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John Cole:


Well, good afternoon, and welcome to the Library of Congress.  I'm John Cole.  I'm the director of the Center for the Book in the Library of Congress.  The center was created way back in 1977 to help stimulate public interests in books and reading.  Now there are affiliated centers in all 50 states, plus the District of Columbia.  Our second goal is to help people understand the history and the significance of the role of books and print culture in our society by encouraging historical perspectives on the entire book community.  

Today's talk is going to be one that we're proud to be able to present.  We are going to have a question-and-answer period after a presentation of about 40 minutes, and I would like to tell you that we hope that you will have questions.  

But when you do ask a question, you're giving us your permission to be on film and eventually on the Web site presentation that we will be streaming for this particular presentation.  For the same reason, and because C-SPAN is also here today, I want you to be certain that you turn off your beepers and anything electronic so we will have the best possible broadcast of this interesting, most interesting and timely presentation.  

Today we're talking about, as you know, the state of the book industry in 2000.  And one of our cosponsors to whom I am grateful is the Book Industry Study Group.  The Book Industry Study Group is a, is the leading trade association for policy standards and research in the industry.  And our two speakers, Al Greco and Bob Wharton, are consultants and very much a part of the work produced by the Book Industry Study Group.

And because we are having this presentation today, Friday in the mail I got the latest publication from the Book Industry Study Group; quite a coincidence, actually – “Book Industry Trends,” which many of you may know about.  It also, down here in the corner says, “Prepared by the Book Industry Study Group with data and projections by Robert M. Wharton and Albert M. Greco of Fordham University and the Institute for Publishing Research.”  So we do have the experts here to help give us insight on what's happening in the book industry, and a broader perspective as well on why the statistics and the work that they’re doing really have become such an important part not just of the industry but also of projects such as reading surveys, the kinds of things that the Center for the Book is involved in.  

The actually, and I think there may be a couple of people here today from the National Endowment for the Arts, which has been doing surveys about reading in America, and is behind a wonderful new reading promotion project called “The Big Read.”  And maybe we'll have a chance to link in the question-and-answer period some of these projects to the work that these gentlemen have been doing.  

Mr. Greco and Mr. Wharton, as I've already indicated, specialize in book industry research and forecasting.  They are professors in the Graduate School of Business Administration at Fordham University.  They made a similar presentation at Book Expo America just about a month ago in New York.  And we're pleased for them to be here today to not only summarize what's happening, but also to answer some questions.  Please join me in welcoming our speakers.  I believe Bob is going first.  Correct?  Thank you.

[applause]

Robert M. Wharton:


Well, it's certainly an honor to be here today and take this opportunity to try to share with you some of the work that we've been doing on the book industry.  We have been studying the state of the book industry now for BISG, the Book Industry Study Group, for eight years.  And we'd like to summarize some of the results that have been published in the Book Industry Study Group “Trends” book for 2007.  I will discuss the methodology and sources of research and look at the overall summary of the results, and my colleague Al Greco then will take over and look in detail at the various sub-segments of the book industry such as adult trade, juvenile trade, religious books, et cetera.  

We start off by trying to understand the current state of the industry by looking at basically the previous year.  So we spend a couple of months really looking at what happened in 2006, trying to understand what the state of the industry is at the current time.  And then we use statistical projections in order to project that in, over a five-year horizon. To try and give some idea of what we expect will happen over that five-year time horizon.  The way we do this is we first look at the large publishers -- publishers whose earnings are over $50 million.  And we go through and identify those publishers and then try to understand what their performance has been in the year 2006.  There is also a separate organization that does a survey of small publishers, which are becoming more and more important with regard to the state of the industry.  

So they do a survey to try and understand what is happening among publishers who are at the $50 million or less level, or less than $50 million level, and they provide us that information.  We incorporate the two by using some statistical smoothing techniques to smooth out some of the volatility that exists from one survey year to the next, and then incorporate that into the data to try and get a picture of the entire publishing industry for 2006.  The data that we utilized, incorporate into our evaluations of the book publishing industry, are very important government information that is available -- open access to anybody -- information from the [U.S.] Commerce Department, the Bureau of the Census[U.S. Census Bureau], International Trade Administration, monthly retail bookstore sales, very importantly the “Statistical Abstract of the United States,” the U.S. Department of Education.  

Some others including some major industry publishers such as R.R. Bowker and trade associations, Bowker being the organization that is responsible for issuing ISBN numbers, and also a company that does major research on the book publishing industry.  And finally, we use Wall Street data, going to all the large, publicly traded publishers.  We go to the FCC information, Wall Street analysts,  “Wall Street Journal,” Web sites, look at the annual reports that are provided by the companies themselves, and we try to take all this information and incorporate it into our estimates of what is happening in 2006.  

Once we've done that, once we've gone through this procedure, we then meet with some major industry figures, executives with large publishing companies and some members of BISG and review these figures and get anecdotal information from them as to certain information that might be useful in modifying our empirical results, by going through and, for instance, telling us that they expect a certain blockbuster book to be published by a particular publisher, and that's going to have an impact on adult trade or juvenile trade.  So there was some doubt this year as to whether Harry Potter would be coming out when we put these figures together.  

