:

the culture products industries constitute a system that constantly creates and
recreates images of Los Angeles as a place, i.e., as a locale associated with a
distinctive aura and mystique in the form of certain impressions, personae, memories,
styles, trends ., . . ¥
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Multimedia: The Critical Convergence

Figure 11 Penetration of CD-ROM Drives

in U.S. Computer Homes

Sowrca: Adams Media Aosearch, 1995
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Figure 12 Multimedia by State
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Toda_\' the region’s cultural-industrial complex faces perhaps its greatest challenge—and
opportunity-since the advenr of relevision. As rechnology spawns new cultural forms
together with the means to transmit them, the information-age economy has begun blending its
“hard” and “soft” characteristics. It is a convergence for which Seuthern California is well
positioned, but by ne means assured of a leading role,

The central change agent in this process is diginzation. T'he increasing use of compurer-generared
effects in film and video, and the rise of the computer game and Interner-relared markers has
ushered in a new periad of ferocious competition among information-otented companies and
regions. 'T'he stakes are enormous, not only for the new players in these various industries, bur also
for the mote traditional informadon secrors, such as compurer software, entertainment, and the
cultural products industry (see figure #11),

Gaining a strong pasition in these industrics already has became a critical suaregic priority for
many regions: Some—primarily Seattle, the Bay Area, and New York-have been guicker than
Southern California to lay claim 1o the emerging dipical information industries. New York,
armed with the higgest bugle, has been blowing its tune the londest. “The Cyber Gold Rush
was supposed to happen in California.” proclaimed New York magazine in a gus

hw profile of
New York's multimedia scene in November 1995, “Bur then. less than a year ago. the cry of the

ik

high-tech prospectors changed ro ‘go east, young man'.™

I comparison, Southern Californias multimedia imdustey has largely labored in obscurity.
Indeed, in many accounts in the Last Coast-oriented national press, including The New York
Times, Business Week, The Boston Clobe, New York, and Publishers Weekly, the Los Angeles-based
industry bas been barely mentioned.™ Southern California also has not gotren much attention
from San Frandsco's growing digital media, including publications such as Wived and Compurrer
Life, which have helped murn South-of-Marker into the Wests focal point for evber-hype!” "Los
Angeles seems o have fallen off the digital map,” observes Nick Rothenberg, founder of W-3
Design, a quickly growing Web-site developer in Culver City. “People think there's nothing here
and it’s hard to convince them that theyre wrong.”

Rorhenbergs frustration is all the more understandable becanse the medids perceptions sharply
conflicr with most objective studies. Of course, the emerging multimedia indusory remains
difficult to measure given changing definitions and slower-than-anticipated growech of many key
multimedia niches such as advertising-based Web-sire development. But it scems clear thae the
Los Angeles area’s multimedia industries have achieved a leading, even preeminent, position.
I'he Carronade Group, for example, which attempes to ack legitimare multimedia firms. has
found that singe 1994 Southern California has had more such companies than Northern
California. The survey placed New York, despite the hype, in a distant third. and put other
“wired” cities such as Seartle even turther behind (see figure #12).

Similarly, another survey designed o track multimedia employment. conducted by the Bay
Arca Economic Forum, gave Los Angeles an even mare decisive lead. The study found that Los
Angeles area-based multimedia firms employed roughly 133,000 people, more than the
combined total of New York and the Bay Area, which had roughly 60,000 cach, Once again,
many of the ather highly touted cyber-cities, such as Seautle and Austin, had commendable
industries, but were only a fraction of the size of LAs # (see figure £13),

Southern Californias lead m multimedia can be traced largely to the fact that this region
uniquely combines a strong technology base with a world-leading cultural-produces industry.
New York, which also has a sorong cultural base, mainrains a high-tech sector that s barely half
the size of Southern Californias,”” In fact, in contrast to the “high-rech boom rown" depicted by
boosters such as New Yoré magazine, the region’s technology industries have been shrinking
across the board sinee at least the early "80s and have expenenced, in the words of The Wil
Street Journal, “a serious high-rech decline.”™

Figure 13 (lef Multimedia Employment
Performance (Thousands) 1995

Source: Bay Area Econamic Forum, “The Bay Area: Lesding the
Transition to a Knowledge-based Economy.” 1996
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No such thing can be said abour the Bay Area: its growth in high rechnology over the pasi

decade has been prodigious and on a scale unmatched anywhere. Bur on the “soft” side of the
information-age equation, it remains a small player. accounting for less than 10 percent of
California’s massive film and relevision industry. For its part. Scatdle remains relacively smaller in
wechnology and vnly a minor player in the culrure-based “soft” side of the information economy.

despire the prodigious ellorts of Bill Gares and Microsoft.”