There was some doubt as to whether Harry Potter would be coming out in July of this year.  Or there were some rumors going around that it would be delayed until the following year.  If that was the case then it would have a dramatic impact on juvenile trade, because Harry Potter itself will generate about 250 million sales.  That's how we come up with the state of the industry at the present time.  We then use statistical forecast modeling in order to project that information into the future. We use ARIMA models, which stands for Autoregressive Integrated Moving Average models.  I won't dwell on this too long, because this is where people's eyes usually start glazing over, but basically what we do is we go through and look at the history of each of the segments that we're looking at -- adult trade hardbound, adult trade paperbound, juvenile trade hardbound, juvenile trade paperbound, mass market -- we look at the data on sales for those segments back to 1982.  

We look at real dollars by using the [U.S.] Commerce Department's estimates of the Consumer Price Index in order to eliminate the variability associated with inflation.  We then use the patterns that are present in that data through 1982 to extrapolate and obtain forecast for what we expect the performance of each of those segments to be, through -- in this case, five-year horizon through 2011.  And so this is the methodology that we use, at least in a heuristic sense.  And we have had very good results.  Typically when we look at the accuracy of our one-year forecast, we have typically been in a, our projections have been accurate to roughly 2 percent.  Here is the overall summary of the industry performance for all book categories.  So this is an overview of what has happened in the industry.  

We’ll be looking at a breakdown of that, looking at how each individual segment contributes to what we're observing here with regard to all the books that we're involved in.  What we can see here is that what we have is the total sales -- first line is the total sales in dollars, net dollars. That is, after you take into consideration returns by publishers. All publishers in the country, domestic publishers.  This is both domestic and export.  And we also have units, number of books sold as opposed to revenues, and then domestic consumer expenditure, which would basically be the retail cost of the books that were sold as opposed to the return to the publisher.  

And what we see here is that the industry is growing, but basically it's growing at only a rate that is slightly greater than the rate of inflation.  And that is reflected if you look at the second line there, publishers units.  We can see that the rate of change in publishers units is relatively flat.  It's going up somewhat, but by a very, very small percentage. Certainly not a percentage that would be acceptable to the large multimedia conglomerates that own many of the large publishers.  And therein lies the dilemma that many large publishers face, because they're in a very mature industry.  And they are profitable.  Their sales are increasing, but more and more because of pressures from Wall Street, the level of profitability that is required by the various units of large multimedia conglomerates -- the bar is just being raised higher and higher for the profit margin that is required by these units within these organizations.  And publishers -- because of the fact that there's a mature industry and because of other certain demographic forces that are constantly being brought to bear on the nature of reading -- both books, magazines, newspapers, et cetera -- are finding it very difficult to compete in this environment.  That's why we're seeing a lot of publishers in play at the present time.  

So there are certain other things that should be given some thought to with regard to the future of the publishing industry, which at the moment is in a certain state of flux.  It’s a industry that is going, It's a very mature industry, a very conservative industry that is going to be undergoing some major changes over the next decade.  The forces that are driving those changes in addition to the economic and demographic forces that we have already alluded to, are the effect of used books.  Used books is having a significant effect on adult trade, juvenile trade and especially college textbooks.  And it appears that we're on the brink of having a situation in which it will also have a significant impact on elementary and high school textbooks.  

The mechanization of used books -- which at one time was sort of a cottage industry -- the mechanization and computerization of that by organizations like Amazon for adult trade and college textbooks, adult trade, juvenile trade and college textbooks, and also the mechanization of it by Barnes & Noble for college textbooks; Barnes & Noble, managing probably the majority of the college bookstores in the country, had, has caused a huge impact on the sales of new books by publishers -- significant impact on the backlist, particularly.  Another aspect that is of importance are electronic distribution of content, which is sort of the 600-pound gorilla that's always sitting in the room whenever publishers think about their future.  We have a situation now in which a lot of material that typically had been provided by publishers as professional books -- data sources, reference books -- are now being provided online rather than in hard copy, or possibly in both venues.  But very often it's the online version that is most useful, and tending to force out the hard copy.  

Another aspect of this is many people now are providing college textbook information over, online as well, which represents both an opportunity and a threat to textbook publishers.  And finally, although the trade books -- there’s been very little impact of electronics on trade -- with the advent of the new $100 laptop and the extent to which this is going to be almost at some point very likely universally available to elementary school students.  If they become used to receiving their content, intellectual content, using this venue, then 20 years from now when they become adult readers, this may be a venue that they are very comfortable being involved in, and could represent a sea change in the way adult trade books, which would be read for entertainment, would be communicated.  So this gives you an overview of the industry and an idea of the research methodology that we have utilized in order to reach these conclusions.  

My colleague, Al Greco, now will look at the various individual segments and speak more in detail about some of these opportunities and threats facing the industry.  Thank you.  Al.

[applause]

Albert N. Greco:

Hello, I'm Al Greco, and I'll be happy to talk about the various book categories.  The first thing you should be aware of is when it says net publishers dollar sales, that refers to an aggregated total of both hardcover and paperback books in the United States.  It does include both domestic sales through the various channels of distribution -- traditional book stores, independent chains, mass merchants, the price clubs -- it also includes sales in nontraditional bookstores, retail stores that sell books but are really not bookstores.  It also includes exports.  And we monitor the export dollar amount in each of the categories very carefully because export sales have grown, but imports of books that are printed and published abroad and books that are printed abroad for U.S. publishers has grown at a faster rate, and actually we're importing more from a dollar point of view than we're exporting.  

We were at one time a positive balance of trade industry.  According to the [U.S.] Department of Commerce data, that is not the case anymore.  This is adult trade -- hardcover and paperback, fiction, nonfiction, poetry, mysteries, novels by James Patterson and John Grisham, and the great nonfiction works by some of the historians.  What you see essentially is that in 2006 the industry was up 3.9 percent in terms of dollars, but 1.7 percent in terms of units.  Why?  Increases in the suggested retail price of a book that you purchase; that is moving the market, not an increase in actual unit sales.  When you actually go out and look at the Congressional Budget Office and you see what they're projecting for the CPI [Consumer Price Index] out to 2010, 2011 and beyond, it's essentially about 2.2 percent.  So the industry is beating the CPI not by a significant amount.  If you compare those percent changes with other econometric measures, for example the prime interest rate, it does lag.  

Overall, the industry is healthy.  We don't see any one sector in serious trouble.  In fact, most will post overall positive gains out through 2010, 2011.  Our projections actually go out to 2011, they just didn't fit on the screen.  So that's why it goes to 2010.  And we hope you find the numbers interesting, because we're going to go through about 309 numbers.  Actually, if you read the entire book there are about 330,000 numbers.  When you look at domestic consumer expenditures -- and that's expenditures made by you, an individual, and expenditures made by a library, an institution, a company, a pharmaceutical company, whatever -- buying books.  That number really represents a significantly larger number.  The percentages are quite close in some cases because everything's rounded off to one decimal point.  

Adult trade is the big glitz field. When you think of the really successful fiction and nonfiction books, this is what captures attention year after year.  It's mainly what most of the writers -- whether they’re with the “Wall Street Journal” or other publications -- cover, because it gets the most attention.  Overall, adult trade for new fiction is anywhere from $27.95 to a little beyond $27.95.  It's inched up.  At one point it was at $25 for new fiction.  Nonfiction can definitely go beyond $27.95, often in the $30-$35 range, especially in some of the big histories and biographies.  Short run books and poetry often have a higher suggested retail price because the sell-through rate, the number of copies sold, tends to be quite small.  This is one of the major book categories in the United States.

 Juvenile. You'll notice in 2006 the industry was up 1.9 percent in revenue.  This year it's going to be 5.4.  That's a misleading number.  Actually, if you look at juvenile trade books, led mainly by Harry Potter, which two years ago sold 6.9 million copies in the first 24 hours -- we expect that number will be exceeded this year.  We expect juvenile hardcover to be up at least 9 percent.  The juvenile paperback this year will be at a more modest rate.  But again, it's an industry, as is adult, that's hits-driven.  Potter 5, the movie, comes out the week before Potter 7, the hardcover.  That will trigger backlist sales.  So overall, juvenile this year will be quite strong.  When you look at unit sales, they’ll be up 2 percent.  Again, there was a significant increase in the suggested retail price of Potter, even though most people are buying it at some sort of a heavy discount rate.  Domestic consumer expenditures, just about 6 billion last year, we'll be a little beyond 6.3 billion in 2007.  We expect that we will hit about 6.8 billion total retail sales by 2010.  

And the net publisher revenues -- that requires a little explanation. Books are sold on consignment, so if a publisher ships 100 copies to a bookstore and they sell 60, those books that don't sell are returned for full credit, assuming the terms and conditions of sale are followed.  So this is a business where return rates can be significant.  For example, a mass market paperback, it averages about 44 percent.  Juveniles not quite that large in terms of return rates, but what we're looking at is a far more modest situation in 2008 because there will not be a Potter 8 release next year.  It's likely Potter 6, the movie will be released around Thanksgiving 2008.  It's likely Potter 7, the paper will be released just about 13 months from now.  So it will be a good year.  We expect a pick up once you get to 2009 and 2010 only because the comparison to 2007 is really very tight because it will be a banner year.  

Mass market paperback. Most of us started reading mass market paperbacks.  I'm sure there are people in this room that remember spending 25 cents, 35 cents, 50 cents for mass market paper.  I do. It's a critically important book category because you can buy them for relatively inexpensive prices -- $4.99, $5.99, $6.99 suggested retail price.  The more expensive premiums are probably $7.99 and $8.99.  You can buy the great works -- Thucidetes, Herodotus, the great histories, the great works of poetry and Shakespeare -- for relatively inexpensive sums of money, in essence.  The cost of a mass market paperback is about the cost of breakfast at Denny's.  However, this is a category that has had an ebb and a flow.  There were years when sales were not that strong.  Fortunately, we're starting to see an uptick in terms of dollars.  When you look at units -- again, unit sales in the United States are an area of great concern.  When you look at media usage statistics, hours per person per year of adults above the age of 18 reading consumer books, going back to 1984 -- and that data is all available free of charge in the “Statistical Abstract of the United States” -- a great publication -- what you see is that in 1984, ’85, ’86 the average American was reading 128 hours a year.  By 2006 it's down to 108.  

The projection according to the “Statistical Abstract” after 2009, 2010, will be about a 100 and 107 -- in essence a flat line.  If that were hooked up to your heart, you'd be dead.  And that's the status of reading.  We are not a nation where we have seen an increase in book sales, book reading, even though books are relatively inexpensive, even though they are available in something like 20,000 retail establishments in the United States.  It's hard not to find a book, and it's hard not to find a book new or used at a reasonable price.  But we see more and more Americans are using the Internet, cable TV, video games, and spending less time reading.  So we are really concerned, as are many other people in this room, about the state of reading and book sales in the United States.  