This relanive strength in both the “soft” and “hard” sides of the inlormation indusery makes Los
Angeles an ideal site for their convergence i multimedia. “As the technology gets more sophusticated,
you find you go 1o LA for the qualicy produet,” suggests Ariella Lehrer, president and CEO of
Legacy Software, a last-growing westside CD-ROM firrn and maker of highly complex games
such as DA and Emergency Rovm. "You start gerring live-hundred page scripts with actors and
sotmndstages re-enacting @ crime ot an operarion-try domg that frst class i Arlant”

Legacy and other leading CID-ROM makers, such as Acdvision, Davidson, and Knowledge
Adventure, also have employed Hollywood-honed skills o provide a strategic advantage in a
hotly contested competitive environment. The increased melding of entertsinmen produciion
values with new digital technology has helped establish Southern California as a leading force in
rhe compurer game market. with conipanies based in either Los Angmlus. or Orange County

accounting for five of the top twenty ttles.” In some niches, particularly educarional sofrware.
Los Angeles area companies—Davidson. Knowledge Adventure, and Disney-are even more

domumant, with regional firms accounting for cight of the top ten best-selling programs. '

The Hollywood connection is increasingly being felt on the Interner as well. Enterrainment is
already among the largest sectors on the Inrernet—music, relevision, and movies consritute three
of the rop six site categories —and this has parucular importance for the region’s mulumedia
industry. Many of the region’s most successful Web-hased companies, such as Digieal Planer, W-3
Design, and Boxtop Interactive, have grown, in significant part. through the creation aof
entertainment-based Web-sites™ (see figure #14). In some cases, such as the movie “Stargare,”
Web sites have proven to be more effective markering tools than traditional advertising. As one
rop MGM executive put it:

We knew each and every day there were thousands of people visiting the Stargate
site and any time you could tap into the site there were a number of users constantly
Figure 14 Internet Users' Activities Survey talking about the film. This occurred before the film's release and increased

Spurcer Georgia Institute of Technology. Graphics, Visuallzation ax ponentially after its release.
and Usability Canter, 1996

Sauthern California also has developed much of the sill embryonic “episodic” Web-based
entertainment industry. Several Southern California companies—such as American Cybercass,
Lightspeed. and Entertain-nei-have pioneered new forms of interactive Internet enterainment,
including the popular "Spor” soap opera series. Av present, these effarts have had only mixed

success, with such shows often not able to pay their way in the markerplace. Bur these effores

may vet nurture the necessary expertise as the Ner industry matures beyond its chaoric infancy,

Some, like Steve Kolul, a former executive vice president ar Warner Bros. and now president of
CyberStudios in Culver Ciry, believe the Tnterner will eventually become a major new
cnterminment medium juse as relevision did before 1. “T had a chance at Warner Bros. 1o see an
awtul o of new business ideas and changes in the way that the industry worked and I never saw
anyrhing that grabbed me as much as this medium does," Koltai notes m the brick and waod
conlerence room of his new “studio,” located in the heare of Culver City's Havden Tract
multimedia district. “There's no medium in history thae's grown as fast as the lnwernet,”

Koltal's vision is a vast one=he admits most of his industry friends think it verges on “insanity—in
which CyberStudios serves as a kind of marketing, development, and financial arm for rhe
emerging world of Web product developers. He sees his role largely like that of a producer who

finds the director. the actor, the lighting designer, and the seript, and coordinates their
collaboration. He's already got some sixty Web developers working with him, many of them

Work

drawn from his neighbors in the digirally rich Hayden Tract.
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The Rise of Digital Moguls