However, this happens to be a sector -- mass market paperback, rack-size paperbacks -- that was up 2.7 percent last year in revenues.  It should be up 4 percent this year, and we'll be in the 3 percent range after 2010, 2011.  Unit sales again are anemic.  We wish more people would read and more people would buy books.  Domestic sales again, domestic consumer expenditures again paralleling the others.  This is a very important sector, and it's the one sector that should be doing much better because of pricing.  

Religious books.  When we first started to see the increase in religious book sales, we thought it was a bubble.  And after three and four years of percent increases of 6, 7 and 8 percent we realize it is not a bubble.  This is one of the strongest book categories in the United States.  

A significant number of publishers are active in this field. We track about 120 to 150 unique publishers active in this field, from the big trade houses to the university presses to very small religious publishers.  It was up 5.6.  That's quite significant in ’06.  It should be hovering at the 5 percent range all the way up to 2010, 2011.  We think there's a slight leveling, but it's still very, very strong.  People have asked is it because of political reasons, is it because of demographic reasons.  We think it's because of a lot of reasons.  What's also unsettling is that when you look, again, at the “Statistical Abstract” and you look at the percent change in the population of the United States, our sales in terms of units are not keeping pace with the increase in the population.  But this is a category where you can see actually very strong increases in unit sales hovering 3.1 all the way out to about 2.5 toward the end of this decade -- very, very strong.  

And consumers are spending.  This is a category, by the way, where we have started to see the electronic distribution of content on a modest level, but the electronic distribution of content in the religious sector.  We think there will be more of that, but it's going to remain a print sector.  And we had the fortune just three weeks to visit the Jefferson Building here, and during a lovely tour that Mr. Eubanks and his associates gave us we saw the “Gutenberg Bible,” an inspiration for everyone interested in this business.  And of course, the first book was a religious book.  The first book printed in the United States was the “Bay Psalm Book.”  

Professional books. These are professional/scholarly, a sector dominated by exceptionally large international conglomerates.  They publish in key categories --medical, legal, scientific and technical, humanities and social science.  It's a sector where you can see an increase in dollars and a really anemic increase in units.  That's because we're tracking printed books.  What is happening in this sector is this is the one that is moving most rapidly toward the electronic distribution of content.  At some point down the line -- and it's not going to be five years -- but at some point down the line printed books in this sector will become more uncommon, and that the electronic distribution especially in medical and legal and technical scientific fields -- it's a dynamic field, as you can see.  It's $9 billion, a little more than $9 billion this year.  We'll hit almost $10 billion by 2010.  It's the largest dollar category, single dollar category in the United States.  

We export a significant number of books, mainly because in the professional sector English is the international language.  It's been well received, and in the medical, scientific, technical fields it's the language.  That's why these books will certainly have an international appeal.  Eventually we'll have another line, and it's not going to say “publishers unit,” it's going to say “site licenses.”  And we will try to capture the sale of electronic units and/or the sale of electronic site licenses.  This is the sector, again, really filled with tremendously large companies that have the money, the expertise and the ability to convert and sell this product electronically.  Will it be the death of the book?  We don't think so.  But in the scholarly journal field we have certainly seen the acceptance of print and electronic journals and academics in any field.  

Basically, they’re reading most of their scholarly journals electronically today, even though libraries continue to need the print version because there's no guarantee that the electronic version that's available today will be accessible in 10 or 20 or 50 years.  That's the biggest stumbling block; the ability to translate an electronic product in the year 2015 for an academic or a researcher in 2050.  College textbooks.  We just finished doing a focus group of 250 college and graduate school students.  We asked a series of questions.  They filled out a three-page questionnaire.  We hope to have the results available soon.  We're aggregating the data now.  This is a sector that has been growing from a dollar point of view at good rates, from a unit point of view at anemic rates, and this is because of the used textbook sector.  This is the one sector that has gone toward the tremendous sale of used college textbooks.  Why?  Typical college math book is often well beyond $100.  

The availability of used books in college bookstores, the two large ones that manage these book stores are Follett and Barnes & Noble.  Between the two of them they have about over 1,400 bookstores out of about 3,000 in the United States, so they are able to buy used copies from students at the end of every semester.  They're able to sell those books quite easily to students, because the suggested retail price of a used book is basically -- well, using the book that I use, $96 used, $167.95 new.  You can buy it online for $34.95.  We know that in 2007 it should be almost 4.8 billion in net publisher revenues.  We know that in 2007 it's likely that the sale of used college textbooks in college bookstores will exceed $2 billion; might hit $2.1, could possibly hit $2.2 billion.  That does not include the sale of college textbooks used online.  It doesn't include peer-to-peer sales, a student selling to another student.  It doesn't include rentals.  We estimate that the total amount of used revenues in this sector is anywhere from 2.2 billion to 2.5 billion, and those numbers are very conservative.  We tend to only use conservative numbers.  

This is a business that ultimately, past 2011 -- we're projecting between September 2011 and January 2012, the majority of college textbooks for the first time will be sold electronically.  Generally, the cost of an electronic textbook is half the price of the printed book.  Our focus groups indicated for the first time that students are overwhelmingly willing to buy an electronic version of a college textbook and to read an electronic version of a textbook on a computer screen.  That's a major transformation.  We think it's going to be 2011 and 2012 simply because we see trends in the elementary/high school sector where kids going into the ninth grade are getting a laptop, and on that laptop they're finding all of their textbooks, that algebra 1 book, that biology book, available online; the lab manuals, the homework, et cetera.  This information is being sold as site licenses.  And we think as those students leave middle school and high school and go to college, they will be more than willing to read their content electronically.  