Vet even i the best of cireumstances, Kol does not envision CyberStudios ever becoming a
new Warner Bros. The very nature of digimal indusiry, Kolwai believes, militates against the kind
of mega-giantism rhat once chamcrerized the vast entertainment studios. [nscead, he sees the
new digital Hollywood as a classic information-age industry consisting of highly specialized
firms, animators, software programmers, wrirers, and graphic artists who collaborate on
individual projects, then break off hefare embarking on a new venture, often with a different case of
partners. "1 have tirned over to the small is beautiful’ mode right now.” the Hungarian-born,
LA-reared executive admits, “and [ think that. among the crearive community in the digieal
area, one of the real draws is you don’t need a huge .organimrinn to be able o produce and
distribute your product. That’s the exciting thing about the medium.”

Digitimtion's impact will not only create @ new group of mulimedia companies, but it will
also spawn new entertainment studios butlt around the mastery of digical cechnology.
Clearly not all of these studios will be located, like the traditional studios, in Southern
California. Bay Area firms such as Pixar and Pacitic Data Images (PD1) may well emerge as
sall, sell-contained producers of digitally oriented entertainment.

Yet Southern California seems likely to become the focal point for the creation of these new kinds
of digital scudios, now estimated 1o be growing ac 20-25 percent annually. For one thing, the
region’s meam“eled entertainment production networks have access 1o an unrivaled confluence
of writing, production, and markering talent.

This. in rurn. allows even small firms such as Stucio Citv-based Hammerhead Productions o
produce its own lilms. Two vears ago, the principals at Hammerhicad were working at PDI's
Hollywood office. Bur when PDI closed the olfice and consolidated operations in Silicon
Valley, a handlul of the lirm's Lop programmers smyed in Los Angclcﬁ in arder to make their
own movies, “We all consider ourselves artists even if we also come out of compurers,” explains
Hammerhead President Dan Chuba. *We were movie fans before we got into computers.”

Today, working with « staff of 15, Hammerhead is ﬁnis]ﬂng up its first feature-length movie,
Shadowbuilder, and gerring ready for its next, Supernora, which Chuba himself wrote. Having
made 2 modest $300,000 in 1995, the firm last vear wipled its revenues, in part by creating
effects ar a fracrion of the cost normally charged o mainling Hollywood seudios. “We have
found ourselves abways being frustrated by people in Hollywood who were nor able to appreciate
what these new tools can do.” director Jamie Dixon, a Harumerhead founding parrner, maintains.
“Now we can create products using the toels and wke advantage of our skills.”

[n addition ta small “cvber-gnats™ such as Hammerhead. the increasing importance of digiral
) - 8 P 5
rechnology is also fostering the growrh of several “mini-studios”—technically oriented firms
capable of extending into several induseries, from theme parks and CD-ROMs 1o special cifeces
and full-length movie production, John Hughes, lounder and president of Rhythm and Hues,
believes LAS appeal to emeroing major digical studios reflects the resion’s leadineg position across
F s/ing maj £ g a1
a broad range of felds. “T think Los Angeles is the only city in the world that can support the
kind of digital revolution that's going on. because we have not only the animarion, but weve goi
o 4 2

fearure films, we've got the theme parks with Disney and Universal, and now we've got the video
games,” notes Hugh{fs. whose firm won an Oscar i 1996 for its work on the hit maovie Bade,

Some digital companies, such as Digital Domain, also located in Venice. are already well on the
way 1o becoming diversified information-uge companies, with interests in the Internet and
CD-ROMs—including last vear's Chrisimas beseseller, Barbie Fachion Designer™—as well as in
providing effects for movies and commercials. Company President Scott Ross sees the
development of digital distribution methods, such as satellite. the Interner, and digiral dises. as
providing the means for breaking up the last vesuges of the old studio monopolies.