We again do not see the death of the book.  What we see is a massive transformation in this sector.  This is the second sector after professional that will go electronic.  Overall, without college textbooks many of us wouldn't be in business, and without college textbooks we would not be able to read about art history, the great Janson book, Kotler's great marketing book.  So the content will just be shifting to a more electronic format.  

Elementary and high school.  This is a sector that had a very, very modest increase in 2006. It will post the best three-year percentage increases of any book category, including juvenile hardcover.  This is a growth sector.  Why?  All the market drivers are lined up -- number of students registered in the elementary and high schools, number of students registered in 5 grade, 6th grade, 7th grade, the adoption of new books by the major adoption states, 21 of them lead by California, Texas and Florida. 

In the big categories, which are reading, language, arts, math, science, social studies -- and the increase in state revenues. We tracked state revenues, all 50 states and the District of Columbia.  In 2007 state revenues were up overall 8.5 percent, the highest in 29 years.  2008 fiscal year the projection is an increase of about 6.5 percent.  A significant portion of that money will ultimately work its way to elementary and high schools, and in some cases state colleges and state universities and community colleges that are supported by state funding.  So all of the market drivers are lined up.  However, it's a little difficult to predict what's going to happen because elementary and high schools are really governed by our local board of ed [education], elected by the citizens of that jurisdiction.  We know that in 2008 and 2010 there will congressional elections, gubernatorial elections, and in 2008 a Presidential election.  We know that “No Child Left Behind” is up for re-authorization.  We believe all the factors indicate that we can project unbelievably strong growth through 2009.  

Once we hit 2010, 2011 we're very cautious.  We're cutting the estimates essentially just about in half because we're not sure what's going to happen on these state and national elections, but we think overall the sentiment in the United States is to continue to support elementary and high schools.  And we think there will be growth.  And a year from now we will probably see a much stronger projection for 2010, once we get a better sense of the lay of the land.  This is a sector that for the first time we're starting to see the introduction of used textbooks.  The District of Columbia no longer needs 200 copies of algebra I textbooks.  They can sell it to one of the textbook, used textbook companies that will aggregate it and perhaps sell it to another jurisdiction.  The two companies that are very active in that sector are Follett and Barnes & Noble, the same two that are very active on the college side.  

This will be slow growth, and we think ultimately the used book market in both college and el/high [elementary/high school] will grow for a period of time and then slow down and really change with the introduction of the electronic textbook, workbook, homework, et cetera in the elementary/high school sector.  This is still a great field.  

University presses. Very small, about a 121, 125 in the United States.  As you can see in 2007, they'll do $523.3 million.  That's our estimate.  Harry Potter will generate we figure anywhere from $226 million to $250 million this year, hardcover and paperback.  The hardcover will probably do $226 [million] alone.  That's half of what university presses do.  We have published with university presses.  I've done four books with university presses.  They are pivotal in the transmission of knowledge.  The suggested retail prices that they post on their books are not that high.  The distribution has shifted from traditional bookstores to online.  And in fact in 2006, and what we're seeing in 2007, is that more university press books are being sold online.  

We still see adoptions in this cycle for graduate students, undergraduate students.  This is a pivotal field.  We're very concerned about the state of the university press business.  As you can see when you look at the percent increases, it is literally an increase that parallels the increase in the Consumer Price Index.  When you look at unit sales, they are less than anemic.  We wish that the university press sector give more thought to both doing print on demand, which we think is a viable printing technology -- and my guess is I could show anyone in this room a POD [print on demand] book and a real litho book, and you wouldn't know the difference.  Some of my books have been done POD; I can't tell the difference.  I've shown them to printers, they can't tell the difference.  The “expresso” machine that was just installed in the library, near a public library and has been in the World Bank library for well more than a year will do a book in about five minutes.  The cost is a penny a page, with 20 cents for the cover.  Very inexpensive.  We think POD is a viable alternative.  

We also think this is a sector that has to give more than passing thought to open access.  They’ve accepted open access on the scholarly journal field, we think it's inevitable.  They have to accept it and move toward it in terms of books.  Otherwise, as Hobbes said, “Life can be nasty, brutish and short.”  

Standardized tests. The single category that will have the best five-year projection -- standardized tests -- for a variety of reasons. One, testing has become an accepted -- not to everyone, but to an awful lot of people -- an accepted format in the elementary and high school years.  Several pieces of legislation that have been passed and are being proposed will continue to have testing as a requirement.  The test results are passed on to citizens in the community.  I get them from my town.  I see what they are in the entire county and the entire state in New Jersey.  These numbers also include SATs, achievements -- and you can always start to moan -- GMATs, GREs, tests that physicians take to be board certified, the law boards, and even those tests that people take to become beauticians and barbers.  This is an unbelievably active sector, dominated by a relatively small number of large corporations.  It was at $2.4 billion in ’06, it will top $3.1 billion by 2010.  This is the dynamic sector.  

Now, what we will then present -- these are statistics that we presented on June 1 for the Book Industry Study Group.  The next two slides contain information from Bob Wharton and I.  They do not represent the position of any organization, including BISG.  These are issues and threats and opportunities that we think this industry will face.  

First, there has definitely been a decline in consumer book media usage, hours per person per year, and media expenditures, dollars -- especially when you compare the dollars to changes in the CPI.  