SOUTHERN CALIFORNIA IN THE INFORMATION AGE

Figure 15 Percent of Adults with a
Bachelor's Degree
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“Onee we start being able to distribute digteallyv, the impediments will be broken.” suggests Ross.
a former top executive of Industrial Light and Magic. “Right now they can still get vou on the
distriburion deal—-things don't happen il you can't distnibute the filim, But when you can send the

signal digieally, vou can ger ot your gontent for 4 new kind of srudio,”

Lver mare ambitious are plans by Santa Monica Pictures 1o develop a 6,3-acre, 585 million,
stare-of-the-art digical studio—complere with digital sound stages, livelwork space, massive post-
producrion facilities, and & 100-seat theater ar their Olympic Boulevard sire. Like Flammerhead,
Santa Monica Studios s alse beginning o develop ite own content. Ty fisst Tewrure film,
Colelifocks and the Thied Beays, is now finished, i theiller Yioised Herrts is in producton, and
three other films, including two science lotion mavies, are in development, “There's a ot of dhe
old ways of doing things here. but whar we don't like abour Hollywood, we've gotten rid of”
company founder David Rose suggests. “With conerol of the new technology, theres o ganun of
new possibilities that didn't exist before for people like us.”

Prospectus for Southern California’s Information Age

hether in rraditional enrerrainment, theme parks, computer software, digial effecrs,

Ineerner-based entertainment, or educational CI-ROMs, Southern California currencly
hholds 2 strong, even commanding position jn the emerging information-age economy. However,
numerous intetviews and other research together indicare thar Southern Calitornias ulrimare
standing in these eritical industries will depend lurgely on how the region faces several major
challenges.

Education

Perbaps the greatest obstacle fucing Southern Californu’s mformation-age indusiries lies in
marshaling the proper human resources. The new industries mose likely to spur economic growih—
maltimedin, computer sofrware, biotechnology, special effects, animition—require high degrees of
education and training. In this respeet, the prospects for Southern California are decidedly mixed.
Grewer Los Angeles contains some of the Western United States’ most well-educated regions, such
as Orange County and West Los Angeles, as well as same of the least, such as the Infand Empire
and South LA™ (sec figure #15).

For the most part, Southern California excels at the higher levels of educution. In wrms of
graduate programs in science and technology, the region ranks second, just behind the Bay Area,
bur ahead of grearer Boston, and considerably in front of New York®' (see figure #16). Despire these
strengihs. some companics. such as Seventh Level in Glendale. believe that the "hard” engineering
skills are Far more available in areas ouwside Southern California. Notes Seventh Level's Scorr

Page

The company is built along a Dallas-LA axis. Here we're part of the new hybrid
industry-the new studios. It's where the talent is. In Dallas. you have the programmers.
It's hard to get good programmers here.

This assessment is not shared by many other local mulrimedia executives. Knowledge Adventure
tounder Bill Gross believes Southern California has technological human resources equal or bereer
than anywhere else 1n the nanon. And high-tech recruiters such as Helen MacKinnon, founder

and president of Technical Connections, a Century City lugh-tech recruiting firm, nores that
nther reglons—including Silicon Vallev—face similar problems reeruiring large numbers of technically
gifted people. “LA has some advantages wo,” MacKinnon observes, “because the acrospace

industry left a lot of rechnical ralent around here.”

On the “soft” side of the information-age equacion, the region’s higher-education advantages
may be less ambiguous. In concentrations unmatched anywhere, the region boasts numerous
institutions—CalArts, the University of Southern California, Art Center College of Design, and
Santa Monica College—with specific programs aimed at design skills, animarion, and digivad
artistry. The University of Southern Calitornia also has been awarded a prestigions grant from
the Nartional Science Foundauon for its Integrared Media Systems Center.!

iENE
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Figure 17 Education Performance within
CLAS" Achievement 1993-94 School Year

Saourca: California Department of Education: project team analysrs
‘Caflifarnia Learning Assessiment System
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Despite these strengths, many companies. particulurly in the digiral effects area, find themselves
looking outside the region ro find adequace staff. Animarors, and particularly those with compurer
skills. have become among the most precious commodidies in Hollywood. Newcomers now
carn more money than MBA graduates, while people with five years of experience are drawing
upwards of $1,600 weekly, compared o $1,200 back in 1992 The marker dynamics are
definiely in favor of the tained animator: in 1996, there were only 14,000 computer animation
graduaces but 34,000 new jobs.” Notes John Hughes:

Our ideal person is someone who's very strong in math or engineering or technology,
plus has a second degree in art, whether it be photography or sculpture or illustration.
Those people are very hard to find and, in fact, we have to search the world for those
kinds of people.

Even mare wormisome to Hughes and others is that Souchern Californiay primary educarion
system centinues to lag well behind narional norms, with the Los Angeles area ranking
considerably below the Bay Avea in cridcal areas such as math, reading, and writng® (see figure
#17). Although the Los Angeles area has an above average percentage of people with a four-year
college degree. it also has the second highest percentage. after New York among the major urban
areas, of residents with less than a high school education.®

To some extent, these discouraging numbers can be traced in Southern California, as well as in
New York, to the relatively low levels of education among many new immigrants. Bur for the
long term, the region must do more to train these people—and mere crucially, their children-for
jobs connected o the informarion-age economy.

One innovative approach has been raken by Rowland Heighes High School, just outside Los
Angeles, which has developed a computer animation training program thar has already placed
50 youngsters in jobs at both Disney and Warner Bros., and has put scores of others in smaller
production houses at salaries starting 1n the range of $40,000 and up. “Our best students don't
have to look very hard for jobs,” says Larry Kurnasky, the prolessional animacor and filmmake:
who runy the Rowland Heights program. “The studios come looking for then.™

Marketing and Networking

Despite its huge size, Southern Californias information-age ceonomy does not enjoy the kind
of positioning enjoved by competitive regions. In rthe attermath of the Los Angeles riots and
1994 Northridge earthquake, many regions, particularly New York, made a concerted atnempt,
aided by local and narionally based New York media, to seize the initiative in 1lie enrertainment-
relaced industries.” This marketing effort has reaped some PR Coups, as in a September 1996
Wall Street fowrnal piece on entertainment industry groweh, which focused largely on New York
and barely mentioned Southern California. where by far the largest number of new jobs in the
industry hayve been creared.®

To a large extent, the effort o shift conventional movie and relevision production our of
Southern California has not succeeded, but the determined markering by other regions—and the

ack of the same here—could have greater impact on newer, less rooted industries such as
mulrimedia. Knowledge Adventure founder Bill Gross. among others. ascribes this relatively
weak positioning of the regional industry i part to geographic facrors.

There are few areas in Sourhern California, Gross notes, where-as in San Francisco’s “South of
Marker” or New York's “Silicon Alley™—reporters can walk from one company te another, sip
cappuccinos, and write about a trendy “eyber culeure.” In conrast, the Southern California
multimedia industry s now concenrrated in several widely scattered nodes—primarily on the
Westside and in Santa Monica, in the Burbanlk/Glendale/Tasadena area, and around lrvine (see
figure #18). “In Los Angeles the talent 1 very spread our, like everything else,” observes Gross,
*You don't have a lot of people getring rhe connections all in ten square blocks.”
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Figure 19 Venture Capital Stays North

Source: Price Waterhouse LLP, 1996
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Finance, Insurance, & Real Estate 6% | ~16%
Banking -6% | -22%

| Credit Agencies Other Than 36% | 13%
| Security and Commaodity 29% | 7%

Yer this multipolar pattern of post-industrial development alse has s advantages. providing
companies with varying locational options thar appeal w different kinds of people working
in informarion-oriented industries. [rvine, for example. provides an almost ideal locale for
software-oriented Hrms—with their need 1o atrrace computer scientists and engineering
rypes—and it now includes such leading muldmedia companies as Interplay, Virgin Interactive,
Graphix Zone, and Blizzard."

Similarly, the well-run. low-erime, pro-business cities of Burbank and Glendale draw on
unmatched concentrations of animators and other entertainment crafispeople who live in or
around the area. “This is where the film editors, the crafespeople are and prefer to live,” abscrves
Paul Rodriguez, president of EFX, a sound lirm thar has worked on CID-ROMs as well as
movies and television. “This 1s 4 very comforrable and affordable area tor people.”

The rhird area of concentrated 1alent, and in many ways the focal point for the region’s
informution-age industry, lies along a swath of territory on the west side of Tos Angeles County,
from Santa Monica and Venice to the South Bay, With its beaches, relanvely clean air and mild
climate, this region appeals particularly o the younger digital artists and producers arraceed by
the area’s “hip” cultural environment, “Santa Monica plays perfeatly for the ponytail, nose ring
types.” jokes Jim Jonassen of the Larkin Group, i leading multimedia consulting firm.