Two, this is a hit-driven business.  Actually, to an economist, adult, juvenile and mass market are complex adaptive semichaotic businesses with Boze-Einstein distribution dynamics, dual-sided uncertainty and parietal characteristics.  And in non-Wall Street gibberish, what that means is it's hit-driven.  It has always been hit-driven.  It will always be hit-driven.  They are always looking for the next major author who can move a million copies, two and a half million copies.  And the number of people who can do that has become relatively small.  Nora Roberts had the number one, two and three mass market paperbacks in 2006.  One author selling about six million units altogether.  Potter's going to move 12.  The price of books inching up. Mass market paperbacks going up 10 cents a year.  Ten cents a year; that's all.  Even hardcover books have moved up, and while to too many people they are expensive, the increases are actually relatively modest.  But for some people buying a book is difficult.  It's expensive. That's why fortunately we have an awfully large number of public libraries in the United States that are able to make books available free of charge to citizens in that community.  

Fourth [third], changes in the channel of distribution.  There was a time when people went to independent bookstores.  Not anymore.   Then they moved to the big chain stores, the B. Daltons and the Waldenbooks.  Then there was a movement toward the superstores, the Borders and the B&Ns, and that was really in the mid ’80s.  And then, of course, the introduction in the mid ’90s of the Internet, Amazon in the summer of 1995.  And then the availability of books in Wal-Mart, K-Mart, Target, Costco, BJ’s, Sam's Clubs, Williams-Sonoma, drug stores, pharmaceutical stores, you name it, convenience stores.  It's hard not to find a book.  Those changes have been very positive, but also a bit unsettling because there was indeed a real contraction, a major contraction of independent book stores in the United States.  

Fourth, the electronic distribution of book content.  It’ll move first in professional and then probably el/high and college, almost moving in tandem with el/high probably a year or two ahead of college.  That's good and it's bad.  We don't want to see the death of the printed book.  We do want to see more people get access to electronic content.  The used book market everywhere -- and I hate to say that you can buy 34 copies of our latest book from Stanford University Press, new and used.  I hope you buy it new.  It's everywhere.  But it's opened up reading for an awful lot of people.  That's positive.  Consolidation in the book industry on the publishers side, fewer than ever, on the retailer side, fewer than ever.  

And the book distribution side, no one paid any attention to book distributors until there was that massive bankruptcy last December and January.  Now they're important.  Real consolidation, good and bad, in a way getting more books out to more people; that just means fewer imprints available for you to get your book published.  Interest -- unquestionably, unquestionably -- interest by private equity and hedge fund, people in the book industry.  Bob and I took the Acela down to Washington and the three people sitting next to us -- and I won't mention what company they had the books on.  They were analyzing a particular textbook company very carefully.  They are buying books, book companies, and that is a trend that will continue.  That's interesting, because they generally buy a company, run it for five and then sell it.  And that's really what Bain and Thomas H. Lee did with Houghton Mifflin before they sold it to Riverdeep, the Irish company.  This is a major transformation in this business.  

Financial issues -- college and libraries.  Colleges have struggled.  They'll always struggle.  Libraries have always struggled.  They will always struggle.  Unfortunately, funding has never been great for libraries, at least not enough.  We hoped that that would change.  

Offshore printing.  You cannot believe how many books are being printed in Asia; printed and/or typeset in Asia.  That lowers the unit manufacturing cost by about 50 percent versus printing it in the United States.  Next time you're in a bookstore or a library, look at the juvenile books and see how many are printed in the United States.  Not many.  Textbooks.  The textbook that I use in consumer behavior, the ninth edition was printed in China, the tenth in Canada.  

The export market. Growing, but not fast enough.  We're importing more than we're exporting.  

Book piracy.  How big is it?  It's in excess of $550 billion, and that number is so inaccurate.  It is so small.  It's based on people making estimates of what they think is being sold in book pirating capitals throughout the world.  It's probably significantly more than that.  And every dollar that a pirate gets is a dollar an author doesn't get, a dollar a publisher doesn't get, a dollar a printer doesn't get.  This is a serious problem.  And it's not just in Asia.  It's also in the entire Pacific Rim and in other regions of the world.  So those issues and trends are the issues and trends that Bob Wharton and I are presenting.  They're not the issues and trends of the Book Industry Study Group or any other organization, including Fordham University.  Thank you.  You've been very patient as we went through our 300 numbers.  

[applause]

And I'm sure you must have questions.  Yes, sir.  We may have to repeat the question for the TV.

Male Speaker:


Do you have any speculation on the affect of the Google book project [inaudible]?

Albert N. Greco:


Well, the libraries, Google and its book project.  Obviously many libraries are thrilled with what they're doing, and the publishers are basically suing them.  How that unfolds, hard to say.  

Obviously Amazon is taking a slightly -- and I'm not here to talk about particular companies, but Amazon has taken a slightly different approach.  They have tried to work more closely with the publishers.  And by the way, Amazon has now started a POD operation.  So if you buy a book from Amazon they may be printing it that day and shipping it out the next day, and not going to the publisher.  That's a significant change.  

Now, whether Google will eventually do that -- they're not in the business of selling books, as such.  What they want to do is highly controversial and will ultimately end up in probably the US Supreme Court, when they determine whether what they're trying to do is under the fair use clause of the copyright law.  And I'm not an attorney, so I won't speculate.  It'll be a fascinating Supreme Court case decision.  We look forward to reading that one.  We think getting more content and more books out to citizens here and abroad is pivotal.  We don't take a position on Google or Amazon; they're both very fine companies.  I happen to teach consumer behavior, and I'm doing a Google case in two weeks.  I also do Amazon.  Great companies.  We don't like to see people sue them.  That's the way it is.  

Any other questions.  Yes, ma'am.

Female Speaker:

In the professional/scholarly sector, are there any differentiations between the subsectors like legal and [inaudible]?

Albert N. Greco:

Yes.  Yes.  The “Trends” book actually is about 250 pages of unbelievably wonderful statistical tables.  We break out professional into five subcategories.  We also break religion into hardcover, paperback and two subcategories.  One is called “Bibles, testaments, hymnals and prayer books;” big category.  And the other's called “Other religious.”  That's fiction and nonfiction.  Actually, Other religious is bigger than Bibles, testaments, hymnals and prayer books.  So, yes, by the way the data that we've shown you is available on the Book Industry Study Group Web site.  The entire book is not available on the Web site, but they will be happy to talk to you about selling you a copy.  We don't sell the book, we just do the numbers.  We’re not here to sell even our own books.  Any other questions?  Yes, sir.

Male Speaker:


What’s the impact of growing populations that don’t speak English on the book industry, and might even come from traditions where there is no public library

[inaudible]?

Albert N. Greco:

Right.  The question is the change in the US population with individuals where English is not the primary language or is not spoken in the home, and from countries where public libraries are scarce.  There has been an increase in the number of publishers printing books, publishing books in foreign languages.  Has that matched the population shift?  Probably not.  The public libraries -- and when I go through them -- they've made a great effort to try and get books in the language of the peoples that live in that community.  But more could be done.  I think the basic problem is the cost of launching a new book company is not that significant.  The cost of getting the books in the distribution channels is not easy.  And that has probably been the biggest impediment for a small startup to do books in Czech or Polish or any language, Russian, that's not one of the big foreign languages like Spanish is.  It's a serious problem.  Questions?  Yes, sir.

Male Speaker:


[Inaudible] substantive issues?

Albert N. Greco:


Which one?

Male Speaker:


[Inaudible].

Albert N. Greco:

Oh, I'm sorry.  Of course, yes.

Male Speaker:


Could you explain number one in more [inaudible].

Albert N. Greco:

Of course.  Media --

Male Speaker:


[Inaudible] media usage?

Albert N. Greco:


Media usage refers to hours per person per year for individuals, males and females above the age of 18, who are reading consumer books.  And consumer books in this business -- sometimes really called trade books, and that's adult, juvenile and mass market books.  Adults do read juvenile books, especially Harry Potter.  

Media expenditures is dollars per person per year spent buying a trade book, an adult, juvenile or mass market book.  We have data back to the mid-1980s, and there's been a serious decline in hours per person per year.  And when you look at the increase in media expenditures and compare that to increases in the Consumer Price Index, it hasn't matched.  So that's one of the indicators that we see tells us that people are reading less, hours per person per year, and then spending less.  We wish they'd read more and spend more.  That's what it is.  

Yes, sir. 

Male Speaker:


Why is there so much interest on the part of equity firms in an industry that’s anemic and mature?

Albert N. Greco:


I would not give anyone financial advice.  Essentially, they buy a company because it has some growth and it throws off a lot of cash.  They mount debt on the company and then take it private and run it for five years, and then they rent it out as a public company.  There is money to be made.  Even a company -- I won't mention any companies.  There are companies that are throwing off net revenues in excess of $500 million.  There are some that are throwing off net revenues in excess of a billion dollars.  There are some throwing off net revenues in excess of a billion and a half to $2 billion.  That's a lot of cash coming in the front door that you can use for things.

Male Speaker:


But it sounds like their interest would lead to the destruction of some of these [inaudible] electronic distribution of content, and it’s not really a smart thing to do.

Albert N. Greco:


It's hard to say whether it would lead to the destruction because it's a fairly new phenomenon.  I will mention a company.  When Houghton Mifflin was sold to Riverdeep, which is an Irish tech company, it was a reverse pick up.  Riverdeep is much smaller.  They were able to get the funding from Irish private investors, Irish financial institutions, money out of London, money out of New York and money out of the Middle East.  That company was run by Bain and Thomas H. Lee very effectively.  

Those two companies invested over a half a billion dollars in that company to develop two el/high book categories in Social studies and math.  They pumped a lot of money into developing that company and sold it at a profit.  So that company was not destroyed.  Now, if you're talking about what's going to happen in five years, I'm trying to figure out how to get to the next speaking engagement in this city in the next hour.  I really don’t know where that ultimately will lead.  I don't think they want to destroy companies.  This is not an engulf and devour mindset.  They want to buy, develop and eventually keep and/or sell.  

Male Speaker:


Well then they don’t trade publishers [inaudible] candidates for acquisition, because they don’t really have properties.  They’re hit-driven, right?  You were just talking about --

Albert N. Greco:


Actually, if you wanted to do a financial analysis of any of the top five trade publishers in the United States, what people first look at is the front list.  Look at the backlist.  There are companies there that have between 25,000 and 35,000 backlist titles of some of the greatest things ever written -- Hemingway, Fitzgerald, on and on and on, Nobel Laureates, Pulitzer Prize winners.  Those companies have a backlist that's really quite valuable.  Most people just don't think of the backlist as having real value.  

Yes, sir.