Linking these three distinct regions—as well as the historic movie center in Hollywood—represents
both a cultural and logistical challenge. Yet models for this broad kind of regional economic
cooperarton can be found in successtul eftforws elsewhere. including Joint Venrure Silicon Valley

in the San Jose area and the Greater Houston Partnership. The past suceess during the 19805 of
the Southern Califarnia Executives Network and the current inrerese in muloimedia oriented
groupings such as the LawnMower in Los Angeles-whose membership has grown from eighreen
to several hundred since 1994"—suggests thar the region’s firms can be persuaded o band

together for mutual advantage.

Finance

Over the past two decades. Southern California has created 2 vast new high-technology complex,
bur tor the most part without the specialized financial support evidenr in such high-tech regions as
Silicon Valley or Boston's Route 128, Despite the region's powerful, even leading position in such
areas as chaial imaging and multimedia, Southern Califorma has lagged significantly behind its
northern counterparts, and indeed much of the nation, in sarnering venture investment” (see ligure
#19).

Clearly Southern California’s high-tech sector—paricularly on the "hard” side—could easily
absorb more financing of this kingd, But the lack of a srrong venture network and locally orienred
investment banks, together with an apparent bias against the region wichin the nation’s financial
community, presents huge barriers o the emergence of a strong venture capital presence in
Southern California. “Right now | could do fifieen deals with good companies that need
money.” observes Brent Rider of the Southland Venture Alliance, himself dhe former head of
Union Bank's venture capital division. "This place daesn® need one more fund, it needs ten

more. I''s amazing to me-| have never had 1o compere fora deal here.”

[ack of access to venture and other investment capiral, notes Activision CEO Bobby Kotick. has
several negative elfects. For one thing, it slows the creation of large. locally based firms. such as
those that have sprung up in Silicon Valley, by forcing them o rely on alliances with studios and
other large companies for financing as well as distribution, “I'he one thing a place like Silicon
Valley has been successful ar s building an infrastructure that goes beyond the original
entrepreneur,” abserves Kotick. “Right now LA is still largely an economy of lirtle shops.”

In addition 1o problems with venture financing, Southern California in the 1990s also loss
ground across the bowed in the linancial sector—particularly with the loss ol two of its major
banks. First Inrerstate and Security Pacific. due to mergers. Berween 1990 and 1996, Southern
Calitornia’s financial industry. according 1o studies conducted by Milken Tnstitute economist
Beverly Burr, fared far worse than its counterparts around the country™ (see figure #20),
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Ultimarely, Southern Califormias informadion industry will need 1o entice more capiral
sotrces—whether from traditional banks. outside investors. or new avenues of financing—in
order o continue its development. One innovative solution has been developed by Knowledge
Adventure founder Bill Gross, whose Idealab raises seed capital for start-up multimedia
ventures, the majority of which are based in Southern California. “Capiral is not really the problem
in this induscry,” maintains Gross, who has placed Idealab in new faalities in Pasadena, close to
the California Institute of Technology. “To ger u company going in this area, vou need access 1o
smirt people so you can achieve velociry and move quickly into markes,”

ldealaly arranges financing for com p;lmcs—induding start-ups such as City Search, Lnrertain-ner,
and Peoplel ink—whose greatest asser comes from their assembled ralent, Companies conneciad
to ldealaly ofren col
“solt™ Hollywouod side of the business than in places such as Silicon Valley. 1 more money is

aborate together and share information, o pattern more common in the

needed, Idealab has access o “connections —mostly wealthy individuals and investars-who cin
provide critical second- and third-stage financing for these companies.