Male Speaker:


[Inaudible] more and more kids are getting accustomed to reading online, [inaudible].

Albert N. Greco:


Right.

Male Speaker:


I guess the concern that I have, that I’ve read from some educators is that what they are becoming accustomed to is reading shorter chapters -- 

Albert N. Greco:


That's correct.

Male Speaker:


-- and becoming more and more uncomfortable and less adept at reading longer book-length texts.

Albert N. Greco:


That's correct.  What we have seen, looking at the U.S. Department of Ed statistics, it's not that long ago.  There were 12 el/high students per computer.  Now it's down to four per computer.  Eventually we think in some jurisdictions, not everywhere, it'll be down to one and one.  We also look at the number of computers in households with children between the ages of 5 and 17.  We see an increase in those computers, the number of computers.  So eventually that will happen.  You're absolutely correct.  We are concerned that they are used to reading shorter pieces.  And is there an educational difference between reading “Moby Dick” online and reading “Moby Dick” in a book?  And I would say yes.  But I'm not 12 years old, and 12 and 14-year-old kids might have a slightly different view. 

Male Speaker:


Are there any statistics [inaudible]?

Albert N. Greco:


I'm sure the Department of Ed has that.  I'm not familiar with it.  I’m sure that researchers have done it, have done those sorts of studies.  I actually did a book with three other people once called -- it was a book for the International Reading Association, on reading.  I took a look at the statistics for books and units and whatever.  The others were reading experts including Susan Newman, who was a former assistant secretary of Ed here in Washington, who is now back at Michigan.  She's one of the leading experts in the United States on reading.  I would assume that people like Susan and others could rattle off those statistics.  I just don't follow that particular sector.  

Any other?  Yes, ma'am.

Female Speaker:

You mentioned the backlist to the trade publishers.  Do you see the [inaudible] as having a major effect in the next five or 10 years and having an effect in the interest of [inaudible]?

Albert N. Greco:

Yes.  The used book market will have an impact on the backlist sales, and it has to be an issue that private equity and hedge fund people must take into consideration when they do evaluation of a company, because the used book market is growing quite rapidly and, in fact, there are major chains in the United States that sell new in the front and used in the back of the store.  And we just think that will continue to grow.  Right now it's more in the college sector, but we see, with the electronic distribution of content, that's going to shift.  On the trade side, a little harder to predict, but clearly growing.  

Any other questions before we run out of time?  Yes, ma'am.

Female Speaker:

What’s the [inaudible] publishing business doing to reinvent itself?  It seems like it should be getting into the movie business or the music business, like having a soundtrack with the book, or having paper where the ink dissolves in warm air or something like that.  Something.

Albert N. Greco:

The book industry has been reinventing itself since 1640.  Will it reinvent itself?  We hope so.  We hope that the use of technology and a better understanding of what people want in terms of reading will eventually work its way into the big houses.  I talk to people at the big trade houses on a weekly basis.  They are trying to reinvent themselves.  But it's going perhaps a little slower than some people in this room might want.  Yes, sir. 

Male Speaker:


In university presses, is it the case that universities are no longer subsidizing their presses --

Albert N. Greco:

It varies.

Male Speaker:


--do the presses themselves want to show a profit on each title even if there’s very small distribution?

Albert N. Greco:

Universities -- there are about 120 university presses in over 3,000 colleges.  So if a university has a press, it traditionally in almost every instance provided some form of subsidy.  It can be an outright cash amount, it could be free office space, free utilities.  Has there been a reduction in the amount of subsidies available?  Yes, because the colleges have suffered.  Are some publishers expected to show a net profit at the end of the year, or at least break even?  Absolutely, I won't mention names, but one's expected to pay all of its bills and put seven figures on the table at the end of each year for the university.  That's just a very unusual situation.  They are really struggling, because the subsidies have been cut.  The unit sales, as you can see, are not strong.  The suggested retail prices are well below what the professional scholars, professional publishers are charging; often half.  This is a sector that could certainly use more financial support.  

Yes, sir.

Male Speaker:


Going back to the private equity, is there interest in publishing -- does that indicate that publishing is still sort of an undermanaged industry?

Albert N. Greco:


What do you mean, undermanaged?

Male Speaker:


Well, that people go into it for all sorts of reasons that don’t have to do with, let’s say, making money, and that reflects sort of the fact that --

Albert N. Greco:


I once had lunch with Peter Mayer when he ran Penguin, and he said he used to hire people that loved books when he was there.  He decided he had to hire people that loved books that made money.  There's been a radical shift toward at least covering your bills and providing some money at the end of the year for your corporate owner.  That occurred back in the late ’70s, early ’80s.  The private equity people see a lot of opportunities.  I won't go into all the details, but believe me, as we speak they are crunching numbers.  

Any other questions?  Are we -- John, thank you very much, and everybody at the Library for inviting us.

[applause]

John Cole:


Well, thank you Bob and Al.  This was really a wonderful way for us to get a different perspective on the problems of the book industry, and for reading promoters like myself to come at the whole topic of reading and books and publishing from quite a different perspective.  Our speakers obviously are very experienced at presenting, as they said an awful lot of material.  But also they were skilled at drawing conclusions from it.  And I think you've helped all the people in the room have a better understanding of the book industry, and to use a old Center for the Book, National Book Committee phrase, “and the wonderful world of books.”  We appreciate it.  Thank you.  One more hand.

[applause]

[end of transcript]