I many ways, Idealab epitamizes what might be seen as an attemprt o uilize entertainment
madels for the emerging multimedia indusery. Historically, entertainment companies have
relied more on private investors, founders, and corporate partners than on venture capinal or the
prblic markets. Indeed. according to a Coopers and Lvbrand study, only 4 percent of entertainment
or “edutainment” companies rely on venture capital. compared to almost 70 percent of typical
high-tech growth firms.” As Bill Savoy of Vulcan Ventures, 2 major investor in the new
Direamworks studio, explains:

Investing in new media is an investment in people. Hollywood is always an
investment in people. Since 1990. I've looked at every movie studio opportunity
that's been available in the marketplace. but every company looks the same if you sit
down and do the pro formas. What it comes down to is having a group of people that
can deliver what the spreadsheet says.™

Political Barriers

Southern California information-age companies often find rthemselves confronted with
governmental Institutions less than friendly 1o cconomic growth, Many cities in the
region—particularly the city of Los Angeles—have long been viewed by entreprencurs as
fundamentally indifferent or even hostile to business, even o thase which pay high wages and
pollute mimmally.

“When | first came here. [ wanted 1o say, "Hey, we're hiere',” recalls Activision's Bobby Korick,
who moved his company 1o Los Angeles from Silicon Valley in 1988, “We thought wed ger
some positive response bur we got nothing. We're all still trying to overcome the perception that
this is La-La Land.”

Yet, as political analysts Morley Winograd and Dudley Buffa point out in fiking Conrrol:
Palitics in the Informarion Age. some smaller city governments in Southern California have
adapted remarkably well to the new economic paradigm. The success of these smaller scale
governments, note Winograd and Buffa, does much to dispel the nortion thar urban areas are
incapable of providing the environmenr sought by many informarion-age companics.”

Costs are. of course, one important component, but perhaps not the most crirical, Arcas such as
Santa Monica attract information-age companies even with their relatively seringent regulatory
processes and high business tases, in part because of their intrinsic attracriveness as places o
work and live, ™ At the same time. other areas with reputations for erime and urban blight, such
as historic Hollywood, have henefited far less from the enterrainment and multimedia expansion
of the mid-1990s, with the local indusery growing ar roughly one-fifth the rate mcpcricnccd [
all of Los Angeles Counry.™
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Ad a resulr, cries such as Burbank, Glendale, Culver Ciry, West Hollywood, and even Santa
Monica now have vacancy rates well below those in surrounding areas, with demand driving
rencal rates far higher"™ “They can make all the jokes they wane abour heauriful downtown
Burbank.” savs Robert "Bud” Ovrom, Burbank's citv manager. “We're gerting the last laugh™”
{see figure #21),

Clearly governments can play an important. albeit supporuve: role in nurturing the growth of
information-based companics through a braad range of acuvities—not only by easing regulatory
barriers and orimming differences in comparative costs. but also through improving the living
and working environment. Fortunarely, recognition of these dynanucs s spreading throughowm
Sourhern California as well, even i the city of Los Angeles, as evidenced by efforts w restore the
hustoric entertainment industry core by cleaning up Hollywood Boulevard, reducing erime, and
adding new arrracrions to the area,

Equally important, the ciry has recently acred to reduce tes tor multimedia lirms while enring
regulatory burdens chrough the merger of the ciry and conngy Alm-permittung offices. These
efforts are widely eredited with nurning around the early 19908 trend toward “runaway” production,
ensuring the regions continned leadership in the enterttinment arena, “Permitting is a lor cagier

than it used to be because the streamlining means you're nor going rhrough seven ditferent

agencies,” observed one studio location manager. “Iv probably has helped keep production here.

I’cc;plc want to stay in Los Angeles, and they are trying to make it casier.”"

Conclusion: Southern California's Prospects in the Information Age

Duspmc its impressive cambination of “hard” and “solt” information-age industries.
Southern Calitornias political, business, academic, and media communities should not
take the region’s leading posicion 1 the global “knowledge value” economy for granted.
Competition Irom other regions, as well as continued aod ohien unjuseified negativity amonyg
the local elites and company owncrs, threatens o blunt the pace of future expansion, As Bill
Gross, amang others, has noted, creative people are the most critical [wel For powering these new
industries. Given the relative worldwide scarcity ol specialized ralent, Southern California can
only prevail in these markers ta the extent that ir can atrract and retain the necessary people to

he region.
Figure 21 Unequal Taxes Fe TRgien

Source: "Kosmont Cost of Doing Busmess Survey,” 1996
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